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FORWARD-LOOKING STATEMENTS

Statements contained in this Annual Report on FodrK which are not historical facts are forward-king statements within
the meaning of Section 21E of the Securities Exphéwct of 1934, as amended. A forward-looking state may contain words
such as “anticipates,” “believes,” “can,” “can impat,” “could,” “continue,” “estimates,” “expects,” “ intends,” “may,”
“ongoing,” “plans,” “potential,” “projects,” “shoul d,” “will,” “will continue to be,” “would,” or the negative thereof or other
comparable terminology regarding beliefs, plangpeptations or intentions regarding the future. Fardrlooking statements
include statements such as:

”ou " u

*  Our expectations regarding demand for our producisluding industry trends and technological advaments that may
drive such demand, the role we will play in those advancements and our ability to benefit from such advancements;

e Our plans for growth anéinovation opportunities;
*  The anticipated costs, benefits and other impacts of the separation of the Lumentum business,

« Financial projections and expectations, includingffiability of certain business units, plans taleee costs and improve
efficiencies, the effects of seasonality on certaisiness units, continued reliance on key custsrfzera significant
portion of our revenue, future sources of revert@mnpetition and pricing pressures, the future intpafccertain
accounting pronouncements avr estimation of the potential impact and materiality of litigation;

e Qur plans for continued development, use and protection of our intellectual property;
e Our strategies for achieving our current businebgeotives, including related risks and uncertéas
*  Qur plans or expectations relating to investments, acquisitions, partnerships and other strategic opportunities,

e Our strategies for reducing our dependence on sofliers or otherwise mitigating the risk of sypphain
interruptions;

e Our researchund development plans and the expected impact of such plans on our financial performance; and

*  Our expectations related to our products, includiogts associated with the development of new ptederoduct yields,
quality and other issues.

Management cautions that forward-looking statemarg$ased on current expectations and assumpéindsre subject to
risks and uncertainties that could cause our acteslults to differ materially from those projectedsuch forward-looking
statements. These forward-looking statements dyepoadictions and are subject to risks and undettes including those set forth
in Part I, Item 1A “Risk Factors” and elsewhere tims Annual Report on Form 10-K and in other docotaeave file with the
Securities and Exchange Commission. Moreover, @eitle assume nor any other person assumes respin$dr the accuracy
and completeness of these forward-looking statesnEotward-looking statements are made only abefiate of this Report and
subsequent facts or circumstances may contradigiate, undermine or otherwise fail to support obstantiate such statements.
We are under no duty to update any of the forwamnking statements after the date of this Form 10-¢onform such statements to
actual results or to changes in our expectations.
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PART |
ITEM 1. BUSINESS
GENERAL
Overview

Viavi Solutions Inc. (“Viavi,” also referred to &he Company,” “we,” “our,” and “us”), formerly JD8Bniphase Corporation
(*JDSU"), is a global provider of network test, nilmning and assurance solutions to communicatiensee providers, enterprises
and their ecosystems, supported by a worldwidemlazommunity. Our solutions deliver end-to-endbilgy across physical,
virtual and hybrid networks, enabling customerstimize connectivity, quality of experience andffiability. Viavi is also a
leader in high performance thin film optical cogBnproviding light management solutions to antiterfeiting, consumer and
industrial, government and healthcare and otheketsrOn August 1, 2015, we completed the separétieparation”) of our
optical components and lasers business and creabepublicly-traded companies:

« an optical components and commercial lasers compamyentum Holdings Inc. (“Lumentum”), consistinfaur
former Communications and Commercial Optical Prosl{@CCOP”) segment and the WaveReady product line
within our Network Enablement (“NE”) segment; and

e a network and service enablement and optical agatiompany, renamed Viavi, consisting of our NByige
Enablement (“SE”) and Optical Security and PerfarogaProducts (“OSP”) segments.

In connection with the Separation we distributepgragimately 80.1% of the outstanding shares of Linton& common stock
to our stockholders on August 1, 2015. The Compeasyrenamed Viavi and, at the time of the distidntretained ownership of
approximately 19.9% of Lumentum’s outstanding sbaketivities related to the Lumentum business Haeen presented as
discontinued operations in all periods of the Conyfsaconsolidated financial statements in this AadriReport on Form 10-K and
the accompanying disclosures, discussion and daahgsein pertains to the Company’s continuing apens, unless noted
otherwise.

To serve our markets, during fiscal 2016 we operttie following business segments:
¢ Network Enablement
*  Service Enablement

e Optical Security and Performance Products

Industry Trends
NE and SE

There is a convergence of multiple technologiemtaglace in the networking industry to meet thedseof increased network
capacity and faster transmission speeds acrosghiyscal network and across the airwaves. In otdeneet these demand
challenges, the network needs to be more agibdbfls programmable and cost-effective. This walljuire networks to transition
from a hardware-centric approach to a virtualizefivgare-centric approach. These transformative gearin the network are
driving the shift to software defined networking®PN") and network function virtualization (“NFV").

Our NE and SE products and solutions are well jprst to meet these industry trends in the deployménext generation
network technologies. There is a race towards giogil gigabit per second (“Gbps”) speed with tapldyment of optical fiber-
to-the-home (“FTTH") and to “everywhere” (“FTTx"LCable service providers are investing in high speetection and increased
bandwidth availability with the deployment of DOGS3.1. Network service providers are also upgradiggal subscriber line
(“DSL") to G.fast technology. With the growing nuettof connected smart mobile devices and demartddbrspeed broadband
access to support video and other high-bandwidfiiGgtions, capacity is increasing at the edgehefrietwork pushing the
expansion of the overall network and larger linksg with new networks requiring re-architectureoalability and flexibility.
Over the airwaves, 5G is expected to augment goanekthe 4G/Long Term Evolution (“LTE") wirelesslamology within the next
five years which is expected to provide 100x faspereds (about 1 Gbps) and 50x lower latency tabeut 1 millisecond). All this
network expansion and new technology deploymentiires sophisticated network monitoring and asswariquality of the
overall network.
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Counterfeiting of bank notes and other goods ishenrise because counterfeiters now have accesdtoad range of
advanced but relatively low-cost imaging technadsgind printing tools giving them the ability teate convincing simulations of
actual documents and products for illicit purpogeshe same time, the penalties for counterfeitiag often be relatively modest
when compared to the penalties for other crimeshé@vie decades of anti-counterfeiting expertiseégiag our Optically Variable
Pigment (“OVP®"), and more recently our Opticallgiable Magnetic Pigment (“OVMP®”) technologiepimtect the integrity
of banknotes and other high-value documents byeiétig optical effects that are very easy for comsts to recognize but also
very difficult for counterfeiters to reproduce. \Algo provide optical technologies for governmeaaltincare, consumer electronics
and industrial markets.

In addition to network and anti-counterfeiting d4@uas, we extend our technology expertise to sobraplex problems and
deliver unique solutions in other industries. Frarmaple, we manufacture and sell optical filters 3@ sensing products that
separate out ambient light from incoming data tovaddevices to be controlled by a person’s movesengestures.

Sales and Marketing

Communication service providers (“CSPs”), consgsbifitelecommunications, cable and cloud serviogigers, make up the
majority of NE and SE revenues. We also marketsafidour products to network-equipment manufacsi(@NEMs"), original
equipment manufacturers (“OEMS”"), enterprises, gorental organizations, distributors and strategitners worldwide. We
have a dedicated sales force organized around #nkets our segments serve that works directly witstomers’ executive,
technical, manufacturing and purchasing persomdtermine design, performance, and cost requiresm&fe are also supported
by a worldwide channel community, including Viawelocity Solution Partners who support our NE &ftisegments.

Ahigh level of support is a critical part of otragegy to develop and maintain long-term collabeearelationships with our
customers. We develop innovative products by emgagur customers at the initial design phase amdirace to build that
relationship as our customers’ needs change arela®e\Service and support are provided throughoffizes and those of our
partners worldwide.

Additional Information

We were incorporated in California in 1979 as Uaigpd Corporation and reincorporated in Delaware9BB81We are the
product of several significant mergers and acqaisstincluding, among others, the combination oifliase Corporation and JDS
FITEL in 1999. In 2000 we acquired Optical Coatihgd, Inc., which is currently part of our OSP Imesis, and in 2005 we
acquired Acterna, Inc. which is currently part af dletwork and Service Enablement (“NSE”) businedsch consists of our NE
and SE segments. Following these acquisitions, peeated as a company comprised of a portfolio sifasses with a focus on
optical innovation, communications network and ggrenablement, commercial lasers and anti-cowitied solutions. In August
2015, we separated our portfolio of businessestimtoseparate publicly-traded companies to gaiatgrestrategic flexibility to
address rapidly changing market dynamics. At tileeséme, we changed our name to Viavi Solutions Inc

We are subject to the requirements of the Secsiiichange Act of 1934, as amended, or the Exchacdigeursuant to
which we file annual, quarterly and periodic reppproxy statements and other information with8B. The SEC maintains a
website (www.sec.gov) that contains reports, praxg information statements, and other informatemarding issuers that file
electronically with the SEC. We also make availalitee of charge all of our SEC filings on our websiat
www.viavisolutions.com/investors as soon as redslyraacticable after they are electronically fileith or furnished to the SEC.
The information on our web site is not part of thimmual Report on Form 10-K.

Corporate Strategy

Our objective is to continue to be a leading previtbr all markets and industries we serve. In suppf our business
segments, we are pursuing a corporate strategwthbelieve will best position us for future oppmities. The key elements of our
corporate strategy include:

< Enable our customers through collaborative innosati

We are committed to working closely with our cusewsifrom initial product design and manufacturimgtigh solution
deployment and training. We strive to engage withaustomers at the early stages of developmenbtdade them with
the most innovative and timely products and ses/i@ed ensure that our focus remains aligned wifr #volving
requirements. Our sales, customer support, prochacketing, and development efforts are organizeth&ximize
effectiveness in our customer interactions.
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* Maintain and improve our financial flexibility

We continue to take actions to maintain and improwe financial flexibility in order to support oglobal business
operations and to enable additional investmentgrowth and innovation. Key elements of this stratéuclude

maintaining a healthy balance sheet with a strimuidity position, generating positive cash flovliggntly managing our
cash conversion cycle, managing our capital stracto minimize cost of capital and preserve actessdditional

financing, managing capital market risk and refiriag risk with periodic debt issuance and/or maiatee of revolving
credit facilities, and maintaining healthy banlat&inships.

e Build a lean, focused and agile business

In August 2015, we completed the Separation of_tiraentum business, which we believe will allow asrtanage our
remaining businesses with greater agility to respmnthe rapidly changing dynamics of these markettiowing the
Separation, we plan to focus on increasing ourgmes in higher-growth markets and realizing codticions from
streamlined teams and site consolidations.

< Invest in profitable, market-based innovation

Based on current and anticipated demand, we cantiounvest in research and development (“R&D”) guuisue
acquisitions and partnerships to develop new tdolgies, products and services that offer our custsrimcreased value
and strengthen our leadership position in our coaekets.

« Expand our global market presence

Long term, we expect growth in Asia-Pacific, EastEurope and Latin America. Therefore, we are dgiah
products, sales, marketing and customer supponett the specific customer requirements in thegems to serve
these customers.

Although we expect to successfully implement otategy, internal and/or external factors could iotgaur ability to meet
any, or all, of our objectives. These factors aseuksed under Item 1A - Risk Factors.

Business Segments

Following the Separation of the Lumentum businesAuagust 1, 2015, we operated in two broad businategories: NSE
and OSP. NSE operates in two reportable segmeBtgnd SE, whereas OSP operates as a single se@eM.SE and OSP
businesses each are organized with its own engimggenanufacturing and dedicated sales and magkgtoups focused on each of
the markets we serve to better support our custaret respond quickly to market needs. In additansegments share common
corporate services that provide capital, infragtmes; resources and functional support, allowirgttio focus on core technological
strengths to compete and innovate in their markets.

The table below discloses the percentage of oaf &t revenue attributable to each of our threentable segments.

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
Network Enablement 55.7% 58.(% 61.5%
Service Enablement 16.¢ 19.¢ 16.8
Optical Security and Performance Products 27.2 22.1 217

Network Enablement

Our NE segment provides an integrated portfolidesting solutions that access the network to perfbuild-out and
maintenance tasks. These solutions include instntsnsoftware and services to design, build, atjweertify, troubleshoot and
optimize networks. They also support more profgalfligher-performing networks and facilitate tinoerévenue. Our test
instrument portfolio is one of the largest in theustry, with hundreds of thousands of units iivaaise by major NEMs, operators
and services providers worldwide. Our solutionsradsllab and production environments, field depkynand service assurance
for wireless and fixed communications networks|uding storage networks.

Markets

Viavi's NE segment provides solutions for CSPswa#l as NEMs and data center providers that delaret/or operate
broadband/IP networks (fixed and mobile) supportioige, video and data services as well as a veidge of applications. These
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solutions support the development and productiarebfork equipment, the deployment of next genenatetwork technologies
and services, and ensure a higher-quality custexyrience.

Customers

NE customers include wireless and fixed servicesigers, NEMs, government organizations and laogparate customers,
such as major telecom, mobility and cable operabip and infrastructure vendors, storage-deviaeufacturers, storage-network
and switch vendors, and deployed private entergmstomers. Our customers include Alcatel-Lucetérirational, América
Movil, S.A.B. de C.V., AT&T Inc., British Telecomnmmications, Plc., CenturyLink, Inc., Cisco Systelns,, Comcast Corporation,
Lumentum Holdings Inc., Time Warner Inc., and VenZommunications Inc.

Following the separation from Lumentum, one NSEauer generated more than 10% of Viavi net revémmune continuing
operations in fiscal 2014. During fiscal 2014 r@temue from AT&T Inc. represented 11.5% Viavi re@tanue from continuing
operations. No single customer accounted for niwe 10% of Viavi net revenue from continuing opiera during fiscal 2016 or
2015.

Trends

Our NE products are well positioned to meet nextegation network technology deployment trends. Gngvbandwidth
demand combined with the rapid pace at which telclgyocontinues to evolve are impacting the way tMBMs and operators
design, build and deploy new network systems aclohiglogies. Integrating legacy and next generatiitwork technology and
services creates new challenges for communicasiensce providers and impact service quality atidlvdity.

These trends are driving shifts in capital spendingetwork technologies related 100G Metro optfdadr deployment, a
cable upgrade cycle to DOCSIS 3.1, a DSL accessdpgycle to G.fast as well as increased wireleptoyment of 4G/LTE with
emerging 5G within the next five years. Our commoation service provider customers continue to faessure to increase their
average revenue per user (“ARPU") and are turroraut NE products solutions to reduce customeligepall truck rolls through
faster installation and repair completion and inweraser satisfaction.

Strategy

We plan to continue evolving our test instrumentfotio and supporting software to maintain ourreat leadership position
in field test instrumentation. We strive to deliveistomer value that includes faster time to reeeawquality end user experience,
increased ARPU, reduced customer churn and loweratipg expenses.

Competition

Our NE segment competes against various companéhsding Anritsu Corporation, Exfo Inc., Ixia, N&tout Systems Inc.
and Spirent Communications plc. While we face midtcompetitors for each of our product families,@ntinue to have one of
the broadest portfolios of wireline and wirelessdarcts available in the network enablement industry

Offerings

Viavi's NE solutions include instruments and softevthat support the development and productioetfork systems in the
lab. These solutions activate, certify, troublestaom optimize networks that are differentiate@dtiyh superior efficiency, higher
profitability, reliable performance and greatertonser satisfaction. Designed to be mobile, thesduyuets include instruments and
software that access the network to perform irstialh and maintenance tasks. They help servicdgeptechnicians assess the
performance of network elements and segments aiifg thee integrity of the information being trandted across the network.
These instruments are highly intelligent and haser interfaces that are designed to simplify op@matand minimize the training
required to operate them. Our NE solutions are atsm by NEMs in the design and production of mgrteration network
equipment. Thorough testing by NEMs plays a ciiticke in producing the components and equipmaeattate the building blocks
of network infrastructure. We leverage our insthllmse and knowledge of network management metodigrocedures to
develop these advanced customer experience saution

The company also offers a range of product supgudt professional services designed to comprehdypsadelress our
customers’ requirements. These services includereglibration, software support and technicalstance for our products. We
offer product and technology training as well asstdting services. Our professional services, pledin conjunction with system
integration projects, include project managemenstailation and implementation.

During the first quarter of fiscal 2016, we re-gped our NE products and associated services freemggoduct groupings to
three as described below:
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Wireline: Primarily consisting of (a) Access and Cable products (formerly components of Media, Access and Content); (b)
Fiber Instrument products (formerly a componeriiber) and (c) Metro products (formerly a componafriEthernet).

