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Monday, November 1, 2021 

DZS Shareholders,

DZS continues to aggressively pursue what we believe is a multi-year 
communications infrastructure upgrade cycle where 10 gigabit 
technologies for symmetric optical broadband services are rapidly 
replacing sub gigabit-class and legacy copper infrastructures for the 
connected home and enterprise. Simultaneously, the proliferation of  
5G networks is creating demand for fiber-connected densification for 
packet-based network transport. 

These two technology shifts are transforming the global communications 
landscape and enabling high-speed fixed and mobile broadband services 
that unleash the next wave of innovation and experience-driven 
applications and services for homes, buildings and cities. Next generation 
broadband connectivity, IP switching, Open RAN (O-RAN) xHaul and 
cloud-native software solutions from DZS are gaining momentum across 
global markets. 

Over the past four quarters, we have delivered record orders, revenue 
and backlog. The third quarter of 2021 financial results underscore the 
company’s ability to navigate a challenging supply chain environment 
while executing across our four growth pillars: XGS-PON, 5G Open 
RAN, North America/EMEA expansion and China equipment supplier 
replacement. In Q3 2021, we achieved the following headline results: 
• Third consecutive quarter with orders exceeding $100 million
• Record order backlog
• Sequential revenue increase and year-to-date performance outpacing 

the same period of 2020
• Best GAAP gross margin since Q1 of 2018
During the third quarter, we continued to advance our people, product, 
systems and growth initiatives established twelve months ago. Our 
product rationalization and globalization initiatives have resulted in a 
nearly 60% reduction in hardware SKUs—reducing supply chain risk, 
increasing product margins, allocating more R&D resources to new 
platform and software solutions and creating more focus for our global 
sales and system integrators.
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From an innovation perspective, we introduced DZS Xperience, a 
software-as-a-service (SaaS) platform and portfolio of next generation 
residential and business Wi-Fi 6 gateways integrated with Plume’s A.I. 
driven, adaptive, and self-optimizing Wi-Fi tools, secure parental and 
access controls, and motion aware services.

DZS Xperience complements the DZS Cloud network-as-a-service 
(NaaS) software portfolio consisting of fixed and mobile orchestration, 
automation, self-aware and service assurance software modules.

We expect our newly launched software defined service delivery 
platforms to create incremental revenue growth and margin expansion 
opportunity with our installed base of more than 20 million broadband 
edge access and residential gateway platforms.

• Broadband Connectivity: GPON → XGS-PON
• Connected Home and Business: Wi-Fi 5 → Wi-Fi 6
• Mobile Transport: 4G → 5G and proprietary → Open RAN
• Software: Proprietary hardware systems → Open, cloud-native,

network and subscriber-based software solutions.

Q3 2021 Key Financial Results

Market Demand Drivers and Execution 
DZS operates in a market that we believe is in the early innings of an 
extended investment cycle. This communications infrastructure upgrade 
cycle encompasses multiple domains across fixed broadband and mobile 
networks. We anticipate this investment cycle and technology shift will 
create growth opportunities for the foreseeable future. 

We are pleased to share that Q3 2021 revenue of $88.4 million was 
above the mid-point of guidance, while our Adjusted Gross Margin of 
36.8% and Adjusted EBITDA of $5.1 million exceeded the high end of our 
guidance range.

https://dzsi.com/dzs-xperience/
https://www.plume.com/
https://dzsi.com/service-orchestration-automation/
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During the third 

quarter of 2021, 

our order growth 

continued at an 

elevated pace, 

increasing 47% 

year-over-year  

to $124.5 million. 

Year-to-date  

orders reached 

$369.5 million.

We have recognized 

58 new customers 

year-to-date led by 

the North America 

and Europe regions.