Wireless:Consisting of Wireless products which were formpa@rcomponent of Mobility.

Lab: Primarily consisting of (a) Capacity Advisgroducts (formerly a component of Mobility); (b) Fiber Optical Transport
Products (formerly a component of Fiber); (c) Optical Transport products (formerly a component of Ethernet); and (d) Storage
Network Test products (formerly a component of @laund Data Center).

Additionally, following the Separation we no longsll products or services from the WaveReady proline. We also
moved our Video Assurance products (formerly a comemt of Media, Access and Content) to our SE segiRer the purposes of
providing year-over-year variance analysis in thiahagement’s Discussion and Analysis of Financ@bdition and Results of
Operations” included in Item 7 of this Annual Retpmr Form 10-K, we have reflected these changealffprior periods presented
so that they are comparable with our current gnogsi

Service Enablement

Our SE segment is a provider of embedded systetherterprise performance management solutionotzaglCSPs and
enterprises with visibility into network, servicadaapplication data. Our portfolio of SE solutienshich primarily consist of
instruments, microprobes and software - addressaime lab and production environments, field depkyt and service assurance
for wireless and fixed communications networksluding storage networks, as our NE portfolio. Olrs8lutions allow carriers to
remotely monitor performance and quality of netwaskvice and applications performance throughmuentire network. Remote
monitoring decreases operating expenses, whilg datection helps provide increased uptime, preserevenue, and allows
operators to better monetize their networks.

Markets

Our SE segment provides solutions and servicesapitinrfor communication service providers and eptises that deliver
and/or operate broadband/IP networks (fixed andilejobupporting voice, video and data services ab as a wide range of
applications. These solutions provide network goyplieation visibility to enable more cost-effectiways to provide a higher-
quality customer experience.

Customers

SE customers include similar CSPs, NEMs, governmegdénizations, large corporate customers, andgtesegment
customers that are served by our NE segment.

Trends

Our Service Enablement solutions portfolio is auttesf several acquisitions made during the pagtisd years to address the
network industry shift to a more agile, flexiblepgrammable, and cost-effective virtualized sofevaentric network. CSPs along
with hyperscale data centers are adopting SDN d#fd Which our SE solutions address. Network opegsatequire improved
network visibility and intelligence in order to ems reliable network and service performance akasétientify locations for more
optimal network deployment and expansion. Tradélatata centers are becoming legacy networks thatat programmable and
difficult to integrate with third-party applicatisrand have given rise to cloud networks that pmgckater network agility and
programmability. Our Enterprise product and sohsiofferings address customers’ needs to supptatedater network traffic
through application and performance monitoring. €&f increasingly demanding Ethernet assuranaga to provide active
performance monitoring and validate the qualitg@ifvice of the networks.

While the network industry is shifting towards S@Nd NFV, in fiscal 2016 we experienced a declin8ihnet revenue
compared to fiscal 2015 and certain growth prodwdtsequire a longer investment cycle than orajly expected. In accordance
with the authoritative guidance, the Company reedra goodwill impairment charge of $91.4 milliotated to our SE segmentin
fiscal 2016. Refer to “Note 9. Goodwill” included item 8 of this Annual Report on Form 10-K.

Strategy

We plan to evolve the SE portfolio and determingcWiproducts/solutions we believe will provide miggful return on
investment (“ROI”) and devote greater focus in ¢hageas to drive profitability.

Competition

Our NE and SE segments compete against many sathe companies. Competitors of SE include NetSepstems, Inc.
Riverbed Technology, and Spirent Communications\paile we face multiple competitors for each of ptoduct families, we
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continue to have one of the broadest portfoliowioéline and wireless monitoring solutions avaitabi the service enablement
industry.

Offerings

Viavi's SE solutions are embedded network systerakiiling microprobes and software-that collectamalyze network data
to reveal the actual customer experience and igenpiportunities for new revenue streams. Thesetisois provide enhanced
network management, control, optimization and défféiation for our customers. Using these solutions customers are able to
access and analyze the growing amount of netwdekfdam a single console, simplifying the proceksdaploying, provisioning
and managing network equipment and services. Tt¢egzabilities allow network operators to initiatevéee to new customers
faster, decrease the need for technicians to malsit®@ service calls, help to make necessary refeaster and, as a result, lower
costs while providing higher quality and more releaservices.

During the first quarter of fiscal 2016, we re-goed our SE products and associated services franpfoduct groupings to
three as described below:

Enterprise:Consisting of our Enterprise products (no changmfour former Enterprise group).
Wireless:Consisting of our Location Intelligence and RAN@&ions products.

AssurancePrimarilyconsisting of our (a) Legacy Assurance, Protocet dad xSIGHT products (formerly components of
Mobile, Assurance and Analytics); (b) Legacy Wireline products (formerly a component of Packet Portal); (¢) Packet Portal products
(formerly Packet Portal, excluding Legacy Wireline products); and (d) Video Assurance products (formerly included in our NE
segment).

For the purposes of providing year-over-year vagaanalysis in the “Management’s Discussion andysmaof Financial
Condition and Results of Operations” included @mit7 of this Annual Report on Form 10-K, we havkeoted these changes for
all prior periods presented so that they are coaigarwith our current groupings.

Optical Security and Performance Products

Our OSP segment leverages its core optical cotgatmologies and volume manufacturing capabiliggsign, manufacture,
and sell products targeting anti-counterfeitingysaamer and industrial, government, healthcare émer anarkets.

Our security offerings for the currency market i# OVP®, OVMP® and banknote thread substrates. @¥Pables a
color-shifting effect used by banknote issuerssaairity printers worldwide for anti-counterfeitiagplications on banknotes and
other high-value documents. Our technologies apéogled on the banknotes of more than 100 courtbisy. OSP also develops
and delivers overt and covert anti-counterfeitingducts that utilize its proprietary printing platin and are targeted primarily at
the pharmaceutical and consumer-electronics markets

Leveraging our expertise in spectral managemenbandnique high-precision coating capabilities RjgBovides a range of
products and technologies for the consumer andsindiimarket, including, for example, 3D sensipgical filters.

OSP value-added solutions meet the stringent reiapgints of commercial and government customerspf@aiucts are used
in a variety of aerospace and defense applicationkjding optics for guidance systems, laser eydaotion and night vision
systems. These products, including coatings andaliliters, are optimized for each specific apption.

Markets

Our OSP segment delivers overt and covert featarpsotect governments and brand owners againsttedaiting, with a
primary focus on the currency market. OSP also yresd precise, high-performance, optical thin-filoatings for a variety of
applications in consumer electronics, governmegd|thcare and other markets. For example, opifeakfare used in 3-D sensing
products and other applications.

In addition, we offer custom color solutions thatlude innovative optically-based color-shiftingdasther features that
provide product enhancement for brands in the aotivenand other industries.

Customers

OSP serves customers such as FLIR Systems, Kingagital, Lockheed Martin and SICPA. Following theparation from
Lumentum, one OSP customer generated more tharoflObdvi net revenue from continuing operationsring fiscal 2016, 2015
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and 2014, net revenue from SICPA represented 211@4% and 12.8%, respectively, of Viavi net rev@fom continuing
operations.

Trends

Counterfeiting of banknotes and other goods ishenrise because counterfeiters now have acces$toaa range of
advanced but relatively low-cost imaging technadsgind printing tools, giving them the ability teate convincing simulations of
actual documents and products for illicit purpogeshe same time, the penalties for counterfeitiag often be relatively modest
when compared to the penalties for other crimesa Assult of these trends, demand is increasingdphisticated overt anti-
counterfeiting features, such as Viavi's OVP® antMP® technologies, which are easy for consumerstiolate without the use
of special tools but are difficult to create or slate using conventional printing technology.

The aerospace, defense, consumer electronics atidalienvironmental instrumentation markets reqoirstomized, high-
precision coated products and optical componeras gblectively absorb, transmit or reflect lightrteeet the performance
requirements of sophisticated systems. Our cusfatrosoproducts offer an array of advanced techrietognd precision optics-
from the UV to the far IR portion of the light spean to meet the specific requirements of our qusic.

Strategy

Our strategy is to expand our position as a leadlogal supplier of anti-counterfeiting technolagi® our customers by
providing new optical features that deliver innovatvisual effects and new applications which edt#me range of delivery
mechanisms for our technologies. We also planmtircoe to advance our growth strategy in 3-D sanaid other applications for
consumer electronics. In addition, we plan to curgileveraging our intellectual property and legdimpertise in optics, light
management and material science to develop newiawdun the government and healthcare markets.

Competition

OSP’s competitors include providers of anti-coufetiting features such as Giese&®evrient; special-effect pigments like
Merck KGA; coating companies such as Nidek, Toppan, and Toray anckaptmpanies such as Materion and Deposition Szsenc

Offerings

Viavi's OSP business provides innovative opticalsiy and performance products which serve a tyaagapplications for
customers in the anti-counterfeiting, consumeriaddstrial, government, healthcare and other market

Anti-counterfeiting:Viavi's OVP® technology has become a standard bsechany governments worldwide for currency
protection. This technology provides a color-shifteffect that enables intuitive visual verificatiof banknotes. We also provide
other technologies to the banknote market inclu@®§1P®, a technology that delivers depth and otligwal effects for intuitive
overt verification. In addition, our proprietaryipiing processes deliver anti-counterfeiting solusi for security labels, used by the
pharmaceutical and consumer electronics indudtridsrand protection.

For product differentiation and brand enhancemeatprovide custom color solutions for a varietapplications using our
ChromaFlair® and SpectraFlair® pigments to createreffects that emphasize body contours, cregtamic environments, or
enhance products in motion. These pigments aredaddaaints, plastics or textiles for products aadkaging.

Consumer and IndustriaDur OSP business manufactures and sells optitaisfilor 3-D sensing products that separate out
ambient light from incoming data to allow devicese controlled by a person’s movements or gestures

GovernmentViavi products are used in a variety of aerospackdefense applications, including optics for goie systems,
laser eye protection and night vision systems. &lpesducts, including coatings and optical filteng optimized for each specific
application.

Healthcare and Other Market¥/iavi provides multicavity and linear variable agl filters on a variety of substrates for
applications including, thermal imaging, and spestopy and pollution monitoring. We also develog aranufacture miniature
spectrometers that leverage our linear variabligaldtiters for use in applications for agricukypharmaceuticals, government and
other markets.

Acquisitions

As part of our strategy, we are committed to thgadmg evaluation of strategic opportunities andemhappropriate, the
acquisition of additional products, technologie®osinesses that are complementary to, or stremgthue existing products. We
believe we have strengthened our business modeltifying our core businesses through acquisiasrwell as through organic
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initiatives and will continue to seek strategic ogpnities that support the ongoing developmeminoénd-to-end platform to serve
our NE and SE customers.

In January 2014, we completed the acquisition afiMdek Instruments, a privately-held U.S. compang ading developer
of enterprise network and application-performan@agement solutions for global 2000 companies. ddwiisition further
strengthened our position as a key solutions pesvid the enterprise, data center and cloud neingrinarkets. Network
Instruments helps enterprises simplify the manageéimed optimization of their networks with high-flmance solutions that
provide actionable intelligence and deep netwoskbility. We acquired all outstanding shares ofak Instruments for a total
purchase price of approximately $208.5 million &sle. This acquisition was integrated into our Sirsmt.

In December 2013, we acquired certain technologlyather assets from Trendium, a privately-heldsigier of real-time
intelligence software solutions for customer expece assurance (“CEA”), asset optimization and tiratéon of big data for
4G/LTE mobile network operators. The addition offfdium employees and technology enabled the Contpangroduce a new
paradigm of CEAin our Assurance solutions, engbtiperators of 4G/LTE networks to achieve a redlralevant improvementin
customer satisfaction while maximizing productivdtyd profitability for dynamic converged 4G/LTE wetks and beyond. We
acquired certain technology and other assets fr@mdium for a total purchase price of approxima$2§.1 million in cash. This
acquisition was integrated into SE segment.

Please refer to “Note 6. Mergers and Acquisitionisthe Notes to Consolidated Financial Statementieultem 8 of this
Annual Report on Form 10-K for further discussidrthe acquisitions completed during fiscal 201612@nd 2014.

Restructuring Programs

We continue to engage in targeted restructuringisvietended to consolidate our operations, arghalur businesses in
response to market conditions and our current invest strategy. Subsequent to the Separation dfuheentum business, we
focused on streamlining our teams to gain greaist efficiencies as we transition from a portfadiompany to a more agile
company focused on our NSE and OSP businessdscah 2016, we initiated restructuring plans in bil and SE segments as
well as our shared service function as part of ¢tlnigoing commitment. We also continued to restmecand reorganize our
segments to eliminate certain positions by conatitig and shifting resources in our sales, manufag and R&D functions to
focus on our strategic growth areas and optimizeoparational efficiency.

Please refer to Management’s Discussion and Argabfdrinancial Condition and Results of Operationder Item 7 and
“Note 12. Restructuring and Related Charges” uiitgen 8 of this Annual Report on Form 10-K for fuethdiscussion on these
charges.

Research and Development

During fiscal 2016, 2015 and 2014, we incurred R&kpenses of $166.4 million, $173.3 million, and B6fnillion,
respectively. The number of employees engaged iD Ré&s approximately 800 as of July 2, 2016.

We devote substantial resources to R&D to devetp and enhanced products to serve our markets. Daaesign of a
product is complete, our engineering efforts ghiftnhancing both product performance and ourtghdimanufacture it in greater
volume and at lower cost.

In our NE and SE segments, we develop portablérststments for field service technicians, systams software used in
Network Operations Centers, and instruments usethiéndevelopment, testing and production of comeations network
components, modules and equipment. We are incigeamin focus on IP-based service assurance andneestexperience
management, and test instruments for wireless mksaand services, while continuing to develop tdofsfiber optic, optical
transport, Ethernet, broadband access, videoridsttarage network testing. We have centers ofllexae for product marketing
and development in Asia, Europe and North America.

In our OSP segment, our R&D efforts concentratdereloping more innovative technologies and pragifgstcustomers in
the anti-counterfeiting, consumer electronics goreent, healthcare and automotive markets. Ourgtinén the banknote anti-
counterfeiting market is complemented by our adeatrie developing novel pigments and foils for detgrrof applications. Other
areas of R&D focus for OSP include our effortsstedrage our optical coating technology expertisketelop applications for the
government and defense markets as well as efteetged to new products for 3-D sensing and smamelsensors. OSP has also
introduced an innovative handheld spectrometettisolwith applications in the agriculture, healtteand defense markets.

Manufacturing

As of July 2, 2016 significant manufacturing faods for our NE, SE and OSP segments were locaté€thina, France,
Germany, Korea and the United States and our #gnif contract manufacturing partners were locatechina and Mexico.
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Sources and Availability of Raw Materials

Viavi uses various suppliers and contract manufacsuo supply parts and components for the matwiaeand support of
multiple product lines. Although our intention @ éstablish at least two sources of supply for matewhenever possible, for
certain components we have sole or limited sounpply arrangements. We may not be able to protw@setcomponents from
alternative sources at acceptable prices within a reasonable time, or at all; therefore, the loss or interruption of such arrangements
could impact our ability to deliver certain prodsioin a timely basis.

Patents and Proprietary Rights

Intellectual property rights apply to our variousgucts include patents, trade secrets and tradsmake do not intend to
broadly license our intellectual property rightdass we can obtain adequate consideration or gniteacceptable patent cross-
license agreements. As of July 2, 2016, we own@doamately 700 U.S. patents and 925 foreign patant have 500 patent
applications pending throughout the world.

Backlog

Backlog consists of purchase orders for servicdgpanducts for which we have assigned shipmensdAteof July 2, 2016
and June 27, 2015, our backlog was approximatedy $2illion for both periods, excluding the backlegated to Lumentum as of
June 27, 2015.

Due to possible changes in product delivery scheedaihd cancellation of product orders, and becawssales often reflect
orders shipped in the same quarter in which theyereived, our backlog at any particular datetsnecessarily indicative of
actual revenue or the level of orders for any seditey period.

Employees

We employed approximately 3,000 employees as of JuR016, which included approximately 900 empks/en
manufacturing, 800 employees in R&D, 850 employeasles and marketing, and 450 employees in gemedaadministration.
This compared to a workforce of approximately 4,800 5,100 as of June 27, 2015 and June 28, 28ddectively, which also
included employees who transferred to Lumentunmeasqf the Separation. On August 1, 2015, approtéipd, 700 employees
were transferred to Lumentum as part of the sejparaf the Lumentum business which included appraxely 850 employees
from manufacturing, 550 employees from R&D, 150 ypes from sales and marketing and 150 employeesrgl and
administration.

Similar to other technology companies, we rely uponability to use “Full Value Awards” (as defineelow) and other forms
of stock-based compensation as key components efxecutive and employee compensation structuteVaue Awards refer to
Restricted Stock Units (“RSUs”) and performancedoaRSUs that are granted with the exercise pricealey zero and are
converted to shares immediately upon vesting. Enbpmance-based RSUs are also referred to as Matdek Units and have
vesting requirements tied to the performance o&bpany’s stock as compared to the NASDAQ telecanications index, and
could vest at a higher or lower rate or not atrked on this relative performance. Historic#itlgse components have been critical
to our ability to retain important personnel anfép€ompetitive compensation packages. Withoutgttesnponents, we would be
required to significantly increase cash compensaléwels or develop alternative compensation stmest to retain our key
employees.

Outside of the United States, our businesses ajeduo labor laws that differ from those in theitdd States. The Company
follows statutory requirements, and in certain Be@n countries it is common for a works councihgisting of elected employees,
to represent the sites when discussing matters asiclompensation, benefits or terminations of eympént. We consider our
employee relations to be good.
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ITEM 1A. RISK FACTORS
We have a history of net losses, and our future profitability is not assured.

We incurred net losses of $99.2 million, $88.1 imilland $17.8 million in fiscal 2016, 2015 and 20idspectively.
Historically, Viavi operated as a portfolio comparomprised of many product lines, with diverse afieg metrics and markets. As
a result, our profitability in a particular perieéhs impacted by both revenue and product mix dakedact that gross margin
varies significantly across our product portfoliodabusiness segments. While we recently compldtedséparation of our
Lumentum business, this variability continues taalfactor across our remaining business segments.

Additionally, for the last several years, we hawndergone multiple manufacturing, facility, organiaaal and product line
transitions. We expect some of these activitieotinue for the foreseeable future. These adiwitire costly and can impair our
profitability objectives. Specific factors that magdermine our financial objectives include, amotiters:

* uncertain future telecom carrier and cable opexapital and R&D spending levels, which particylaffects our NE and
SE segments;

» adverse changes to our product mix, both fundarttefitasulting from new product transitions, thelilging profitability
of certain legacy products and the terminationesfain products with declining margins, among othargs) and due to
quarterly demand fluctuations;

e pricing pressure across our product lines due mapetitive forces, increasingly from Asia, and toighly concentrated
customer base for many of our product lines, whiahtinues to offset many of the cost improvemerdgsave realizing
quarter over quarter;

e limited availability of components and resources for our products which leads to higher component prices;

* increasing commoditization of previously differextéid products, and the attendant negative effeeiverage selling
prices and profit margins;

e execution challenges, which limit revenue oppottasiand harm profitability, market opportunitiesdacustomer
relations;

e decreased revenue associated with terminated or divested product lines;
« redundant costs related to periodic transitionihgnanufacturing and other functions to lowenst locations;

e ongoing costs associated with organizational ttemms, consolidations and restructurings, whicheapected to continue
in the nearer term;

e continuing hgh levels of selling, general and administrative, (“SG&A”) expenses; and
e cyclical demand for our currency products.

Taken together, these factors limit our abilityptedict future profitability levels and to achiewer long-term profitability
objectives. If we fail to achieve profitability eggptations, the price of our debt and equity seestitas well as our business and
financial condition, may be materially adverselypguted.

The separation of the Lumentum business could result in substantial tax liability to usand our stockholders.

One of the conditions for completing the separati@s our receipt of a tax opinion from our advissubstantially to the
effect that, for U.S. federal income tax purposies,separation will qualify as a tax-free distribntunder certain sections of the
Internal Revenue Code. If any of the factual repméstions and assumptions made in connection \eithiring the tax opinion
were inaccurate or incomplete in any material resghen we will not be able to rely on the taxropn. Furthermore, the tax
opinion is not binding on the Internal Revenue &&rYIRS) or the courts. Accordingly, the IRS oe ttourts may challenge the
conclusions stated in the tax opinion and suchiehgé could prevail.

If, notwithstanding our receipt of the tax opinidime separation is determined to be taxable, there(would be subject to tax
as if we sold the stock distributed in the separation in a taxable sale for its fair market value; and (ii) each stockholder who received
stock distributed in the separation would be tréatereceiving a distribution of property in an amaqual to the fair market value
of the stock that would generally result in tabligies for each stockholder, which may be subtitén
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Management turnover creates uncertainties and could harm our business.

We hired a new President and Chief Executive Offit€&ebruary 2016 and a new Chief Financial Offin€September 2015.
In addition, during fiscal year 2016 we made leadgrchanges in several other key functions througthe Company, including
HR, IT and others. The extent of our managememgés could adversely impact our results of opematand our customer
relationships and may make recruiting for futurenagement positions more difficult. If we are unablattract and retain qualified
executives and employees, or to successfully iategany newly-hired personnel within our organaative may be unable to
achieve our operating objectives, which could nigght impact our financial performance and resofteperations.

Our operating results may be adversely affected by unfavorable economic and market conditions.

Economic conditions worldwide have from time todigontributed to slowdowns in the technology induat large, as well
as to the specific segments and markets in whicbpeeate. The global economic downturn that beg®008 led to increased
uncertainty in the timing and overall demand froan oustomers which has continued despite the ecmn@oovery that has
occurred in some sectors. Continuing concerns afpoisial economic conditions could decrease or delsfomer spending,
increase price competition for our products, insesaur risk of excess and obsolete inventorieshagiter overhead costs as a
percentage of revenue. Continued economic chaltecmad further negatively impact our operationgffgcting the solvency of
our customers, the solvency of our key supplieth®@ability of our customers to obtain credititmhce purchases of our products.
In particular, we have seen recent demand for mdyzcts affected by economic uncertainty in Eurapé Latin America. If the
global economy and credit markets deteriorate amdubure sales decline, our financial condition agsults of operations would
likely be materially adversely impacted.

In addition, we have significant long-lived assetsorded on our balance sheet. We evaluate inferagbets and goodwill for
impairment at least annually, or whenever eventshamges in circumstances indicate that the cayrymlue may not be
recoverable. We monitor factors or indicators, saghinfavorable variances from forecasted cashsflestablished business plans
or volatility inherent to external markets and istties that would require an impairment test. Hs¢for impairment of intangible
assets requires a comparison of the carrying \altiee asset or asset group with their estimatedsanunted future cash flows. If
the carrying value of the asset or asset grouprisidered impaired, an impairment charge is reabfolethe amount by which the
carrying value of the asset or asset group exdéetisr value. The test for impairment of goodwéquires a comparison of the
carrying value of the reporting unit for which gedlll is assigned with the fair value of the repogiunit calculated based on
discounted future cash flows. If the carrying vadfi¢he reporting unit is greater than its fairu@h second step is performed to
calculate any impairment. When testing goodwillifopairment during the fourth quarter of fiscal B0We concluded that the
carrying value of the SE reporting unit was higtiaan its fair value. Accordingly step two of thepairment analysis was
performed which indicated that all of the entire &odwill balance was impaired resulting in an imp&nt charge of $91.4
million. This charge does not impact our liquiditgsh flows from operations, future operationsoonpliance with debt covenants.
Although the analysis indicated only the SE repartinit was impaired, we will continue to monitberemaining reporting units
which had an excess fair value over carrying vaief the date of annual impairment assessmermtf Ady 2, 2016 our NE and
OSP reporting goodwill balances were $143.8 milkod $8.3 million, respectively.

We will continue to evaluate the recoverabilitytioé carrying amount of our goodwill and long-livessets on an ongoing
basis, and we may incur substantial impairmentgggrwhich would adversely affect our financialutess There can be no
assurance that the outcome of such reviews irutieef will not result in substantial impairment es. Impairment assessment
inherently involves judgment as to assumptions aibapected future cash flows and the impact of miacknditions on those
assumptions. Future events and changing marketteorgimay impact our assumptions as to pricesschelding periods or other
factors that may result in changes in our estimattégure cash flows. Although we believe the asgtions we used in testing for
impairment are reasonable, significant changesyroae of our assumptions could produce a sigmifigaifferent result. If, in any
period, our stock price decreases to the point evtier fair value of the Company, as determinedibyr@rket capitalization, is less
than our book value, this too could indicate a pti&impairment and we may be required to record@airment charge in that
period.

The manufacture, quality and distribution of ourghucts, as well as our customer relations, mayfeetad by several factors,
including the rapidly changing market for our protiy supply issues and internal restructuring &ffalVe expect the impact of
these issues will become more pronounced as wacerto introduce new product offerings and whearait demand increases.

Our success depends upon our ability to deliver bat current product offerings and new productstanhnologies on time
and at acceptable cost to our customers. The nsafidkedur products are characterized by rapid telcigical change, frequent new
product introductions, substantial capital invesitmehanges in customer requirements and a cohstlving industry. Our
future performance will depend on the successfutligpment, introduction and market acceptance wfared enhanced products
that address these issues and provide solutionséet our customers’ current and future needs.t@shnology company, we also
constantly encounter quality, volume and cost coresuch as:
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e Our continuing cost reduction programs, which idelgite and organization consolidations, assestiivees, outsourcing
the manufacture of certain products to contractufasturers, other outsourcing initiatives, and s in employee
headcount, require the re-establishment and refigasibn by our customers of complex manufactutings, as well as
modifications to systems, planning and operatiamfahstructure. During this process, we have exaed, and may
continue to experience, additional costs, delays-@stablishing volume production levels, planificulties, inventory
issues, factory absorption concerns and systeragration problems.

* We have experienced variability of manufacturinglgs caused by difficulties in the manufacturinggass, the effects
from a shift in product mix, changes in productagfieations and the introduction of new produceknThese difficulties
can reduce yields or disrupt production and theierbyease our manufacturing costs and adversedgtadfur margin.

* We may incur significant costs to correct defecpveducts (despite rigorous testing for qualityntdmy our customers and
by us), which could include lost future sales @& #ffected product and other products, and potgnsiavere customer
relations problems, litigation and damage to oputation.

« We are dependent on a limited number of vendors, avh often small and specialized, for raw matgrighckages and
standard components. We also rely on contract matwrers around the world to manufacture certabuoproducts. Our
business and results of operations have been,@d continue to be adversely affected by this ddpacy. Specific
concerns we periodically encounter with our supplieclude stoppages or delays of supply, inseificvendor resources
to supply our requirements, substitution of morpemsive or less reliable products, receipt of defecparts or
contaminated materials, increases in the pricepblées, and an inability to obtain reduced pridirggn our suppliers in
response to competitive pressures. Additionallyahility of our contract manufacturers to fulfileir obligations may be
affected by economic, political or other forced i@ beyond our control. Any such failure coulgdna material impact
on our ability to meet customers’ expectations aray materially impact our operating results.

« New product programs and introductions involve diag product specifications and customer requirdsen
unanticipated engineering complexities, difficutia reallocating resources and overcoming resduniations and with
their increased complexity, which expose us todyald product risk internally and with our suppdier

These factors have caused considerable strain oexacution capabilities and customer relations.\&ee and could
continue to see (a) periodic difficulty respondiagustomer delivery expectations for some of aadpcts, (b) yield and quality
problems, particularly with some of our new produahd higher volume products, and (c) additionatifuand other resources
required to respond to these execution challerigesn time to time, we have had to divert resouficas new product R&D and
other functions to assist with resolving these erattlf we do not improve our performance in altledse areas, our operating
results will be harmed, the commercial viabilityrefw products may be challenged and our customayschmose to reduce or
terminate their purchases of our products and mseladditional products from our competitors.

Werely on alimited number of customersfor a significant portion of our sales.

We believe that we will continue to rely upon aitied humber of customers for a significant pordiur revenues for the
foreseeable future. Any failure by us to continaptaring a significant share of these customerkigoaterially harm our business.
Dependence on a limited number of customers exposés the risk that order reductions from any oanstomer can have a
material adverse effect on periodic revenue. Furtbethe extent that there is consolidation amomgmunications equipment
manufacturers and service providers, we will havedased dependence on fewer customers who mayeaxert increased
pressure on our prices and other contract termsto@er consolidation activity and periodic manufdog and inventory initiatives
could also create the potential for disruptionddmand for our products as a consequence of satineers streamlining, reducing
or delaying purchasing decisions.

We have a strategic alliance with SICPA, our ppatcustomer for our light interference microflakieat are used to, among
other things, provide security features in curreknyder a license and supply agreement, we relpsixely on SICPA to market
and sell one of these product lines, opticallyafaleé pigment, for document authentication applcetiworldwide. The agreement
requires SICPAto purchase minimum quantities e$&pigments over the term of the agreement. IIPAl@ils to purchase these
guantities, as and when required by the agreemenbusiness and operating results (including, ajmther things, our revenue
and gross margin) will be harmed as we may be ertalfind a substitute marketing and sales padndevelop these capabilities
ourselves.

Movement towards virtualized networks and software solutions may result in lower demand for our hardware products and
increased competition.

The markets for our NE and SE segments are incrglgdooking towards virtualized networks and saftessolutions. While
we are devoting substantial resources to meet trezss, this trend may result in lower demand fiote@gacy hardware products.
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Additionally barriers to entry are generally lovier software solutions, which may lead to increasaahpetition for our products
and services.

We face a number of risksrelated to our strategic transactions.

Our strategy continues to include periodic acqgoisg and divestitures of businesses and techn@o8teategic transactions
of this nature involve numerous risks, including tbllowing:

- difficulties and costs in integrating or disintetyng the operations, technologies, products, ITathdr systems, facilities,
and personnel of the affected businespasicularly the separation of the Lumentum business;

* inadequate internal control procedures and disotosantrols to comply with the requirements of #ect04 of the
Sarbane®xley Act of 2002, or poor integration of a target company’s or business’s procedures and controls;

e diversion of management’s aition from normal daily operations of the business;
» potential difficulties in completing projects asgded with inprocess R&D;

« difficulties in entering markets in which we have or limited prior experience and where competifwaige stronger
marketpositions;

« difficulties in obtaining or providing sufficientdnsition services and accurately projecting threetand cost associated
with providing these services;

e an acquisition may not further our business stsategwe expected or we may overpay for, or otherwi realize the
expected return on, our investments;

* insufficient net revenue to offset increased expenses associated with acquisitions;
e potential loss of key employees of the acquired companies; and
« difficulty in forecasting revenues and margins.

Acquisitions may also cause us to:

* issue common stock that would dilute our curreatlgtolders’ percentage ownership and may decremsengs per
share;

* assume liabilities, some of which may be unknown at the time of the acquisitions;

» record goodwill and non-amortizable intangible &s$eat will be subject to impairment testing amdential periodic
impairment charges;

e incur additional debt to finance such acquisitions;

e incur amortization expenses related to certain intangible assets; or

e acquire, assume, or become subject to litigatitated to the acquired businesses or assets.
Certain of our products are subject to governmental and industry regulations, certifications and approvals.

The commercialization of certain of the productsdesign, manufacture and distribute through our €&ffnent may be
more costly due to required government approvaliaddstry acceptance processes. Development ofcatiphs for our light
interference and diffractive microflakes may regqusignificant testing that could delay our salew. &ample, certain uses in
cosmetics may be regulated by the U.S. Food ang Bdministration, which has extensive and lengtppraval processes.
Durability testing by the automobile industry ofr@ecorative microflakes used with automotive sadain take up to three years. If
we change a product for any reason, including telcigical changes or changes in the manufacturioggss, prior approvals or
certifications may be invalid and we may need tatgough the approval process again. If we are lertatobtain these or other
government or industry certifications in a timelpammer, or at all, our operating results could besegkly affected.

We facerisksrelated to our international operations and revenue.

Our customers are located throughout the worlddutition, we have significant operations outsidetfNamerica, including
product development, manufacturing, sales and mestgupport operations.
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Our international presence exposes us to certghs,rincluding the following:
e currency fluctuations;

* our ability to comply with a wide variety of laws@ regulations of the countries in which we do bess, including,
among other things, customs, import/export, aribidyy, anti-competition, tax and data privacy lawkich may be
subject to sudden and unexpected changes;

e difficulties in establishing and enforcing our intellectual property rights;
e tariffs and other trade barriers;

e political, legal and economic instability in foreignarkets, particularly in those markets in whick waintain
manufacturing and product development facilities;

« difficulties in staffing and management;

* language and cultural barriers;

e seasonal reductions in business activities in the countries where our international customers are located;
e integration of foreign operations;

e longer payment cycles;

e (difficulties in management of foreign distributors; and

e potential adverse tax consequences.