During the third quarter of 2021, our order growth continued at an 
elevated pace, increasing 47% year-over-year to $124.5 million. 
Year-to-date orders reached $369.5 million, surpassing full-year 
2020 results and representing an increase of 69% year-over-year. 
North America delivered over 130% year-over-year order growth 
in the third quarter, which reflects positive market dynamics with 
share gains derived from our go-to-market strategy and new 
product introductions. DZS backlog reached record levels for the 
third consecutive quarter and increased by a multiple of 2.7 times 
compared to the same period one year ago. 
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Record Backlog at the End of Q3 2021
($ in millions)

Third quarter 2021 revenue of $88.4 million was above the  
mid-point of guidance, representing a sequential 6.9% increase, 
and a 5.9% decline compared with record revenue of $93.9 million 
reported in the third quarter of 2020.  

We have recognized 58 new customers year-to-date led by the 
North America and Europe regions.

*2021 Annual Revenue reflects the mid-point of guidance as of November 1, 2021.
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Geographic Expansion
Our geographic diversification, sales and marketing investments are 
yielding positive results. The combined Americas and EMEA regions 
represented 54% of total revenue during the third quarter, or $47.7 million, 
driven by significant year-over-year growth in the Americas. 
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Adding to the current investment cycle and technology shifts underway 
across the global fixed broadband and mobile landscapes, many service 
providers with Chinese vendor infrastructure and connected home 
solutions continue to evaluate alternative options. We are actively 
pursuing and participating in Huawei and ZTE cap & grow and 
replacement projects particularly across Canada, EMEA, southeast Asia 
and India. 

Americas Region
Revenue from the Americas region increased 3% 
sequentially and 62% year-over-year to $27.3 
million for the third quarter of 2021. The region 
recognized over 90% growth with increased 
activity reflecting market share gains through 
innovation and strategic alignment with service 
providers and fiber overbuilders. Government 
sponsored broadband incentive programs such as 
the $20.4 billion U.S. Rural Digital Opportunity Fund 
(RDOF) are also contributing to the region’s 
accelerated deployment activity. The newly 
proposed and incremental Infrastructure 
Investment and Jobs Act plans to invest an 
additional $42.5 billion in broadband infrastructure. 

Revenue from the 

Americas region 

increased 3% 

sequentially and 

62% year-over-year 

to $27.3 million for 

the third quarter  

of 2021.
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EMEA Region
Driven by continued fiber access strength in the Middle East, 
revenue from the EMEA region increased 22% sequentially and 
2% year-over-year to $20.4 million for the third quarter of 2021. 
The EMEA service provider market is increasingly receptive to 
DZS as alternative technology partners transition and ultimately 
replace Chinese vendors. Such vendor replacement initiatives 
are underpinned by recent forecasts from FTTH Council Europe/
IDATE (September 2021) that show EMEA is poised to expand 
deployment of Fiber-to-the-Home technologies, particularly in 
low fiber penetrated countries such as Italy, Germany, and the 
U.K. Additionally, many countries throughout Europe are providing 
billions of dollars for broadband investment through government 
sponsored broadband stimulus programs, including $14.2 billion 
and $6.9 billion in Germany and the U.K., respectively. 

Driven by continued 

fiber access 

strength in the 

Middle East, revenue 

from the EMEA 

region increased 

22% sequentially 

and 2% year-over-

year to $20.4 million 

for the third quarter 

of 2021.
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Source: IDATE for FTTH Council Europe

Asia Region
Revenue from Asia represented 46% of total revenue in the third quarter of 2021, 
increasing 3% sequentially to $40.7 million, declining 28.6% year-over-year from an 
exceptionally strong third quarter of 2020. We are pursuing new opportunities spanning 
New Zealand, Australia, southeast Asia and India many of which are evaluating and 
assessing Chinese vendor cap & grow and replacement projects. DZS was recently 
awarded a broadband connectivity project with a Tier I service provider in India that 
we expect to ramp-up during the second half of 2022. In southeast Asia, our sales 
pipeline is expanding, including O-RAN architecture evaluations by a number of service 
providers. Our O-RAN xHaul solutions are part of the Rakuten Symphony communications 
platform reference design and are being considered as Rakuten expands their network 
architecture and intellectual property with other service providers globally. 