Net revenue from customers outside the Americaguated for 48.9%, 44.3% and 45.3% of our totareeenue, for fiscal
2016, 2015 and 2014 respectively. We expect thaenenue from customers outside North Americaafitinue to account for a
significant portion of our total net revenue. Lowefes levels that typically occur during the summenths in Europe and some
other overseas markets may materially and adveadtegt our business. In addition, the revenueslaréze from many of our
customers depend on international sales and fuetkgase us to the risks associated with such iatemal sales.

Our businessand operationswould be adversely impacted in the event of afailure of our information technology infrastructure.

We rely upon the capacity, reliability and secudfyur information technology infrastructure and ability to expand and
continually update this infrastructure in respatoseur changing needs. In some cases, we relytigdrparty hosting and support
services to meet these needs. Any failure to mameagand and update our information technologastfucture, any failure in the
extension or operation of this infrastructure, iy ailure by our hosting and support partnerhagerformance of their services
could materially and adversely harm our business.

Despite our implementation of security measures,syatems are vulnerable to damages from computases, natural
disasters, unauthorized access and other simigaumtions. Any system failure, accident or secubitgach could result in
disruptions to our operations. To the extent timyt @disruptions or security breach results in a lmsdamage to our data, or in
inappropriate disclosure of confidential informatié could cause significant damage to our rejnand affect our relationships
with our customers and ultimately harm our businksaddition, we may be required to incur sigrafi€ costs to protect against
damage caused by these disruptions or securitgiesan the future.

Failure to maintain effective internal controls may adversely affect our stock price.

Effective internal controls are necessary for ysrtavide reliable financial reports and to effeetivprevent fraud. The SEC
adopted rules requiring public companies to incladeport by management on the effectiveness @tmapany’s internal control
over financial reporting in their annual reportsFmrm 10-K. In addition, our independent registgrallic accounting firm must
report on the effectiveness of our internal contradr financial reporting. Although we review ontarnal control over financial
reporting in order to ensure compliance with thesgiirements, in August 2016 we determined thab&ka material weakness
related to an error in the determination of intemtome taxes issue which caused our independgisteesd public accounting
firm to issue a qualified report on our Consoliditgnancial Statements included in this Annual Repa Form 10-K. The
Company will implement an enhanced process andydesicontrol to ensure a more precise review ofrtteim income tax
provision beginning in the first quarter of fis@fl17. In accordance with the Company’s internatmdver financial reporting
compliance program, the material weakness desmmatnnot be remediated in full until the enhanpeatesses have been
operational for a period of time and successfudistéd. Such remediation is anticipated to be cdembliater in fiscal 2017.
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Additionally, if we or our independent registeraeabfic accounting firm is not satisfied with ourenbal control over financial

reporting or the level at which these controlsdoeumented, designed, operated or reviewed inutiieef, or if our independent
registered public accounting firm interprets thguieements, rules and/or regulations differenttyrrour interpretation, then they
may issue a qualified report. Furthermore, we magaber that the internal controls of businesses@epiire are inadequate or
changes to our existing businesses may impacffietigeness of our internal controls. These situret could require us to make
changes to our internal controls and could causendependent registered public accounting firnssoe a qualified report, which
could result in a loss of investor confidence imthliability of our financial statements, and cboggatively impact our stock price.

In August 2013, we issued $650.0 million of 0.625% Senior Convertible Notes due 2033, which could dilute our existing
stockholders and lower our reported earnings per share.

We issued $650.0 million of indebtedness in Au@@dt3 in the form of 0.625% Senior Convertible Nates 2033 (the “2033
Notes”). The issuance of the 2033 Notes substiniradreased our principal payment obligations. Aiddally, in fiscal 2016 we
contributed $137.6 million in cash to Lumentum omoection with the separation of the Lumentum hessn subject to the
requirements as set forth in the Contribution Agrest between the Company and Lumentum Operatior. All of the
obligations related to the 2033 Notes are beirgjmet! by the Company. Following the separation atdubstantially lower cash
flow which increased our leverage. The degree thvive are leveraged could materially and adveraéfisct our ability to
successfully obtain financing for working capitatquisitions or other purposes and could make ug manerable to industry
downturns and competitive pressures. In additiomhblders of the 2033 Notes are entitled to cdrilier2033 Notes into shares of
our common stock or a combination of cash and shafeommon stock under certain circumstances wivichld dilute our
existing stockholders and lower our reported perelearnings.

If we haveinsufficient proprietary rightsor if we fail to protect those we have, our business would be materially harmed. Our
intellectual property rights may not be adequate to protect our products or product roadmaps.

We seek to protect our products and our produdmagos in part by developing and/or securing progryerights relating to
those products, including patents, trade secretsykhow and continuing technological innovatione Bteps taken by us to protect
our intellectual property may not adequately préveisappropriation or ensure that others will netvelop competitive
technologies or products. Other companies may\estigating or developing other technologies thatsamilar to our own. It is
possible that patents may not be issued from ayopending applications or those we may filehia future and, if patents are
issued, the claims allowed may not be sufficiebtlyad to deter or prohibit others from making, ggin selling products that are
similar to ours. We do not own patents in everyrtouin which we sell or distribute our productedahus others may be able to
offer identical products in countries where we dblmave intellectual property protection. In additithe laws of some territories in
which our products are or may be developed, maturfad or sold, including Europe, Asia-Pacific ottihaAmerica, may not
protect our products and intellectual property t$gio the same extent as the laws of the Unitet&ta

Any patents issued to us may be challenged, inatitlor circumvented. Additionally, we are currgatlicensee in all of our
operating segments for a number of third-partyetdyies, software and intellectual property rightsn academic institutions,
our competitors and others, and are required to@aities to these licensors for the use thetdofess we are able to obtain such
licenses on commercially reasonable terms, paterdather intellectual property held by others caulibit our development of
new products, impede the sale of some of our cupmuucts, substantially increase the cost to igethese products to our
customers, and could have a significant adversadign our operating results. In the past, licegsesrally have been available to
us where third-party technology was necessaryefuufor the development or production of our proiuln the future licenses to
third-party technology may not be available on caroially reasonable terms, if at all.

Our products may be subject to claims that they infringe the intellectual property rights of others.

Lawsuits and allegations of patent infringement ainthtion of other intellectual property rightsau in our industry on a
regular basis. We have received in the past, atici@ate that we will receive in the future, noideom third parties claiming that
our products infringe their proprietary rights. ®¥ke past several years there has been a markeshée in the number and
potential severity of third-party patent infringemelaims, primarily from two distinct sources. $tjlarge technology companies,
including some of our customers and competitoessaeking to monetize their patent portfolios sanketdeveloped large internal
organizations that have approached us with demareister into license agreements. Second, patddinigccompanies, entities
that do not make or sell products (often referoealst“patent trolls”), have claimed that our praducfringe upon their proprietary
rights. We will continue to respond to these claimghe course of our business operations. In #s#, ghe resolution of these
disputes has not had a material adverse impaatiousiness or financial condition, however thigymat be the case in the future.
Further, the litigation or settlement of these eraitregardless of the merit of the claims, coefiilt in significant expense to us
and divert the efforts of our technical and managimersonnel, whether or not we are successiu Hre unsuccessful, we could
be required to expend significant resources toldpwson-infringing technology or to obtain licenseshe technology that is the
subject of the litigation. We may not be successfslich development, or such licenses may not&itahle on terms acceptable to
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us, if at all. Without such a license, we couldemgoined from future sales of the infringing protioc products, which could
adversely affect our revenues and operating results

The use of open source softwarein our products, aswell asthose of our suppliers, manufacturersand customers, may exposeus
to additional risks and harm our intellectual property position.

Certain of the software and/or firmware that we asd distribute (as well as that of our suppliensnufacturers and
customers) may be, be derived from, or containgfogource” software, which is software that is galhemade available to the
public by its authors and/or other third partiesclSopen source software is often made availabdeniicenses which impose
obligations in the event the software or derivatineks thereof are distributed or re-distributelde3e obligations may require us to
make source code for the derivative works availtdlae public, and/or license such derivative wsarkder a particular type of
license, rather than the forms of license custdgnasied to protect our own software products. Wiigebelieve we have complied
with our obligations under the various applicablemses for open source software, in the evenatbatirt rules that these licenses
are unenforceable, or in the event the copyrightdraf any open source software were to succdggfsiablish in court that we
had not complied with the terms of a license fpagicular work, we could be required to releagesihurce code of that work to the
public and/or stop distribution of that work. Additally, open source licenses are subject to oopasievision. In the event future
iterations of open source software are made availaiter a revised license, such license revisimgadversely affect our ability
to use such future iterations.

We face certain litigation risksthat could harm our business.

We are and may become subject to various legakpidings and claims that arise in or outside thimargcourse of business.
The results of complex legal proceedings are diffio predict. Moreover, many of the complaintsdiagainst us do not specify
the amount of damages that plaintiffs seek, andheeefore are unable to estimate the possible rahdamages that might be
incurred should these lawsuits be resolved agamstVhile we are unable to estimate the potentiaiabes arising from such
lawsuits, certain of them assert types of claina, tif resolved against us, could give rise to tatigal damages. Thus, an
unfavorable outcome or settlement of one or mothexe lawsuits could have a material adversetedfeour financial condition,
liquidity and results of operations. Even if thés&suits are not resolved against us, the uncéytaimd expense associated with
unresolved lawsuits could seriously harm our bussingnancial condition and reputation. Litigatisicostly, time-consuming and
disruptive to normal business operations. The afstefending these lawsuits have been significaifitcontinue to be costly and
may not be covered by our insurance policies. Téfertse of these lawsuits could also result in ool diversion of our
management’s time and attention away from busiogesations, which could harm our business. Fortaofdil discussion
regarding litigation, see the “Legal Proceedingsftion of this Annual Report.

We may be subject to environmental liabilities which could increase our expenses and harm our operating results.

We are subject to various federal, state and fareigs and regulations governing the environmeah,ding those governing
pollution and protection of human health and th@remment and, recently, those restricting the @nes of certain substances in
electronic products and holding producers of thmeelucts financially responsible for the collectisreatment, recycling and
disposal of certain products. Such laws and regulathave been passed in several jurisdictionshiclwwe operate, are often
complex and are subject to frequent changes. Wenedld to ensure that we comply with such lawsragdlations as they are
enacted, as well as all environmental laws andliatigns, and as appropriate or required, that oonponent suppliers also comply
with such laws and regulations. If we fail to cognplith such laws, we could face sanctions for snchcompliance, and our
customers may refuse to purchase our productshwinald have a materially adverse effect on oumass, financial condition
and results of operations.

With respect to compliance with environmental land regulations in general, we have incurred atleifuture could incur
substantial costs for the cleanup of contaminateggrties, either those we own or operate or telvhie have sent wastes in the
past, or to comply with such environmental laws eagiilations. Additionally, we could be subjectliisruptions to our operations
and logistics as a result of such clean-up or c@npé obligations. If we were found to be in vi@atof these laws, we could be
subject to governmental fines and liability for dagas resulting from such violations. If we havertake significant capital
expenditures to comply with environmental lawsif @re are subject to significant expenditures inmection with a violation of
these laws, our financial condition or operatingults could be materially adversely impacted.

We are subject to provisions of the Dodd-Frank Wall Street Reform and Consumer Protection Act that could subject us to
additional costs and liabilities.

We are subject to the SEC rules implementing thairements of Section 1502 of the Dodd-Frank Wak& Reform and
Consumer Protection Act which establish disclosung reporting requirements for companies who useffict” minerals mined
from the Democratic Republic of Congo and adjointogntries in their products. Complying with thealosure requirements
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requires substantial diligence efforts to deterntheesource of any conflict minerals used in owdpicts and may require third-
party auditing of our diligence process. Theser&dfmay require internal resources that would atfser be directed towards
operational activities.

Since our supply chain is complex, we may facetatmnal challenges if we are unable to sufficigwdrify the origins of the
conflict minerals used in our products. Additiogaif we are unable to satisfy those customers wdwuire that all of the
components of our products are certified as carffiee, they may choose a competitor’s productsiwvbould materially impact
our financial condition and operating results.

Certain provisionsin our charter and under Delaware laws could hinder a takeover attempt.

We are subject to the provisions of Section 203hef Delaware General Corporation Law prohibitingder some
circumstances, publicly-held Delaware corporatioos engaging in business combinations with soweksiolders for a specified
period of time without the approval of the holdefsubstantially all of our outstanding voting $o8uch provisions could delay or
impede the removal of incumbent directors and cma#le more difficult a merger, tender offer or pregntest involving us, even
if such events could be beneficial, in the shomtrteto the interests of the stockholders. In additsuch provisions could limit the
price that some investors might be willing to payhie future for shares of our common stock. Ottifagte of incorporation and
bylaws contain provisions providing for the limitats of liability and indemnification of our direms and officers, allowing
vacancies on our board of directors to be filledHzyvote of a majority of the remaining directaysanting our board of directors
the authority to establish additional series ofgnred stock and to designate the rights, prefareand privileges of such shares
(commonly known as “blank check preferred”) andviding that our stockholders can take action only duly called annual or
special meeting of stockholders, which may onlgaéléed by the Chairman of the board, the Chief Btee Officer or the board of
directors. These provisions may also have the effledeterring hostile takeovers or delaying changecontrol or change in our
management.

Our ability to use our net operating loss carryforwards to offset future taxable income may be subject to certain limitations.

As of July 2, 2016, we had U.S. federal and stateoperating losses, or NOLs, of $5,008.3 milliox $886.0 million,
respectively, and U.S. federal and state tax ceadityforwards of $100.7 million and $39.6 milliaespectively, which may be
utilized against future income taxes. Utilizatidrtieese NOLs and tax credit carryforwards may bgesii to a substantial annual
limitation if the ownership change limitations un&ections 382 and 383 of the Internal Revenue @odaimilar state provisions
are triggered by changes in the ownership of opitalastock. In general, an ownership change ocifutere is a cumulative
change in our ownership by “5-percent shareholdénat’ exceeds 50 percentage points over a roliiregtyear period. Similar
rules may apply under state tax laws. Accordinglychases of our capital stock by others couldtlouar ability to utilize our
NOLs and tax credit carryforwards in the future.

Furthermore, we may not be able to generate seffic¢axable income to utilize our NOLs and tax itrestryforwards before
they expire. Due to uncertainty regarding the tgnand extent of our future profitability, we conténto record a valuation
allowance to offset our U.S. and certain of ouefgn deferred tax assets because of uncertaimtteceto our ability to utilize our
NOLs and tax credit carryforwards before they expir

If any of these events occur, we may not derive esamall of the expected benefits from our NOLs aaxl credit
carryforwards.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

We own and lease various properties in the UnitateS and in 23 other countries around the worklugeé the properties for
executive and administrative offices, data centersduct development offices, customer servicecefi and manufacturing
facilities. Our corporate headquarters of approxéyeb4,000 square feet is located in Milpitas,ifoahia. As of July 2, 2016, our
leased and owned properties in total were apprdeima.2 million square feet, of which approximgtéiB,000 square feet is
owned. Larger leased sites include properties éatcat China, France, Germany, and the United Stfeselieve our existing
properties, including both owned and leased sitesin good condition and suitable for the conadatur business.

While we believe our existing facilities are adetguta meet our immediate needs, it may become sapew lease, acquire,
or sell additional or alternative space to accoma@duture business needs.
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ITEM 3. LEGAL PROCEEDINGS

We are subject to a variety of claims and suit$ #inse from time to time in the ordinary courseoaf business. While
management currently believes that resolving claigasnst us, individually or in aggregate, will have a material adverse impact
on its financial position, results of operationsstatement of cash flows, these matters are sutgjécherent uncertainties and
management’s view of these matters may changeeirfuture. Were an unfavorable final outcome to acthere exists the
possibility of a material adverse impact on ouafinial position, results of operations or cash fider the period in which the
effect becomes reasonably estimable.

ITEM 4. MINE SAFETY DISCLOSURES

None.
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PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, R ELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded on the NASDAQ Globaé8eMarket under the symbol “VIAV.” Prior to thepseation of the
Lumentum business, our common stock was tradedeoNASDAQ Global Select Market under the symbolSID’ As of July 29,
2016 we had 232,298,097 shares of common stockandisg. The closing price on July 29, 2016 wad $7.

On August 1, 2015, we completed the previously anned distribution of approximately 80.1% of théstanding shares of
Lumentum common stock to Viavi's stockholders (fRestribution”). JDSU was renamed Viavi Solutionxl and, at the time of
the Distribution, retained ownership of approxinhate9.9% of Lumentum’s outstanding shares. We afjres to liquidate the
retained shares during the first six months folloyvihe Distribution. However, in connection witpravate letter ruling from the
Internal Revenue Service, we have committed tadape these shares within three years from theibigton. The Distribution
was made to Viavi's stockholders of record as efdlose of business on July 27, 2015 (the “Recaté’lp, who received one share
of Lumentum common stock for every five sharesiafA/common stock held as of the close of busiesthe Record Date and
not sold prior to August 4, 2015. Viavi stockholslezceived cash in lieu of any fractional shardsuafientum common stock. Our
trading commenced “regular-way” trading on Augus?@15 on NASDAQ under the ticker symbol “VIAV.”

The following table summarizes the high and lowdday sales prices for our common stock as reporidtie NASDAQ
Global Select Market during fiscal 2016 and 201Be Btock prices in the following table prior to Austj4, 2015, the date of
“regular-way” trading commenced following the Lunbem separation, have not been adjusted for thalulision.

High Low

Fiscal 2016

Fourth Quarter $ 720 $ 5.93
Third Quarter 6.94 4.6¢
Second Quarter 6.56 5.45
First Quarter subsequent to August 3, 2015 6.8¢ 4.9¢
First Quarter through August 3, 2015 12.00 10.68
Fiscal 2015

Fourth Quarter $ 13.65 $ 11.8¢
Third Quarter 14.12 12.00
Second Quarter 14.2¢ 11.3¢
First Quarter 13.88 10.26

As of July 29, 2016, we had 3,793 holders of reafraur common stock. We have not paid cash divddeam our common
stock and do not anticipate paying cash dividendhe foreseeable future.

During the fourth quarter of the fiscal 2016 we mdke following repurchases of our common st@ckmillions, except
shares and per share amounts):

Total Number of Shares Approximate Dollar

Purchased as Part of  Value of Shares that May
Total Number of Average Price Paid per Publicly Announced Yet Be Purchased Under

Period Shares Purchased share Plans or Programs the Plans or Programs
April 3, 2016 to April 30, 2016 — 3 — — 3 —
May 1, 2016 to May 28, 2016 (1) 2,10( 6.0C 2,10( 100.(
May 29, 2016 to July 2, 2016 (1) 674,913 6.60 677,013 95.t
677,01: $ 6.6C 677,01: $ 95.t

(1) Repurchases were made in open market transactiorsignt to the program announced in February 2016.
February 2016, the Company's Board of Directors@ized a stock repurchase program under whictmpany may
purchase shares of its common stock worth up taggnegate purchase price of $100.0 million throojggn market or
private transactions. The program expires on Feprua?017.
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STOCK PERFORMANCE GRAPH

The information contained in the following graptaimot be deemed to be “soliciting material” or tee “filed” with the
Securities and Exchange Commission, nor shall sufoimation be incorporated by reference into aatufe filing under the
Securities Act of 1933, as amended, or the Seesifiikchange Act of 1934, as amended, except extaet that the Company
specifically incorporates it by reference in suiimg.

The following graph and table set forth the totahulative return, assuming reinvestment of dividgmeh an investment of
$100 in June 2011 and ending June 2016 in: (iCaummon Stock, (ii) the S&P 500 Index, (iii) the NBSQ Stock Market (U.S.)
Index, and (iv) the NASDAQ Telecommunications Indebe table below presents our stock performarioetorthe separation of
the Lumentum business as traded on the NASDAQ GISbkect Market under the symbol “JDSU.” Historisibck price
performance is not necessarily indicative of futsteck price performance. For the purpose of thiglg, the distribution of
approximately 80.1% of the outstanding common stsd¢kumentum to our stockholders, pursuant to whiginentum became an
independent company, is treated as a non-taxabledigidend of $21.15 for every five shares of Vieemmon stock held, an
amount equal to the closing price of Lumentum comstock on August 4, 2015 which was deemed reigddstViavi common
stock at the closing price on August 4, 2015.

COMPARISON OF S YEAR CUMULATIVE TOTAL RETURN*
$200
‘.
- —
$150
4 ,
$100
—— —o
$50
$0 T T T T \
6/11 6/12 6/13 6/14 6/15 6/16
—— Viavi —— S&P 500 —@— NASDAQ Composite
—— NASDAQ Telecommunication
*$100 invested on 6/30/11 in stock or index.
6/11 6/12 6/13 6/14 6/15 6/16
Viavi $ 100.0( $ 66.0: $ 8631 $ 7488 $ 69.1t $ 66.7]
S&P 500 100.00 103.14 121.63 148.43 156.22 158.93
NASDAQ Composite 100.0( 105.8: 122.7: 158.9¢ 179.8( 174.6(
NASDAQ Telecommunications 100.00 86.92 108.02 122.81 124.88 123.62

22



Table of Contents

ITEM 6. SELECTED FINANCIAL DATA

This table sets forth selected financial data efi/in millions, except share and per share amounts) for thedgdridicated.
This data should be read in conjunction with argliglified by reference to “Management’s Discussiod Analysis of Financial
Condition and Results of Operations” included @mnit7 of this Annual Report on Form 10-K and ouiitedgkconsolidated financial
statements, including the notes thereto and ther €ittancial information included in Iltem 8 of tisnual Report on Form 10-K.
The selected financial data presented in this@edinot intended to replace the consolidatedfifed statements included in this
report.

Years Ended
July 2,2016 June 27,2015 June 28, 2014 June 29, 2013 June 30, 2012
8)9) QIC) G)e)e  MRB)4)E) (1))

Consolidated Statements of Operations Data:

Net revenue $ 906.: $ 873.¢ $ 926.¢ $ 909.1 $ 936.¢
(Loss) income from continuing operations, net af ta (50.9 (131.9 (74.¢) 11.C (65.9)
(Loss) income from discontinued operations, nearf (48.8) 43.2 56.¢ 46.C 9.7
Net (loss) income $ (99.2) $ (88.0) $ 17.9 $ 57.C $ (55.6

Net (loss) income per share from - basic and ditute

Continuing operations $ (0.29) $ (0579 $ (039 $ 0.0/ $ (0.2¢)
Discontinued operations (0.20 0.1¢ 0.2¢ 0.2¢ 0.0
Net (loss) income $ 0.42) $ 039 $ (0.08) $ 0.2¢ $ (0.2

Years Ended
July 2,2016 June 27,2015 June 28,2014 June 29, 2013 June 30, 2012
(8)(9) (7)(8) (5)(6) (2)(3)(4)

Consolidated Balance Sheets Data:
Cash and cash equivalents, short-term investmands,

restricted cash $ 9798 $ 825.¢ $ 881.2 $ 515¢ $ 752.7
Working capital 985.% 1,004.¢ 1,001.: 682.¢ 948.¢
Total assets 1,683.1 2,217.¢ 2,351.¢ 1,715.. 1,869.!
Long-term obligations 767 . 730.( 755.¢ 206.2 176.¢
Total stockholders’ equity 689.3 1,101. 1,187 1,161.C 1,038.¢

(1) During the first quarter of fiscal 2013, we entenat a definitive agreement to sell the hologramibess (“Hologram
Business”) within our OSP segment, which subsedwetdsed on October 12, 2012. As a result, theatpms of the
Hologram Business have been presented as discedtoperations for all periods presented.

(2) During the third quarter of fiscal 2013, we acqdifgieso Ltd. (“Arieso”) in a transaction accounted in accordance
with the authoritative guidance on business contliina. The Consolidated Statements of Operationfioal 2013
included the results of Arieso subsequent to March013 and the Consolidated Balance Sheet asnef 28, 2013
included Arieso’s financial position.

(3) During the third quarter of fiscal 2013, we apprbeasstrategic plan to exit NSE’s legacy low-spe@éhme product line,
which resulted in a $2.2 million charge for accated amortization of related intangibles, of wh&h8 million and
$0.4 million are included in Amortization of acaedt technologies and Amortization of other intanggbin the
Consolidated Statement of Operations, respectilrelgddition, we incurred $11.3 million of invenyerelated charges
included in Cost of sales in the Consolidated &tate of Operations, primarily related to the widtéof inventory no
longer being sold due to the legacy low-speed imiegbroduct line exit.

(4) During the fourth quarter of fiscal 2013, we detired that it is more likely than not that a portiofithe deferred tax
assets of a non-U.S. jurisdiction will be realizdter considering all positive and negative evidenccordingly, a
deferred tax valuation allowance release of $1@lBon was recorded as an income tax benefit dutire quarter.
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(5)

(6)

(7)

(8)

(9)

During the third quarter of fiscal 2014, we recagmi $21.7 million of uncertain tax benefits relaiedeferred tax assets
due to the expiration of the statute of limitatiams non-U.S. jurisdiction.

During the third quarter of fiscal 2014, we acqdiMetwork Instruments in a transaction accounteghfaccordance with

the authoritative guidance on business combinatibims Consolidated Statement of Operations foafi2g614 included

the results of operations from Network Instrumesnissequent to January 6, 2014 and the Consoli@atedce Sheet as
of June 28, 2014 included Network Instruments’fiicial position.

In the third quarter of fiscal 2015, we recognizeb?1.8 million tax benefit upon the settlemeramfiudit in a non-U.S.
jurisdiction.

During the first quarter of fiscal 2016, we complitthe Separation. As a result, the operationseof imentum business
have been presented as discontinued operatioipariads of the Company’s Consolidated Statemef@perations and
in the Consolidated Balance Sheet as of June ZA.20

During the fourth quarter of fiscal 2016, the Compeecorded a $91.4 million goodwill impairment aiarelated to the
SE reporting unit in the Consolidated StatementSmdrationsRefer to “Note 9. Goodwill” for more information.
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ITEM 7. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Our Industries and Developments

Viavi, formerly JDSU, is a global provider of netikaest, monitoring and assurance solutions to camoations service
providers, enterprises and their ecosystems, stggbdy a worldwide channel community. Our soluticlediver end-to-end
visibility across physical, virtual and hybrid netiks, enabling customers to optimize connectigiyality of experience and
profitability. Viavi is also a leader in high perfoance thin film optical coatings, providing ligilmanagement solutions to anti-
counterfeiting, consumer and industrial, governnmaamd healthcare and other markets. On August 15,20& completed the
separation of our optical components and lasersbss and created two publicly traded companies:

e anoptical components and commercial lasers compamed Lumentum, consisting of our CCOP segmenttand
WaveReady product line within our NE segment; and

* anetwork and service enablement and optical ogatiompany, renamed Viavi, consisting of our NE a88 OSP
segments.

In connection with the Separation we distributepgragimately 80.1% of the outstanding shares of Linton& common stock
to our stockholders on August 1, 2015. The Compeasyrenamed Viavi and, at the time of the distidntretained ownership of
approximately 19.9% of Lumentum’s outstanding sbaketivities related to the Lumentum business Haeen presented as
discontinued operations in all periods of the Conyfsaconsolidated financial statements in this AadriReport on Form 10-K and
the accompanying disclosures, discussion and dadhgsein pertains to the Company’s continuing apens, unless noted
otherwise.

As discussed in “Note 9. Goodwill” to our consotield financial statements of this Annual Report om#10-K, we evaluate
goodwill for impairment at least annually, or oniaterim basis between annual tests when evemisaumstances indicate that it
is more likely than not that the fair value of @agting unit is less than its carrying value. Ie fourth quarter of fiscal 2016 we
recorded a goodwill impairment charge of $91.4 ionil] the full amount of SE’s goodwill balance, imetaccompanying
Consolidated Statements of Operations. The impaitmas determined as we completed our annual apgnalan for fiscal 2017
in the fourth quarter which revealed a longer itment cycle will be needed for certain growth praguwithin the SE segment,
coupled with a decline in the segment’s revenueapetating profitability in fiscal 2016. Refer tblote 9. Goodwill” for more
information.

To serve our markets, during fiscal 2016 we operttie following business segments:
* Network Enablement

» Service Enablement

e Optical Security and Performance Products

Network Enablement

NE provides an integrated portfolio of testing $iolns that access the network to perform buildang maintenance tasks.
These solutions include instruments, software amndees to design, build, activate, certify, traegiloot and optimize networks.
They also support more profitable, higher-perfogmiretworks and facilitate time-to-revenue.

Our solutions address lab and production environsydield deployment and service assurance forlegseand fixed
communications networks, including storage netwofkgr test instrument portfolio is one of the latgm the industry, with
hundreds of thousands of units in active use bymeEMS, operators and services providers worldwizksigned to be mobile,
these products include instruments and softwareattess the network to perform installation anthteaance tasks. They help
service provider technicians assess the performafnoetwork elements and segments and verify ttegiity of the information
being transmitted across the network. These ingnisrare highly intelligent and have user interdabat are designed to simplify
operations and minimize the training required terape them. Our NE solutions are also used by mkteguipment manufacturers
(“NEMSs") in the design and production of next-gest@n network equipment.

Viavi also offers a range of product support amafgssional services designed to comprehensivelgeaddur customers’
requirements. These services include repair, eldm, software support and technical assistaraguigproducts. We offer product
and technology training as well as consulting smwi Our professional services, provided in cortjanavith system integration
projects, include project management, installatind implementation.
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NE customers include CSPs, NEMs, government orgtiaizs and large corporate customers, such as talgoom, mobility
and cable operators, chip and infrastructure ves)dsiprage-device manufacturers, storage-netwadksanitch vendors, and
deployed private enterprise customers. Our cust®imelude Alcatel-Lucent International, América Mo®8.A.B. de C.V., AT&T
Inc., British Telecommunications, Plc., CenturyLimkc., Cisco Systems, Inc., Comcast Corporatiaiméntum Holdings Inc.,
Time Warner Inc., and Verizon Communications Inc.

Service Enablement

SE provides embedded systems and enterprise parfcarmanagement solutions to global CSPs and eisesspThese
systems and solutions provide visibility into netlycservice and application data. Our portfolics& solutions - which primarily
consist of instruments, microprobes and softwaddress the same lab and production environmeitsgdéployment and service
assurance for wireless and fixed communicationsards, including storage networks, as our NE péaf®ur SE solutions allow
carriers to remotely monitor performance and gyalit network, service and applications performaticeughout the entire
network. Remote monitoring decreases operatingresgse while early detection helps provide increapéiche, preserves revenue,
and allows operators to better monetize their neksvo

Viavi's SE solutions are embedded network systerokxiling microprobes and software-that collectamalyze network data
to reveal the actual customer experience and igenpiportunities for new revenue streams. Thesetisois provide enhanced
network management, control, optimization and déffgiation for our customers. Using these solutions customers are able to
access and analyze the growing amount of netwdekfdam a single console, simplifying the procesdaploying, provisioning
and managing network equipment and services. Tt¢egsabilities allow network operators to initiatevéee to new customers
faster, decrease the need for technicians to madsit@ service calls, help to make necessary refester and, as a result, lower
costs while providing higher quality and more releaservices.

SE customers include similar CSPs, NEMs, governroegeinizations, large corporate customers, andgéesegment
customers that are served by our NE segment.

Optical Security and Performance Products

Our OSP segment leverages its core optical cotatmologies and volume manufacturing capabiligesign, manufacture,
and sell products targeting anti-counterfeitingystamer and industrial, government, healthcare #mer anarkets.

Our security offerings for the currency market i# OVP®, OVMP® and banknote thread substrates. @¥Pables a
color-shifting effect used by banknote issuerssaarity printers worldwide for anti-counterfeitiagplications on banknotes and
other high-value documents. Our technologies apéogled on the banknotes of more than 100 courtbiisy. OSP also develops
and delivers overt and covert anti-counterfeitingducts that utilize its proprietary printing platin and are targeted primarily at
the pharmaceutical and consumer-electronics markets

Leveraging our expertise in spectral managemenbandnique high-precision coating capabilities RQffovides a range of
products and technologies for the consumer andsindlimarket, including, for example, 3D sensipgical filters.

OSP value-added solutions meet the stringent reapgints of commercial and government customerspf@giucts are used
in a variety of aerospace and defense applicationkjding optics for guidance systems, laser epgegetion and night vision
systems. These products, including coatings andalfilters, are optimized for each specific apption.

OSP serves customers such as FLIR Systems, Kingsgatal, L-3 Communications, Lockheed Martin ankCBA.