https://www.telecomtv.com/content/access-evolution/europes-ftth-b-subs-set-to-double-by-2026-to-197-million-42392/
https://www.telecomtv.com/content/access-evolution/europes-ftth-b-subs-set-to-double-by-2026-to-197-million-42392/


Q3 2021 Shareholder Report

|  8

Technology Segments
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Broadband Connectivity
Broadband Connectivity revenue of $64.8 million in the third quarter of 
2021 (73% of total revenue) increased 3.2% from $62.8 million in the 
second quarter of 2021 and 2.0% compared with $63.5 million in the 
third quarter of 2020. Revenue growth is the result of strengthening fiber 
access sales in the Americas and Middle East regions. Elevated demand 
for our broadband connectivity platforms and connected home solutions 
continues to exceed supply availability, reflecting the global expansion 
and investment cycle underway that is fueled by various government 
sponsored broadband stimulus funding programs. 

Mobile Transport
Mobile Transport revenue was $23.6 million in the third quarter of 2021 
(27% of total revenue), an increase of 18.6% from $19.9 million in the 
second quarter of 2021 and a decrease from $30.5 million in the third 
quarter of 2020. The sequential increase was the result of increased 
sales in the Asia region associated with service provider 5G and O-RAN 
initiatives, while the year-over-year decline reflects a timing factor of 
volume deployments with several marquee customers.

Demand for Mobile xHaul applications is a function of both network 
capacity expansion to cell-sites and the potential 10-fold or larger 
increases in density of 5G networks compared with 4G networks. The 
DZS Chronos portfolio for mobile xHaul applications (fronthaul, midhaul, 
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and backhaul) supports both 4G and 5G network technologies. 
Our flagship deployments with Softbank, Rakuten and LGU+ 
are validating our technology leadership and alignment with the 
evolving 5G and O-RAN deployment models. 

As mobile service providers engage in technology shifts from 4G 
to 5G, O-RAN is increasingly becoming the favorable architecture 
for new deployments and is creating a new wireless ecosystem 
vendor landscape. 

Gross Margin Expansion
Adjusted Gross Margin of 36.8% in the third quarter of 2021 
exceeded our 33.0–34.5% guidance and represented an 
increase of 620 basis points year-over-year. Our strategic sales 
investments and geographic diversification decisions over the 
past year improved margins as did comprehensive product 
portfolio rationalization which has resulted in a synergized and 
simplified next generation focused portfolio. Favorable margin 
results at DZS were partially offset by increased component, 
logistic, and supplier expedite costs. 

Strengthened relationships with our supplier partners and 
contract manufacturers, as well as assertive working capital 
management enabled us to meet and exceed the majority of 
customer delivery expectations. 

As a result of 18 months of supply chain disruptions caused by the 
global pandemic, many of the industry’s leading semiconductor 
and component suppliers have elected to raise prices. After a 
thorough and thoughtful assessment and collaboration with 
customers, we have begun to implement price increases designed 
to offset elevated supply chain ecosystem, freight and logistics 
costs. We anticipate our new pricing strategy will enable us to 
stay on course to deliver both our revenue growth and margin 
expansion objectives outlined in our Q2 2021 Shareholder Report.

As outlined in the second quarter report, we have undertaken 
several strategies to improve our margin profile. In the third 
quarter we demonstrated progress with these initiatives, 
including the consolidation of our German manufacturing 
operations. Over time, we anticipate that our margins will benefit 
from ongoing manufacturing consolidation as well as continued 
product rationalization, introduction of global platforms, 
expansion of software revenue through DZS Cloud and the new 
DZS Plume partnership.