Recently Issued Accounting Pronouncements

Refer to “Note 2. Recently Issued Accounting Praremments” regarding the effect of certain recertoanting
pronouncements on our consolidated financial statgsn

Critical Accounting Policies and Estimates

The preparation of our consolidated financial stests in conformity with accounting principles geally accepted in the
United States requires us to make estimates agdijedts that affect the reported amounts of asedtkabilities, net revenue and
expenses, and the related disclosures. We basstimates on historical experience, our knowledge@nomic and market factors
and various other assumptions that we believe teehsonable under the circumstances. Estimategudgthents used in the
preparation of our financial statements are, biy tiegure, uncertain and unpredictable, and deppod, among other things, many
factors outside of our control, such as demanddoproducts and economic conditions. Accordingly, estimates and judgments
may prove to be incorrect and actual results méigrdrom these estimates under different assumptar conditions. We believe
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the following critical accounting policies are affed by significant estimates, assumptions andyais used in the preparation of
our consolidated financial statements:

Revenue Recognition

We recognize revenue when it is realized or reblezand earned. We consider revenue realized lrabke and earned when
there is persuasive evidence of an arrangemeintedghas occurred, the sales price is fixed oeeinable, and collectability is
reasonably assured. Delivery does not occur uraitiyicts have been shipped or services have beerded, risk of loss has
transferred and in cases where formal acceptanesgigsred, customer acceptance has been obtainedstymer acceptance
provisions have lapsed. In situations where a fbameeptance is required but the acceptance olaliereto whether the product
meets its published specifications, revenue isgeized upon delivery provided all other revenu@ggttion criteria are met. The
sales price is not considered to be fixed or dateahbte until all contingencies related to the dwee been resolved.

We reduce revenue for rebates and other similawalhces. Revenue is recognized only if these estsr@an be reliably
determined. Our estimates are based on histogsalts taking into consideration the type of cusinrthe type of transaction and
the specifics of each arrangement.

In addition to the aforementioned general policike,following are the specific revenue recognitaticies for multiple-
element arrangements and for each major categagvehue.

Multiple-Element Arrangements

When a sales arrangement contains multiple delivesa such as sales of products that include ssyithe multiple
deliverables are evaluated to determine whethee thiee one or more units of accounting. Where tiseneore than one unit of
accounting, then the entire fee from the arrangémetiocated to each unit of accounting basetthemelative selling price. Under
this approach, the selling price of a unit of asttng is determined by using a selling price hielngrwhich requires the use of
vendor-specific objective evidence (“VSOE") of faalue if available, third-party evidence (“TPEFMSOE is not available, or
management’s best estimate of selling price (“BES$Pieither VSOE nor TPE is available. Revenueeisognized when the
revenue recognition criteria for each unit of agtting are met.

We establish VSOE of selling price using the pibarged for a deliverable when sold separately. @P&elling price is
established by evaluating similar and interchangeaedmpetitor goods or services in sales to sifyilsituated customers. When
VSOE or TPE are not available then we use BESPefaéy, we are not able to determine TPE becausproduct strategy differs
from that of others in our markets, and the extéotistomization varies among comparable produdsmvices from our peers. We
establish BESP using historical selling price tieadd considering multiple factors including, bat himited to geographies,
market conditions, competitive landscape, intecoals, gross margin objectives, and pricing prastigvhen determining BESP,
we apply significant judgment in establishing prigistrategies and evaluating market conditionspraduct lifecycles.

The determination of BESP is made through consoitawvith and approval by the segment managemergmsat
management may modify or develop new pricing pcastand strategies in the future. As these prisiragegies evolve, we may
modify our pricing practices in the future, whictaynresult in changes in BESP. The aforementionetbfe may result in a
different allocation of revenue to the deliverabifesultiple element arrangements from the curfisnal year, which may change
the pattern and timing of revenue recognition foese elements but will not change the total reveregegnized for the
arrangement.

To the extent a deliverable(s) in a multiple-eletr@@rangement is subject to specific guidancedkample, software that is
subject to the authoritative guidance on softwakenue recognition), we allocate the fair valuéhefunits of accounting using
relative selling price and that unit of accountis@ccounted for in accordance with the specificlgice. Some of our product
offerings include hardware that are integrated withold with software that delivers the functidgtyadf the equipment. We believe
this equipment is not considered software-relatetiveould therefore be excluded from the scope@éiithoritative guidance on
software revenue recognition.

Hardware
Revenue from hardware sales is typically recognizben the product meet delivery criteria.
Services

Revenue from services and system maintenancedgmeed on a straight-line basis over the ternhefaontract. Revenue
from professional service engagements is recogmired its delivery obligation is fulfilled. Reventedated to extended warranty
and product maintenance contracts is deferred @mhnized on a straight-line basis over the defiperiod. We also generate
service revenue from hardware repairs and caldomatihich is recognized as revenue upon completigheoservice.
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Software

Our software arrangements generally consist ofpgteal license fee and Post-Contract Support (“P@%here we have
established VSOE of fair value for PCS contradts based on the renewal rate or the bell curvihaamlogy. Revenue from
maintenance, unspecified upgrades and technicpbsuis recognized over the period such items alieated. In multiple-element
revenue arrangements that include software, soétnelated and non-software-related elements ar@uated for in accordance
with the following policies.

« Non-software and software-related products areddfied based on a relative selling price
» Software-related products are separated into oh@gscounting if all of the following criteria areet:
o The functionality of the delivered element(s) i dependent on the undelivered element(s).
o There is VSOE of fair value of the undelivered edein(s).
o Delivery of the delivered element(s) representsctiimination of the earnings process for that elet(sg.

If these criteria are not met, the software revaewkeferred until the earlier of when such créeare met or when the last
undelivered element is delivered. If there is VS@Ehe undelivered item(s) but no such evidencetferdelivered item(s), the
residual method is used to allocate the arrangecmsrsideration. Under the residual method, the amficonsideration allocated
to the delivered item(s) equals the total arranggmmensideration less the aggregate VSOE of theliveded elements. Generally
VSOE has not been established for PCS, and in tteses we have recognized revenue ratably oved? @& period after all
software elements have been delivered and thewmlglivered item is PCS.

Allowances for Doubtful Accounts

We perform credit evaluations of our customersaficial condition. We maintain allowances for doubtccounts for
estimated losses resulting from the inability of oustomers to make required payments. We recardbad debt expenses as
SG&A expense. When we become aware that a speasgtomer is unable to meet its financial obligagitmus, for example, as a
result of bankruptcy or deterioration in the custéoimoperating results or financial position, wea a specific allowance to
reflect the level of credit risk in the customearigstanding receivable balance. In addition, wemadditional allowances based
on certain percentages of our aged receivable badai hese percentages are determined by a vafiftstors including, but not
limited to, current economic trends, historical peyt and bad debt write-off experience. We arahlat to predict changes in the
financial condition of our customers, and if circatamces related to our customers deteriorate stimmaes of the recoverability of
our trade receivables could be materially affeetad we may be required to record additional allaseanAlternatively, if we
provide more allowances than we need, we may rexaep®rtion of such provisions in future periodsdzhon our actual collection
experience.

Investments

Our investments in debt securities and marketaipl@yesecurities are primarily classified as aua#afor-sale investments or
trading securities and are recorded at fair valte.cost of securities sold is based on the sjgadéntification method. Unrealized
gains and losses on available-for-sale investmemtispf tax, are reported as a separate componémnweur Consolidated
Statements of Stockholders’ Equity. Unrealized gain losses on trading securities resulting frormnges in fair value are
recognized in current earnings. Our short-termstwents, which are classified as current assetlsida certain securities with
stated maturities of longer than twelve monthshay tire highly liquid and available to support entroperations.

We periodically review our investments for impaimhdf a debt security’s market value is below atimed cost and we either
intend to sell the security or it is more likelyathnot that we will be required to sell the segusifore its anticipated recovery, we
record an other-than-temporary impairment chargewestment income (loss) for the entire amounthefinpairment; if a debt
security’s market value is below amortized costwedio not expect to recover the entire amortipstiaf the security, we separate
the other-than-temporary impairment into the portibthe loss related to credit factors, or th@ittess portion, and the portion of
the loss that is not related to credit factorsther non-credit loss portion. The credit loss parti® the difference between the
amortized cost of the security and our best estiroithe present value of the cash flows expeatdxbtcollected from the debt
security. The non-credit loss portion is the realdamount of the other-than-temporary impairmeihie Tredit loss portion is
recorded as a charge to income (loss), and theregdit loss portion is recorded as a separate coemi@f Other comprehensive
income (loss).
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Inventory Valuation

We assess the value of our inventory on a quar@dis and write-down those inventories which ésotete or in excess of
our forecasted usage to their estimated realizadlee. Our estimates of realizable value are bageh our analysis and
assumptions including, but not limited to, foreeastales levels by product, expected product lfiecproduct development plans
and future demand requirements. Our product lineagament personnel play a key role in our excegswgrocess by providing
updated sales forecasts, managing product tramsi¢ind working with manufacturing to maximize remgwof excess inventory. If
actual market conditions are less favorable thariaracasts or actual demand from our customdosisr than our estimates, we
may be required to record additional inventory exdbwns. If actual market conditions are more falate than anticipated,
inventory previously written down may be sold, féag in lower cost of sales and higher income froperations than expected in
that period.

Goodwill Valuation

We test goodwill for possible impairment on an airhasis in our fourth quarter and at any otheetifrevents occur or
circumstances indicate that the carrying amougbofiwill may not be recoverable. Circumstancesdbald trigger an impairment
test include, but are not limited to: a significaulverse change in the business climate or legabrig an adverse action or
assessment by a regulator, changes in customeyst tearkets and strategy, unanticipated competitiss of key personnel, or the
likelihood that a reporting unit or significant pion of a reporting unit will be sold or otherwidesposed.

The authoritative guidance allows an entity to asspialitative factors to determine whether itdsessary to perform the
two-step quantitative goodwill impairment testaff entity determines that as a result of the cptalé assessment that it is more
likely than not (i.e. greater than 50% likelihodlat the fair value of a reporting unit is lessrthig carrying amount, then the
guantitative test is required. Otherwise, no furthsting is required. The two-step quantitativedyill impairment test requires us
to estimate the fair value of our reporting urlitshe carrying value of a reporting unit exceeddair value, the goodwill of that
reporting unit is potentially impaired and we predéo step two of the impairment analysis. In stapof the analysis, we measure
and record an impairment loss equal to the exdahg carrying value of the reporting unit’s gootlwizer its implied fair value, if
any.

Application of the goodwill impairment test requirpidgments, including: identification of the refdog units, assigning
assets and liabilities to reporting units, assigmgjaodwill to reporting units, a qualitative assesst to determine whether there are
any impairment indicators, and determining thevalue of each reporting unit. We generally estenhe fair value of a reporting
unit using a combination of the income approachc¢hvbstimates the fair value based on the futwseatdinted cash flows, and the
market approach, which estimates the fair valuedas comparable market prices. Our significanireges in the income
approach include: our weighted average cost otalafong-term rate of growth and profitability thfe reporting unit's business,
and working capital effects. The market approatimeages the fair value of the business based omparison of the reporting unit
to comparable publicly traded companies in simlilaes of business. Significant estimates in thekeiaapproach include:
identifying similar companies with comparable besis factors such as size, growth, profitabilisk &nd return on investment, and
assessing comparable revenue and operating incaitiples in estimating the fair value of the refrgtunit.

We base our estimates on historical experienceoandirious assumptions about the future that welehkre reasonable
based on available information. Unanticipated evamid circumstances may occur that affect the acgwf our assumptions,
estimates and judgments. For example, if the pfioair common stock were to significantly decream®abined with other adverse
changes in market conditions, thus indicating thatinderlying fair value of our reporting unitsyeave decreased, we might be
required to reassess the value of our goodwilhéngeriod such circumstances were identified.

In the fourth quarter of fiscal 2016 we recordegoadwill impairment charge of $91.4 million, thdlfamount of SE’s
goodwill balance, in the accompanying Consolid&wdements of Operations. The impairment was détedras we completed
our annual operating plan for fiscal 2017 in thertb quarter which revealed a longer investmenlecyill be needed for certain
growth products within the SE segment, coupled witkecline in the segment’s revenue and operatwfigability in fiscal 2016.
Refer to “Note 9. Goodwill” for more information.

Long-lived Asset Valuation (Property, Plant and iguent and Intangible Assets)

Long-lived assets held and used

We test long-lived assets for recoverability, atdlsset group level, when events or changes imegtances indicate that their
carrying amounts may not be recoverable. Circunestsmhich could trigger a review include, but avélimited to: significant
decreases in the market price of the asset; significant adverse changes in the business climate or legal factors; accumulation of costs
significantly in excess of the amount originally expected for the acquisition or construction of the asset; current period cash flow or
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operating losses combined with a history of logsesforecast of aainuing losses associated with the use of the asset; and current
expectation that the asset will more likely tham Im® sold or disposed of significantly before thd ef its estimated useful life.

Recoverability is assessed based on the diffetastveeen the carrying amount of the asset andutineo§ the undiscounted
cash flows expected to result from the use andtbatual disposal of the asset. An impairmentifoecognized when the carrying
amount is not recoverable and exceeds fair value.

Income Taxes

In accordance with the authoritative guidance aanting for income taxes, we recognize incomedassing an asset and
liability approach. This approach requires the geition of taxes payable or refundable for the entryear and deferred tax
liabilities and assets for the future tax consegasmf events that have been recognized in ountidated financial statements or
tax returns. The measurement of current and defeéapees is based on provisions of the enactedatavahd the effects of future
changes in tax laws or rates are not anticipated.

The authoritative guidance provides for recognitibdeferred tax assets if the realization of sieferred tax assets is more
likely than not to occur based on an evaluatiolnath positive and negative evidence and the re&ati®ight of the evidence. With
the exception of certain international jurisdicgpme have determined that at this time it is ntikedy than not that deferred tax
assets attributable to the remaining jurisdictiaiiknot be realized, primarily due to uncertaistielated to our ability to utilize our
net operating loss carryforwards before they expioeordingly, we have established a valuationvadince for such deferred tax
assets. If there is a change in our ability toizeadur deferred tax assets for which a valuatilemance has been established, then
our tax provision may decrease in the period inclviwe determine that realization is more likelyrthrot. Likewise, if we
determine that it is not more likely than not teatr deferred tax assets will be realized, thenlaatimn allowance may be
established for such deferred tax assets and wyr¢aision may increase in the period in whichmake the determination.

The authoritative guidance on accounting for uraety in income taxes prescribes the recognitioreshold and
measurement attributes for financial statementgeition and measurement of a tax position takesxpected to be taken in a tax
return. Additionally, it provides guidance on renin, classification, and disclosure of tax piosis. We are subject to income tax
audits by the respective tax authorities in athefjurisdictions in which we operate. The deteation of tax liabilities in each of
these jurisdictions requires the interpretation apglication of complex and sometimes uncertaindss and regulations. We
recognize liabilities based on our estimate of Wwagtand the extent to which, additional tax ligie are more likely than not. If
we ultimately determine that the payment of sulialality is not necessary, then we reverse thailiiy and recognize a tax benefit
during the period in which the determination is m#itat the liability is no longer necessary.

The recognition and measurement of current taxgatpe or refundable and deferred tax assets drititiess requires that we
make certain estimates and judgments. Changeede #stimates or a change in judgment may havéesiahdmpact on our tax
provision in a future period.

Restructuring Accrual

In accordance with authoritative guidance on actingrior costs associated with exit or disposaivites, generally costs
associated with restructuring activities are re@eph when they are incurred. However, in the cdseases, the expense is
estimated and accrued when the property is vac@igdn the significance of, and the timing of tke@ution of such activities, this
process is complex and involves periodic reassassnud estimates made from the time the property vacated, including
evaluating real estate market conditions for exg@eacancy periods and sub-lease income. Additigraliability for post-
employment benefits for workforce reductions redatie restructuring activities is recorded when pagtris probable and, the
amount is reasonably estimable. We continuallywatalthe adequacy of the remaining liabilities wodee restructuring initiatives.
Although we believe that these estimates accuragdlgct the costs of our restructuring plans, aktasults may differ, thereby
requiring us to record additional provisions oraese a portion of such provisions.

Pension and Other Postretirement Benefits

The funded status of our retirement-related bepéits is recognized in the Consolidated BalaneeShThe funded status is
measured as the difference between the fair vdlpkap assets and the benefit obligation at figealr end, the measurement date.
For defined benefit pension plans, the benefitgattion is the projected benefit oldigpn (“PBO”); and for the non-pension
postretirement benefit plan, the benefit obligatisrthe accumulated postretirement benefit obligatiAPBO”). The PBO
represents the actuarial present value of bere{jiected to be paid upon retirement. The APBO ssmts the actuarial present
value of postretirement benefits attributed to exypé services already rendered. Unfunded or parfiasided plans, with the
benefit obligation exceeding the fair value of plassets, are aggregated and recorded as a retireménnon-pension
postretirement benefit obligation equal to thisessec The current portion of the retirement-relékeukfit obligation represents the
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actuarial present value of benefits payable im#d 12 months in excess of the fair value of glssets, measured on a plan-by-
plan basis. This liability is recorded in Otherreunt liabilities in the Consolidated Balance Sheets

Net periodic pension cost (income) is recordetién@onsolidated Statement of Operations and inslsevice cost, interest
cost, expected return on plan assets, amortizafiprior service cost and (gains) losses previotstpgnized as a component of
accumulated other comprehensive income. Serviderepgesents the actuarial present value of ppatitibenefits attributed to
services rendered by employees in the current yrearest cost represents the time value of moostassociated with the passage
of time. (Gains) losses arise as a result of difiees between actual experience and assumpticass aresult of changes in
actuarial assumptions. Prior service cost (creeijesents the cost of benefitimprovements attilile to prior service granted in
plan amendments. (Gains) losses and prior sereggtg credit) not recognized as a component of@ébgic pension cost (income)
in the Consolidated Statement of Operations as &hisg are recognized as a component of accumutdited comprehensive
income on the Consolidated Balances Sheets, ntetxofThose (gains) losses and prior service costdif} are subsequently
recognized as a component of net periodic pengdngbcost (income) pursuant to the recognitionamdrtization provisions of
the authoritative guidance.

The measurement of the benefit obligation and rebgdic pension cost (income) is based on our egémand actuarial
valuations, provided by third-party actuaries, whace approved by our management. These valua#tiest the terms of the plans
and use participant-specific information such aspensation, age and years of service, as wellrtt@assumptions, including
estimates of discount rates, expected return angsaets, rate of compensation increases, andlityordides. We evaluate these
assumptions annually at a minimum. In estimatimgetkpected return on plan assets, we considerioatoeturns on plan assets,
adjusted for forward-looking considerations, inflatassumptions and the impact of the active manageof the plan’s invested
assets.

Loss Contingencies

We are subject to the possibility of various losstingencies arising in the ordinary course of bess. We consider the
likelihood of loss or impairment of an asset oritieirrence of a liability, as well as our abilityreasonably estimate the amount of
loss in determining loss contingencies. An estiiohédss is accrued when it is probable that an &ssatbeen impaired or a liability
has been incurred and the amount of loss can bemahly estimated. We regularly evaluate currdotination available to us to
determine whether such accruals should be adjastédvhether new accruals are required.
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RESULTS OF OPERATIONS

The results of operations for the current perierant necessarily indicative of results to be etgubtor future periods. The
following table summarizes selected Consolidatede®tents of Operations items as a percentage oévetue:

Segment net revenue:
NE
SE
OSP
Net revenue
Cost of sales
Amortization of acquired technologies
Gross profit
Operating expenses:
Research and development
Selling, general and administrative
Goodwill impairment
Amortization of other intangibles
Restructuring and related charges
Total operating expenses
Loss from operations

Interest and other income (expense), net

Gain on sale of investments
Interest expense

Loss from continuing operations before income taxes
(Benefit from) provisions for income taxes

(Loss) income from continuing operations, net af ta
Loss from discontinued operations, net of tax

Net (loss) income

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
55.7 % 58.C % 61.5 %
16.¢ 19.¢ 16.€
27.4 22.1 21.7

100.( 100.( 100.(
37.4 36.¢ 39.4
1. 3.7 3.7
60.7 59.F 56.9
18.4 19.¢ 17.5
38.7 43.1 41.F
10.1 — —
1.6 2.2 1.7
1.2 3.1 2.2
70.C 68. 62.C
(9.3) (8.7) (6.0)
0.2 0. (0.7)
7.8 — —
(3.9 (3.9 (3.2
(5.1) (12.0 (9.3)
0.E 3.C (1.9
(5.6) (15.0) (8.0)
(5.9 4. 6.1
(10.9% (10.1)% (1.9)%
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Financial Data for Fiscal 2016, 2015 and 2014

The following table summarizes selected Consoldi&tatement of Operations items (in millions, exdeppercentages):

Percent Percent
2016 2015 Change Change 2015 2014 Change Change
Segment net revenue:
NE $ 504.6 506.8 $ (2.2 (0.H)% $ 506.8 $ 570.1 $ (63.3) (11.1)%
SE 153.¢ 174.: (20.7) (11.9 174.: 156.( 18.: 11.%
OSP 248.] 192.8 55.C 28.7 192.8 200.8 (8.0 (4.0
Net revenue $ 906.: 873.¢ $ 32« 3.7%$ 873.¢ $ 926¢ $ (53.0 (5.1)%
Amortization of acquired
technologies $ 17.:c 31.¢ $ (149 (45.6)% $ 31 $ 341 $ (2.2 (6.5)%
Percentage of net revenue 1.€ % 3.7% 3.7% 3.7%
Gross profit 549.7 520.1 $ 29.¢ 57%  520.1 527.8 $ (7.7) (12.5)%
Gross margin 60.7 % 59.5% 59.5% 56.€ %
Amortization of
intangibles 14.€ 19t (4.9 (25.0)% 19t 15.5 4.C 25.8 %
Percentage of net revenue 1.€ % 2.2% 2.2% 1.7%
Research and
development 166.¢ 173.3 (6.9 4.0% 173.3 161.8 11.5 7.1 %
Percentage of netrevent  18.Z % 19.8% 19.8% 17.5 %
Selling, general and
administrative 351.1 376.: (25.2) (6.71)% 376.: 384.¢ (8.5 (2.2)%
Percentage of net revenue 38.7 % 43.1% 43.1% 41.5%
Impairment of goodwill 91.2 — 91.¢ 100.C % — — — — %
Percentage of netrevent  10.1 % —% —% — %
Restructuring and relatel
charges 10.t 26.¢ (16.9) (60.6)% 26.¢ 21:¢ 5.t 25.8 %
Percentage of netrevenue 1.2 % 3.1% 3.1% 22%
Gain on sale of
investments 71.€ 0.1 71t 71,500.0 % 0.1 0.4 (0.9) (75.0)%
Percentage of net reveni 7.€% —% —% — %
Provision for (benefit
from) income taxes 4.t 26.1 (21.¢ (82.8)% 26.1 (11.2) 37.% (333.0%
Percentage of net revenue 0.5 % 3.0% 3.0% (1.3)%
Loss (income) from
discontinued operations,
net of tax (48.9) 43.3 (92.7) (212.)% 43.3 56.8 (13.5) (23.8)%
Percentage of netrevent  (5.4)% 4.S% 4.S% 6.1 %
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Foreign Currency Impact on Results of Operations

While the majority of our net revenue and operaérgenses are denominated in U.S. dollar, a poofi@ur international
operations are denominated in currencies otherttiat).S. dollar. Changes in foreign exchange nai@g significantly affect
revenue and expenses. While we use foreign curreadging contracts to mitigate some foreign curyesmahange risk, these
activities are limited in the protection that th@gvide us and can themselves result in lossehade presented below “constant
dollar” comparisons of our net sales and operagixygenses which exclude the impact of currency exgdaate fluctuations.
Constant dollar net revenue and operating expeasesion-GAAP financial measures, which is informatderived from
consolidated financial information but not presenite our financial statements prepared in accordawmith U.S. GAAP. Our
management believes these non-GAAP measures, winsidered in conjunction with the corresponding.\ GBAP measures,
may facilitate a better understanding of changeseirrevenue and operating expenses.

Fiscal 2016 and 2015

If currency exchange rates had been constantial {16 and fiscal 2015, our consolidated netrregén “constant dollars”
would have increased by approximately $22 millimn2.5% of net revenue, which primarily impacted N& and SE segments.
The impact of foreign currency fluctuations on metvenue was not indicative of the impact on nebine due to the
offsetting foreign currency impact on operatingts@d expenses. If currency exchange rates hactbastant in fiscal 2016 and
fiscal 2015, our consolidated operating expensésoinstant dollars” would have increased by appr@tely $16 million, or 1.8%
of net revenue.

Fiscal 2015 and 2014

During the second half of fiscal 2015, the sigmifit strengthening of the U.S. Dollar relative tot@i@ other foreign
currencies (namely the Euro, Japanese Yen and @anBdllar) had an unfavorable impact on our repdinternational net
revenues but a favorable impact on our reporteziiational operating expenses because these amueergsranslated at lower
rates in fiscal 2015 than in fiscal 2014. If cuegexchange rates had been constant in fiscal 20d $iscal 2014, our consolidated
net revenue in “constant dollars” would have insezhby approximately $15 million, or 1.7% of neteeue, which primarily
impacted our NE and SE segments. The impact oigior@irrency fluctuations on net revenue was nditative of the impact on
net income due to the offsetting foreign currermopact on operating costs and expenses. If currerclgange rates had been
constant in fiscal 2015 and fiscal 2014, our cadstéd operating expenses in “constant dollars” ldidwave increased by
approximately $11 million, or 1.3% of net revenue.

The Results of Operations are presented in accoedaith U.S. GAAP and not using constant dollarsteRto Item 7A.
Qualitative and Quantitative Disclosures about MaRisk of this Annual Report on Form 10-K for huet details on foreign
currency instruments and our related risk managéesteategies.

Net Revenue

Following the Separation, revenue from our serafferings exceeds 10% of our total consolidatedraeénue and is
presented separately in our Consolidated Stateroéftgerations. Service revenue primarily consi$teaintenance and support,
extended warranty, professional services and pm#tact support in addition to other services saghentals, loaners and repair
services. When evaluating the performance of ogimmssts, Management focuses on total net revenass grofit and operating
income and not the product or service categorieas€quently, the following discussion of busineggisent performance focuses
on total net revenue, gross profit, and operatiggine consistent with our approach for managindtteness.

Fiscal 2016 and 2015

Net revenue increased by $32.4 million, or 3.7%irdufiscal 2016 compared to fiscal 2015. This @ae was primarily due
to an increase in our OSP segment, partially offyetecreases in our SE and NE segments as discoskanv.

Product revenues increased by $37.6 million, o%4 @uring fiscal 2016 compared to fiscal 2015. Tiisease was driven by
$62.4 million of product revenue increases from @8P and NE segments, primarily due to higher denfanour Anti-
Counterfeiting product line in our OSP segmentiasu$sed below. This was partially offset by a 82#illion product revenue
decrease from our SE segment primarily due to drdeim our more mature Assurance solutions.

Service revenues decreased $5.2 million, or 5.1#ind fiscal 2016 compared to fiscal 2015. Thisrdase was driven by a
$9.6 million decline in service revenue from our 8Egment primarily related to the release of nevdpct offerings impacting the
timing of renewals for support and maintenancereats, coupled with lower revenue from repair S=wi This was partially offset
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by $4.4 million of service revenue increases fram®E and OSP segments driven by maintenance apdiicontracts for our
Enterprise offerings in our SE segment.

NE net revenue remained relatively flat, decreabyn$2.2 million, or 0.4%, during fiscal 2016 comgto fiscal 2015. This
was driven by $21.7 million of net revenue decredsam our Wireline and Wireless offerings, pattiaffset by $19.5 million of
net revenue increases from our Lab offerings. \ivieshnd Wireless net revenue decreased in thd #8d® primarily as the prior
period reflected Wireline net revenue from a siigaifit ramp for a one-time project from a key custgneoupled with lower
services revenue. This was partially offset byragtl in our fiber lab and field test instrumentsein by “FTTH” and “Fiber for
Wireless Backhaul” deployments in North America d80G deployments globally as well as higher demfanaur optical
transport products.

SE net revenue decreased by $20.7 million, or 1,1d@#ing fiscal 2016 compared to fiscal 2015. TEsrease was driven by
$23.5 million of net revenue decreases from ounfesce and Wireless Solutions offerings primariig do a change in product
mix as our more mature offerings declined at apeepace than the growth in our new offerings. Tas partially offset by $2.8
million of net revenue increases from our Entegoafferings.

OSP net revenue increased by $55.3 million, or®@8during fiscal 2016 compared to fiscal 2015. Tihisease was driven
by net revenue increases primarily from our Ant@trfeiting product line driven by cyclical demandour currency products
resulting from an increase in currency reprinting ank-note redesigns over the normal run-rdfie¢al 2016, coupled with net
revenue growth in our Consumer and Industrial andeBnment product lines.

Fiscal 2015 and 2014

Net revenue decreased by $53.0 million, or 5.7%nddiscal 2015 compared to fiscal 2014. This dase was primarily due
to a decrease in our NE and OSP segments, paxifdigt by an increase in our SE segment as disdussiow.

Product revenues decreased by $43.7 million, d¥5ddiring fiscal 2015 compared to fiscal 2014. Tasrease was driven
by $75.3 million of product revenue decreases fmmNE and OSP segments primarily due to a reduétic®CSP spending
impacting demand for our instruments products inNiE segment. This was partially offset by a $3ilion increase in product
revenue from our SE segment driven by the acqoisif Network Instruments in the second half ofdis2014.

Service revenues decreased $9.3 million, or 8.2#tnd fiscal 2015 compared to fiscal 2014. Thisrdase was driven by a
$13.3 million decrease in service revenue from3fisegment primarily due to a decline in our moat¢ume Assurance solutions.
This was partially offset by $4.0 million of sergicevenue increase from our NE and OSP segmertndsy NE repair services.

NE net revenue decreased by $63.3 million or 11di#ng fiscal 2015 compared to fiscal 2014. Tleisrdase was driven by
$74.7 million of net revenue decreases from oueWie and Lab offerings primarily due to a reductio CSP spending driven by
lower demand from key customers. This was partiafiget by $11.4 million of net revenue increasasdur Wireless offerings
driven by demand from CSPs.

SE net revenue increased by $18.3 million, or 11 di%ing fiscal 2015 compared to fiscal 2014. Thisease was driven by
$30.7 million of net revenue increases from incretaknet revenue from our Enterprise offerings Wwhie acquired in the third
quarter of fiscal 2014, coupled with revenue grofsdim our Wireless Solutions. This was partiall{sef by $12.4 million of net
revenue decreases primarily driven by a declireuinmore mature Assurance solutions.

OSP net revenue decreased by $8.0 million, or 4d0#ing fiscal 2015 compared to fiscal 2014. Thasr@ase was driven by
$35.1 million of net revenue decreases primariyrfithe planned exit of legacy products which wasgleted at the end of fiscal
2015 and lower demand from a key customer for 3ismg products in our Consumer and Industrial peotine. This was
partially offset by $27.1 million of net revenueirases primarily from our Anti-Counterfeiting puat line driven by cyclical
demand for our currency products.

Going forward, we expect to continue to encountarraber of industry and market risks and unceiigsrthat may limit our
visibility, and consequently, our ability to pretifature revenue, profitability and general finaalgerformance, and that could
create quarter over quarter variability in our finml measures. For example, while the majoritywinet revenue and expenses are
denominated in U.S. dollars, a portion of our inggional operations are denominated in foreignengies. Recently, the
strengthening of the U.S. dollar relative to certiireign currencies, namely the Euro, BraziliaralRend Canadian Dollar,
negatively impacted reported revenue and reduceckported expenses. Additionally, we have seesntetemand for our NE and
SE products affected by macroeconomic uncertaitiycannot predict when or to what extent theserntmiogies will be resolved.
Our revenues, profitability, and general finanpiaifformance may also be affected by: (a) strorgripressures due to, among
other things, a highly concentrated customer basgzasing competition, particularly from Asia-bdsempetitors, and a general
commoditization trend for certain products; (b) high product mix variability in our NE and SE mat, which affects revenue and
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gross margin; (¢) fluctuations in customer buying patterns, which cause demand, revenue and profitability volatility; and (d) the
current trend of communication industry consolidiatiwhich is expected to continue, that directfgets our NE and SE customer
bases and adds additional risk and uncertaintyitdimancial and business projections.

In fiscal 2017, we expect to continue to see aideah net revenue from our more mature Assuranda/direless Solutions
within our SE segment. In our OSP segment, we exfa@cCounterfeiting net revenue to decline ircAsyear 2017 from 2016
levels, as currency reprinting and baoferredesigns return to normal run rates; however, we expect growth drivers for the Anti-
Counterfeiting business to remain intact in thegtoarm.