Our flagship 

deployments 

with Softbank, 

Rakuten and LGU+ 

are validating 

our technology 

leadership and 

alignment with  

the evolving 5G  

and O-RAN 

deployment models.

Adjusted gross 

margin of 36.8% in 

the third quarter 

of 2021 exceeded 

our 33.0–34.5% 

guidance and 

represented an 

increase of 620 

basis points  

year-over-year.

https://s27.q4cdn.com/544787048/files/doc_financials/2021/q2/DZS-Q2-2021-Shareholder-Report.pdf
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1) Manufacturing	Consolidation: We successfully consolidated our
German manufacturing operations into our manufacturing facility
near Tampa Bay, Florida. DZS is leveraging internal manufacturing
capabilities in the United States, which offer a competitive advantage
in bidding on domestic opportunities. We continue to estimate this
consolidation will deliver approximately $7 million of annual cost
savings, largely comprised of headcount reductions.

2) Supply	Chain	Consolidation: We are
taking additional measures to rationalize
the DZS manufacturing footprint and
improve economies of scale with the
recently announced expanded contract
manufacturing partnership with Jabil.
The global manufacturing and supply chain
expertise and agility of Jabil, along with its
diversified global footprint, enables DZS
to advance hybrid manufacturing and
supply chain sustainability strategies
to respond to customer demand while
mitigating risk of unforeseen world events.

3) Strategic	Supplier	Relationships: Over the past year we have
strengthened our relationships with supply chain partners such
as Broadcom. Our strategic Broadcom alignment (DZS Expands
Collaboration with Broadcom) is geared towards driving market share
gains with Tier I service providers throughout the world.

4) Product	Globalization	and	Rationalization: DZS has been
systematically streamlining and rationalizing its portfolio of systems
and solutions to be global market addressable and optimized in terms
of common form factors and features. This on-going initiative has
already yielded a nearly 60% hardware SKU reduction. This portfolio
streamlining and rationalization, which has been occurring while
we have been seeing strong order, backlog, and revenue growth, is
contributing to economy of scale improvements, mid- to long-term
margin expansion and near-term advantages in addressing supply
chain challenges.

https://investor.dzsi.com/investor-news/news-details/2021/DZS-Chooses-Jabil-to-Expand-Manufacturing-Footprint/default.aspx
https://investor.dzsi.com/investor-news/news-details/2021/DZS-Chooses-Jabil-to-Expand-Manufacturing-Footprint/default.aspx
https://investor.dzsi.com/investor-news/news-details/2021/DZS-Expands-Collaboration-with-Broadcom-on-Next-Generation-Broadband-Access-Technologies/default.aspx
https://investor.dzsi.com/investor-news/news-details/2021/DZS-Expands-Collaboration-with-Broadcom-on-Next-Generation-Broadband-Access-Technologies/default.aspx
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5) New	Product	Introductions: DZS has recently launched several
innovative new products and solutions that offer high value to our
customers and are highly differentiated in the market.

• Additions to the DZS Helix Edge Access portfolio supporting 10 Gig
services, Wi-Fi 6, and OpenSync software technology

• XCelerate by DZS 10 Gig-class line cards for flexible optical
broadband service with multiple 100 Gig uplink capability

• The DZS Xperience software solution, enhanced by technology
from Plume, provides service providers access to applications,
insights, and intelligence that help them more effectively manage
and profit from both residential and small business subscribers.

We believe that the differentiation and value delivered by these new 
products and solutions will contribute to margin improvements.

Navigating the Supply Chain
While the above initiatives have driven gross margin improvements in 
the third quarter, overall supply chain dynamics have posed challenges. 
The global supply chain ecosystem has been increasingly challenged as 
the COVID-19 pandemic has continued to interrupt manufacturing and 
logistics. Additionally, strong global demand has limited inventory. The 
duration and severity are resulting in availability constraints, extended lead 
times, decommits from suppliers, expedite fees, and overall headwinds. 
As a result, we began experiencing price increases for the components, 
printed circuit boards, memory and semiconductor components that are 
used in producing our platforms and solutions in the third quarter of 2021. 

To address these margin-impacting headwinds, we have recently 
implemented a strategy that incorporates price increases across our 
portfolio. We believe these actions, along with our DZS Cloud and DZS 
Xperience software solutions, will give us the best opportunity to remain 
on track to achieve our longer-term growth and margin goals. 

https://investor.dzsi.com/investor-news/news-details/2021/DZS-Brings-Hyper-Connectivity-to-the-Access-Edge-Launches-DZS-Helix-Portfolio-Featuring-New-10-Gig-class-and-Wi-Fi-6-Systems/default.aspx
https://www.opensync.io/
https://dzsi.com/fttx/
https://dzsi.com/dzs-xperience/?utm_medium=email&_hsmi=169521374&_hsenc=p2ANqtz--coaHJT6RkY8v1P7rn9cOOHqAj8jolydIyZNBp018tqrvpMyWAoc2tNpZ_z0TqFa92isCpnoTexfN3EVncbkvRFh1jaw&utm_content=169521374&utm_source=hs_email
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Cloud-Native Broadband Experience and 
Service Management
As part of our product strategy to expand the DZS Cloud software and 
services portfolio and to help our customers transform from technology 
providers to experience providers, DZS announced a partnership 
with personalized smart services pioneer Plume on Oct. 11, 2021. 
The new solution, called DZS Xperience, is part of the award-winning 
DZS Cloud portfolio and provides service 
providers access to applications, insights, 
and intelligence that allows them to more 
effectively manage both residential and small 
business subscribers, create new service 
opportunities, and generate significant 
operational savings. 

By integrating the DZS Cloud and DZS Helix Edge Access portfolios with 
Plume’s software-as-a-service platform, the two companies are offering 
both service providers and end-users a complete and cohesive view of 
their smart homes, businesses, and enterprise networks while giving 
subscribers unprecedented control over their broadband experience. 

As part of the agreement, DZS will also integrate the OpenSync, open-
source software technology framework into a series of next generation 
Wi-Fi 6 connected home and business devices as part of the DZS Helix 
Edge Access portfolio.

The DZS/Plume partnership creates a highly competitive, intelligent, 
end-to-end smart home experience that expands the DZS connected 
premises equipment portfolio as well as DZS Cloud analytics, 
orchestration and service management solutions.

https://www.plume.com/
https://dzsi.com/dzs-xperience/
https://dzsi.com/service-orchestration-automation/
https://investor.dzsi.com/investor-news/news-details/2021/DZS-Brings-Hyper-Connectivity-to-the-Access-Edge-Launches-DZS-Helix-Portfolio-Featuring-New-10-Gig-class-and-Wi-Fi-6-Systems/default.aspx
https://www.opensync.io/
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Balance Sheet Highlights

Cash (including cash equivalents and restricted cash) at 
September 30, 2021 was $52.4 million compared with $61.0 
million at June 30, 2021 and $40.4 million at September 30, 
2020. Supported by a strengthened balance sheet from our 
January equity offering, the ongoing supply chain sourcing 
constraints and increasingly limited component availability has 
necessitated replenishing inventory to align with our strong 
backlog and customer forecasts in a rising cost environment. 
However, even with the increased inventory purchases, we still 
were not able to capture all the necessary inventory in order to 
fulfill demand. Annualized inventory turns were 4.0x during the 
third quarter of 2021, compared with 5.6x during the year ago 
quarter. Days Sales Outstanding (DSOs) were 90 days at 
September 30, 2021, versus 105 days in the year ago quarter.

Uses of cash during the quarter reflect continued inventory 
building to support strong demand, capital expenditures 
associated with our recent manufacturing consolidation and the 
timing of accounts receivable collections. We continued to build 
inventory throughout the third quarter to support the strong 
demand environment and to mitigate disruption stemming 
from the supply chain that negatively impacted working capital 
metrics. We anticipate operating near net neutral cash flow for 
Q4 followed by seasonally stronger cash collections in Q1.

We continued to 

build inventory 

throughout the third 

quarter to support 

the strong demand 

environment and to 

mitigate disruption 

stemming from the 

supply chain  

that negatively 

impacted working 

capital metrics.
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Fourth Quarter 2021 and Full Year 
2021 Guidance
The initiatives we have undertaken to date in 2021 are yielding results with 
continued record backlog and increased RFx activity, both of which have 
been correlated to the strong demand environment in our industry as well 
as continued enhancements to our sales team. We expect service provider 
broadband equipment and software demand to remain high through the 
rest of this year and for the next few years, reflecting increased mobile 
and fixed broadband investments by communications service providers 
due to the surge in network usage and internet traffic derived from 
telecommuting, remote learning, remote healthcare and an increase in 
e-gaming and streaming video. Research analyst firm Omdia supports this 
strong investment view, with their most recent broadband access revenue 
forecast predicting a 90% increase in broadband access yearly spend 
between 2020 and 2026 (Omdia, Fiber and Copper Access Equipment 
Forecast Midyear Update – 1H21, July 2021. Results are not an 
endorsement of DZS. Any reliance on these results is at the third-party's 
own risk).

We are providing Q4 and full-year 2021 guidance in the table below, which 
reflects our outlook as of Nov. 1, 2021. For the fourth quarter of 2021, we 
anticipate continued strong demand across our broadband connectivity 
and mobile transport platforms, although order and revenue growth will 
be constrained by supply chain headwinds. We expect our price increases 
and, more importantly, our expedite fee strategies implemented earlier in 
the fourth quarter will help to offset some of the potential margin impact in 
Q4 2021 due to component and logistics cost increases. If not for the 
anticipated continued supply chain headwinds, we would have expected 
our gross margins to be relatively consistent with Q3 2021. We expect our 
Q4 2021 revenue to be in the range of $80-100 million, which results in a 
full year revenue guidance range of $332-352 million.
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DZS	will	participate	at	the	following	upcoming	Investor	events:

• November 11th—Stifel Midwest Growth Conference

•  November 16th—Needham Security, Networking, and
Communications Conference

•  November 16th—Craig-Hallum Fall 12th Annual Alpha Select Conference

•  December 14th—Oppenheimer 5G Summit

•  January 10th–14th—Needham Growth Conference

In closing, we want to thank the employees of DZS and our customers who 
place their trust in us every day, and our shareholders for their continued 
confidence in and commitment to DZS. The leadership team is committed 
to delivering the best financial performance possible, balancing short-term 
and long-term strategic decisions with the goal of creating and sustainably 
growing shareholder value.

Sincerely,

Charlie	Vogt 
President & CEO

Misty Kawecki 
CFO

Conference Call 
DZS will host a conference call to discuss its third quarter financial 
results on Tuesday, November 2, 2021 at 10:00 a.m. (ET).

Conference call details: 
Date: Tuesday, November 2, 2021  
Time: 10:00 a.m. Eastern time zone  
U.S. dial-in number: 877-742-9182 
International number: +1-602-563-8857 
Conference ID: 6464188 
Webcast link: https://edge.media-server.com/mmc/p/csdtmrjc

Investor Inquiries
Ted Moreau 
Vice President, Investor Relations

ir@dzsi.com

https://edge.media-server.com/mmc/p/csdtmrjc


Q3 2021 Shareholder Report

 |  16

About DZS
DZS Inc. (NASDAQ: DZSI) is a global leader in broadband connectivity systems and 
platforms and communications software solutions with more than 20 million products 
deployed with marquee communication services providers spanning the globe. DZS 
is helping many of the world’s most advanced and innovative service providers and 
enterprises leverage the power of 5G, 10 gig fixed broadband, and software-defined 
networks to deliver cutting-edge services and lead in their markets. 

DZS, the DZS logo, and all DZS product names are trademarks of DZS Inc. Other brand 
and product names are trademarks of their respective holders. Specifications, products, 
and/or product names are all subject to change.
 
Forward-Looking Statements
Statements made in this stockholder letter and the earnings call contains forward-
looking statements regarding future events and our future results that are subject to the 
safe harbors created under the Private Securities Litigation Reform Act of 1995. These 
statements reflect the beliefs and assumptions of the company’s management as of 
the date hereof. Words such as “anticipate,” “believe,” “continue,” “could,” “estimate,” 
“expect,” “forecast,” “goal,” “intend,” “may,” “plan,” “project,” “seek,” “should,” “target,” 
“will,” “would,” variations of such words, and similar expressions are intended to identify 
forward-looking statements. In addition, statements that refer to projections of earnings, 
revenue, operating expenses, gross profit, costs or other financial items (including non-
GAAP measures) in future periods are forward-looking statements. Readers are cautioned 
that these forward-looking statements are only predictions and are subject to risks, 
uncertainties and assumptions that are difficult to predict. The company’s actual results 
could differ materially and adversely from those expressed in or contemplated by the 
forward-looking statements. In addition to the factors discussed in this stockholder letter, 
factors that could cause actual results to differ include, but are not limited to, those risk 
factors contained in the company’s SEC filings available at www.sec.gov, including without 
limitation, the company’s annual report on Form 10-K, quarterly reports on Form 10-Q 
and subsequent filings. In addition, additional or unforeseen affects from the COVID-19 
pandemic and global economic climate may give rise to, or amplify, many of these risks. 
Readers are cautioned not to place undue reliance on any forward-looking statements, 
which speak only as of the date on which they are made. The company undertakes no 
obligation to update or revise any forward-looking statements for any reason. 

Use of Non-GAAP Financial Information
To supplement DZS’s consolidated financial statements presented in accordance 
with GAAP, DZS reports Adjusted Cost of Revenue, Adjusted Gross Margin, Adjusted 
Operating Expenses, Adjusted Operating Income (Loss), Adjusted (Non-GAAP) Net 
Income attributable to DZS (including on a per share basis), EBITDA, and Adjusted 
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EBITDA, which are non-GAAP measures DZS believes are appropriate to provide 
meaningful comparison with, and to enhance an overall understanding of DZS’s past 
financial performance and prospects for the future. DZS believes these non-GAAP 
financial measures provide useful information to both management and investors 
by excluding specific expenses and gains that DZS believes are not indicative of 
core operating results. Further, each of these are non-GAAP measures of operating 
performance used by management, as well as industry analysts, to evaluate operations 
and operating performance and is widely used in the telecommunications and 
manufacturing industries. Other companies in the telecommunications and manufacturing 
industries may calculate these metrics differently than DZS does. The presentation of 
this additional information is not meant to be considered in isolation or as a substitute for 
measures of financial performance prepared in accordance with GAAP.

DZS defines Adjusted Cost of Revenue as GAAP Cost of Revenue less (i) depreciation 
and amortization, (ii) stock-based compensation, and (iii) the impact of material 
transactions or events that we believe are not indicative of our core product cost and 
may or may not be recurring in nature. We believe Adjusted Cost of Revenue provides 
the investor more accurate information regarding the actual cost of our products and 
services, excluding the impact of costs of revenue that are not routine components of 
our core product cost, for better comparability of our costs of revenue between periods 
and to other companies. DZS defines Adjusted Gross Margin as GAAP Gross Margin less 
(i) depreciation and amortization, (ii) stock-based compensation, and (iii) the impact of 
material transactions or events that we believe are not indicative of our core operating 
performance and may or may not be recurring in nature. We believe Adjusted Gross 
Margin provides the investor more accurate information regarding our core profit margin 
on sales, excluding the impact of cost of revenue that are not routine components of 
our core product cost, for better comparability of gross margin between periods and to 
other companies. 

DZS defines Adjusted Operating Expenses as GAAP operating expenses plus or minus 
(as applicable) (i) depreciation and amortization, (ii) stock-based compensation, and (iii) 
the impact of material transactions or events that we believe are not indicative of our 
core operating performance, such as acquisition costs, goodwill impairment, impairment 
of long-lived assets, loss on debt extinguishment, restructuring and other charges, 
headquarters relocation, executive transition, and bad debt expense, any of which may 
or may not be recurring in nature. We believe Adjusted Operating Expenses provides 
the investor more accurate information regarding our core operating expenses, which 
include research and development costs, selling, general and administrative costs, and 
amortization of intangible assets, excluding the impact of charges that are not routine 
components of our core operating expenses, for better comparability between periods 
and to other companies. 

DZS defines Adjusted Operating Income (Loss) as GAAP Operating Income (Loss) 
plus or minus (as applicable) (i) depreciation and amortization, (ii) stock-based 
compensation, and (iii) the impact of material transactions or events that we believe 
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are not indicative of our core operating performance, such as acquisition costs, 
goodwill impairment, impairment of long-lived assets, loss on debt extinguishment, 
restructuring and other charges, headquarters relocation, executive transition, and bad 
debt expense, any of which may or may not be recurring in nature. We believe Adjusted 
Operating Income (Loss) provides the investor more accurate information regarding 
our core operating Income (Loss), excluding the impact of charges that are not routine 
components of our core operating expenses, for better comparability between periods 
and to other companies. 

DZS defines Non-GAAP net income (loss) as GAAP Net Income plus or minus (as 
applicable) (i) depreciation and amortization, (ii) stock-based compensation, and (iii) 
the impact of material transactions or events that we believe are not indicative of our 
core operating performance, such as acquisition costs, goodwill impairment, impairment 
of long-lived assets, loss on debt extinguishment, restructuring and other charges, 
headquarters relocation, executive transition, and bad debt expense, any of which may 
or may not be recurring in nature. We believe Non-GAAP net income (loss) provides the 
investor more accurate information regarding our core income, excluding the impact 
of charges that are not routine components of our core product cost or core operating 
expenses, for better comparability between periods and to other companies. 

DZS defines EBITDA as net income (loss) plus or minus (as applicable) (i) interest 
expense, net, (ii) income tax provision (benefit), and (iii) depreciation and amortization 
expense. DZS defines Adjusted EBITDA as EBITDA plus or minus (as applicable) (i) stock-
based compensation expenses, and (ii) the impact of material transactions or events 
that we believe are not indicative of our core operating performance, such as acquisition 
costs, goodwill impairment, impairment of long-lived assets, loss on debt extinguishment, 
restructuring and other charges, headquarters relocation, executive transition, and bad 
debt expense, any of which may or may not be recurring in nature. DZS believes that 
EBITDA and Adjusted EBITDA are useful measures because they provide supplemental 
information to assist investors in comparing the Company’s performance across reporting 
periods on a consistent basis by excluding items that the Company does not believe 
are indicative of its core operating performance, as well as in assessing the sustainable 
cash-generating ability of the business. In addition, DZS believes these measures are of 
importance to investors and lenders in assessing the Company’s overall capital structure 
and its ability to borrow additional funds.

A reconciliation of EBITDA and Adjusted EBITDA to each of their respective GAAP 
counterparts for the three and nine-months ended September 30, 2021, and September 
30, 2020 is included at the end of the Unaudited Condensed Consolidated Statements of 
Comprehensive Income (Loss) below. Reconciliations of the other Non-GAAP measures 
included herein to their GAAP counterparts are provided in the section below entitled 
“Reconciliation of GAAP to Non-GAAP Results” and “Reconciliation of GAAP to Non-GAAP 
Financial Guidance”. 
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