Revenue by Region

We operate in three geographic regions: Americam-Racific and Europe Middle East and Africa (“EMIE Net revenue is
assigned to the geographic region and country win@r@roduct is initially shipped. For example,ta@r customers may request
shipment of our product to a contract manufacturene country, which may differ from the locatioftheir end customers. The
following table presents net revenue by the theggaphic regions we operate in and net revenue éauntries that exceeded
10% of our total net revenydollars in millions)

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014

Americas:
United States $ 396.¢ 43.8%% 424 48.5%% 448.¢ 48.4%
Other Americas 66.( 7.2% 62.t 7.2% 58.¢ 6.2%
Total Americas $ 462.¢ 51.1%$% 486.¢ 55.7%$% 507.¢ 54.7%
Asia-Pacific $ 166.< 18.3%$ 144 16.5% % 140.¢ 15.2%

EMEA:

Switzerland $ 135.¢ 15.(% $ 97.7 11.2% $ 98.( 10.€%
Other EMEA 141.¢ 15.6% 144 ¢ 16.6% 180.¢ 19.5%
Total EMEA $ 277 .¢ 30.¢% $ 242.¢ 27.8% $ 278.¢ 30.1%
Total net revenue $ 906.: 100.(% $ 873.¢ 100.(% $ 926.¢ 100.(%

Net revenue is assigned to geographic regions lmasedstomer shipment locations. Net revenue frostoeners outside the
Americas for the fiscal years ended 2016, 2015241d! represented 48.9%, 44.3% and 45.3% of nehueyeespectively. We
expect revenue from customers outside of North Acado continue to be an important part of our allaret revenue and an
increasing focus for net revenue growth opportasiti

Gross Margin

Gross margin in fiscal 2016 increased 1.2 percenpaints to 60.7% from 59.5% in fiscal 2015. Thisrease was primarily
due to a $14.6 million reduction in amortizationdsveloped technology driven by certain intangiésets becoming fully
amortized during fiscal 2015, coupled with an imyEnment in gross margin from our OSP segment priyndtie to favorable
product mix with higher anti-counterfeiting reveninefiscal 2016. This was partially offset by lowgross margin in our SE
segment and a change in overall segment mix a®8&rsegment, whose products generally carry a Igwss margin than our
NE and SE products, represented a higher perceafage total net revenue in fiscal 2016.

Gross margin in fiscal 2015 increased 2.6 percempaints to 59.5% from 56.9% in fiscal 2014. Thisrease was primarily
due to an improvement in gross margin within ourad® OSP segments driven by the addition of oundrignargin Enterprise
product line acquired in the third quarter of fis2@14 in our SE segment, coupled with increasedmee from higher margin anti-
counterfeiting products and the exit of lower mangigacy products in our OSP segment.

As discussed in more detail under “Net RevenueVabwe sell products in certain markets that ansalidating, undergoing
product, architectural and business model tramsitibave high customer concentrations, are highpetitive (increasingly due to
Asia-Pacific-based competition), are price sensitimd/or are affected by customer seasonal anglariant buying patterns. We
expect these factors to continue to result in éitg of our gross margin.
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Research and Development

R&D expense decreased by $6.9 million, or 4.0%ndufiscal 2016 compared to fiscal 2015. This daseavas primarily due
to a $3.6 million in-process research and developrfitPR&D”) impairment charge in the prior yeadated to a fiscal 2014
acquisition, coupled with $4.0 million net cost sms realized from our strategic restructuring \atiis related to site
consolidations, reorganizations, and the insouroimmutsourcing of R&D activities to align our irstenent strategy following the
Separation. This was partially offset by variousestincremental expenses incurred, including aoiutiti cost as fiscal 2016 was a
53-week fiscal year and contained one additionakemmpared to fiscal 2015. As a percentage afavenue R&D decreased by
1.4 percentage points during fiscal 2016 compagefistal 2015 as the Company continues to exeeutgeted cost savings
initiatives.

R&D expense increased by $11.5 million, or 7.1%ijrdufiscal 2015 compared to fiscal 2014. This @age was primarily
driven by a $4.5 million increase in employee congation expense primarily due to our ongoing inwestt in R&D and our
strategic acquisitions in the second and third tgusiof fiscal 2014. Also contributing to the ingse was a $3.6 million IPR&D
impairment charge in fiscal 2015 related to a fi2€d.4 acquisition. As a percentage of net reveR&d) increased 2.3 percentage
points in fiscal 2015 as we continued to investun portfolio to develop new technologies, prodwstd services that offer our
customers increased value and strengthen our gogitiour core markets, coupled with lower net neeeas discussed above.

We believe that continuing our investments in R&[xiitical to attaining our strategic objectivese Wan to continue to
invest in R&D and new products that will furtheffdientiate us in the marketplace.

Selling, General and Administrative

SG&A expense decreased by $25.2 million, or 6. Teistal 2016 compared to fiscal 2015. This de@eeess primarily due
to a $30.5 million reduction in labor, benefits dadilities expenses driven by lower headcountsitedconsolidations associated
with our strategic restructuring activities and oimg cost reduction efforts coupled with increménterge from modification of
equity awards pursuant to Change of Control Bes®fiin covering spin-off in the prior year that @mrot there this year. This was
partially offset by an $8.4 million charge in fi$&@016 related to a litigation ruling impacting opension obligation. As a
percentage of net revenue, SG&A decreased by 4cépiRge points in fiscal 2016 primarily drivenday strategic cost reduction
efforts to optimize our expense structure.

SG&A expense decreased by $8.5 million, or 2.2%swoal 2015 compared to fiscal 2014. This decreaseprimarily due to
$17.4 million of various reductions including lowlabor and benefits expense primarily related toomntinuing cost reduction
efforts and strategic initiatives in preparatiom foe Separation. This was partially offset by @1million of Viavi-specific
incremental charges for professional fees and iadditpersonnel costs to complete the Separatisa. percentage of net revenue,
SG&Aincreased by 1.6 percentage points in fis@als2primarily due to costs incurred related togéparation of the Lumentum
business coupled with lower net revenue as disdusiseve.

We intend to continue to focus on reducing our SG&PBense as a percentage of net revenue. Howexbgwe in the recent
past experienced, and may continue to experiernbe ifuture, certain non-core expenses, such agargeand acquisitions-related
expenses, expenses related to our separationlofifieess into two public companies and litigaégpenses, which could increase
our SG&A expenses and potentially impact our pabiility expectations in any particular quarter.

Impairment of Goodwill

During the fourth quarter of fiscal 2016 the Companpaired the full balance of SE goodwill of $9tmllion which is
presented as “Impairment of goodwill” in the accamping Consolidated Statements of Operations. Tiygairment was
determined in the fourth quarter of fiscal 2018@sCompany completed its annual operating plafifoal 2017 which revealed a
longer investment cycle will be needed for certgiowth SE products, coupled with the decline innf@Erevenue and operating
profitability in fiscal 2016. Refer to “Note 9. Gdwill” for more information on goodwill includinguwr valuation approach and
assumptions.

Amortization of Intangibles

Amortization of intangibles for fiscal 2016 decred$19.5 million, or 37.9%, to $31.9 million fror6%4 million in fiscal
2015. This decrease is driven by a $14.6 millieduction in amortization of developed technologynarily due to certain
significant intangible assets becoming fully anmetdi in the fourth quarter of fiscal 2015.

Amortization of intangibles for fiscal 2015 increds$1.8 million, or 3.6%, to $51.4 million from $89million in fiscal 2014.
The increase is due incremental amortization @frigible assets from our fiscal 2015 acquisitiofffsed by certain significant
intangible assets becoming fully amortized.
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Acquired In-Process Research and Development (“IPR&")

In accordance with authoritative guidance, we recogIPR&D at fair value as of the acquisition dated subsequently
account for it as an indefinite-lived intangiblesasuntil completion or abandonment of the assediegsearch and development
efforts. We periodically review the stage of contiple and likelihood of success of each IPR&D praj@be nature of the efforts
required to develop IPR&D projects into commergiallable products principally relates to the contiple of all planning,
designing, prototyping, verification and testingiaties that are necessary to establish that theycts can be produced to meet
their design specifications, including functionsatures and technical performance requirements.

During fiscal 2014, we acquired IPR&D through tleguaisitions of Network Instruments and Trendiume Ehrrent status of
our significant IPR&D projects from acquisitionsais follows:

Network Instruments Acquisition

Network Instruments was acquired in the third geradf fiscal 2014 and was accounted for in accardanith the
authoritative guidance on business combinationthétime of acquisition, Network Instruments washie process of developing
next generation integrated network software sohgti®uring the first quarter of fiscal 2015, we qdeted our in-process research
and development (“IPR&D) project related to thewston of Network Instruments. Accordingly, $Inllion was transferred
from indefinite life intangible assets to acquiteveloped technology intangible assets and begartiaing over its useful life of
fifty-two months.

Trendium Acquisition

Trendium was acquired in the second quarter o&fi2014 and was accounted for in accordance withatithoritative
guidance on business combinations. At the timegtisition, Trendium was in the process of develigpietwork probe software
and next generation service assurance solutiommdpiiscal 2015, we recorded a $3.6 million IPR&Bpairment charge related to
the fiscal 2014 acquisition of Trendium in accorclamvith the authoritative accounting guidance. tharge was recorded to
Research and development (“R&D”) expense in thesGlitiated Statements of Operations. During fis6al&2 we completed our
in-process research and development (“IPR&D) ptajelated to the acquisition of Trendium. According1.8 million was
transferred from indefinite life intangible asstetsicquired developed technology intangible asssishegan amortizing over its
useful life of thirty-six months.

Restructuring and Related Charges

From time to time, we have initiated strategic mesring events primarily intended to reduce costmsolidate our
operations, rationalize the manufacturing of owdpicts and align our businesses in response toanewkditions. We estimate
annualized gross cost savings of approximatelyrifion excluding any one-time charge as a resiutie restructuring activities
initiated in the past year. We have reinvestedmand to reinvest a portion of our cost savings R&D and new products that we
believe will further differentiate us in the mangkice. See “Note 12. Restructuring and Relatedd&iséifor more information.

As of July 2, 2016, our total restructuring accrarak $18.0 million.

During fiscal 2016, we recorded $10.5 million istrecturing and related charges. The charges@mhination of new and
previously announced restructuring plans and areapily the result of the following:

i. During May and June of fiscal 2016, Management @ayga a plan within the NE and SE business segnmehBaared
Services function for organizational alignment andsolidation in as part of Viavi's continued cortimént for a more
cost effective organization. As a result, a restmiog charge of $8.8 million was recorded for semee and employee
benefits for approximately 190 employees primaiilynanufacturing, R&D, and SG&A functions locatedNorth
America, Latin America, Europe and Asia. Paymeelated to the remaining severance and benefitsiakare expected
to be paid by the end of the fourth quarter ofdis017.

ii. During the second quarter of fiscal 2016, Managemeproved a plan primarily impacting the NE and [&Einess
segments as part of Viavi's ongoing commitment daragile and more efficient operating structure.aAsesult, a
restructuring charge of $2.4 million was recordedseverance and employee benefits for approxim&teemployees
primarily in manufacturing, R&D, and SG&A functiohgcated in North America, Latin America, Europed &sia.
Payments related to the remaining severance arefitsesiccrual are expected to be paid by the etigkeahird quarter of
fiscal 2017.

ii. Arestructuring benefit of $1.0 million primarilglated to a reduction in the number of employe@aated by the Central
Finance and IT Restructuring Plan.
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During fiscal 2015, we recorded $26.8 million istreicturing and related charges. The charges@mhination of new and
previously announced restructuring plans and areagpily the result of the following:

During the second, third and fourth quarters afdi2015, Management approved a plan to elimirat@&in positions in
its shared services functions in connection with@ompany’s plan to split into two separate pubdimpanies. Further,
Management consolidated its operations, sales &l d&tganizations and eliminated positions withie thE and SE
segments to align to the Company’s product markategy and lower manufacturing costs in connectiath the
Separation. As a result, a restructuring chargg24f9 million was recorded for severance and engadyenefits for
approximately 330 employees in manufacturing, R&d §G&A functions located in North America, Latimé&rica,
Europe and Asia were impacted. Payments relatiée teemaining severance and benefits accrual gexcéed to be paid
by the end of the third quarter of fiscal 2018.

A restructuring charge of $1.9 million for previtwannounced restructuring plans.

During fiscal 2014, we recorded $21.3 million irstreicturing and related charges which were primpahé result of the
following:

Vi.

During the fourth quarter of fiscal 2014, Compangnmagement ("Management") approved a plan in the@¢ffnent to
realign its operations and strategy to allow faager investment in high-growth areas. As a reaultstructuring charge
of $4.6 million was recorded for severance and egg® benefits for 123 employees primarily in maotufang, R&D and
SG&A functions located in North America, Latin Ant, Asia and Europe. Payments related to the r@ntpseverance
and benefits accrual were paid by the end of thersgquarter of fiscal 2016.

During the fourth quarter of fiscal 2014, Managetrapproved a plan to eliminate positions and rengefoles and
responsibilities in our Shared Service functiowider to reduce cost, standardize global process#establish a more
efficient organization. As a result, a restructgriarge of $1.8 million was recorded for severamtbemployee benefits
for 48 employees primarily in general and admiaie functions located in the United States, LAfimerica, Asia and
Europe. Payments related to the remaining severmtbenefits accrual were paid by the fourth quart fiscal 2016.

During the third quarter of fiscal 2014, Managensgpyroved a plan in the NE segment to realigreitéises, support and
product resources in response to market condiiiotise mobile assurance market and to increasesfoousoftware
products and next generation solutions throughiaitmuns and R&D. As a result, a year to date tegtiring charge of
$7.2 million was recorded for severance and emgdgmnefits for 63 employees primarily in SG&A andmafacturing

functions located in North America, Latin Ameriéesia and Europe. Payments related to the remasgngrance and
benefits accrual are expected to be paid by theoétik first quarter of fiscal 2020.

During the second quarter of fiscal 2014, Managdrapproved a plan in the NE segment to exit theareimg space in
Germantown, Maryland. As of June 28, 2014, the Comgexited the workspace in Germantown under the. dlhe fair
value of the remaining contractual obligations, afesublease income as of June 28, 2014 was $@i®mPayments
related to the Germantown lease costs are exptxteslpaid by the end of the second quarter caffizg619.

During the second quarter of fiscal 2014, Managdrapproved a plan to eliminate positions and rérgefoles and
responsibilities in the Finance and IT organizatmalign with the future state of the organizasiemder new executive
management and move positions to lower-cost logatichere appropriate. As a result, a year-to-@asteucturing charge
of $3.1 million was recorded for severance and fiesrfer 22 employees primarily in SG&A functionsdated in North
America, Asia and Europe. Payments related todimaining severance and benefits accrual are exjxedbe paid by the
end of the third quarter of fiscal 2022.

A restructuring benefit of $0.6 million for previsly announced restructuring plans.

Our restructuring and other lease exit cost olibigat are net of sublease income or lease settleestimates of
approximately $1.1 million. Our ability to generateblease income, as well as our ability to terteifaase obligations and
recognize the anticipated related savings, is fligependent upon the economic conditions, partiju@mmmercial real estate
market conditions in certain geographies, at tine tive negotiate the lease termination and subdeemegements with third parties
as well as the performances by such third parfiéfseir respective obligations. While the amounthawe accrued represents the
best estimate of the remaining obligations we etqmeiocur in connection with these plans, estimate subject to change. Routine
adjustments are required and may be required ifutbiee as conditions and facts change througlntiptementation period. If
adverse macroeconomic conditions continue, paditjuhs they pertain to the commercial real esteteket, or if, for any reason,
tenants under subleases fail to perform their aibgs, we may be required to reduce estimateddsublease income and adjust
the estimated amounts of future settlement agretsyemd accordingly, increase estimated costsiteentain facilities. Amounts
related to the lease expense, net of anticipatelease proceeds, will be paid over the respeatiasd terms through fiscal 2019.
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Gain on Sale of Investments

Gain on sale of investments of $71.6 million ic&k2016 primarily to the sale of approximatelydiiion shares of the 11.7
million shares of Lumentum common stock which wetained as part of the Separation. We recognizessgealized gain of $71.5
million, which is reflected in "Gain on sale of estments" in the Company’s Consolidated Statenmé@perations and within the
operating activities section of the StatementsastCFlows, while the cash proceeds received dectedl in “Sales of available-
for-sale investments” within the investing actiggtisection. Additionally, the sale gave rise t@.8 #illion tax effect related to the
intraperiod tax allocation rules. As of July 2, B0the Company owns approximately 7.2 million sekareLumentum’s common
stock with an unrealized gain of $109.2 millionf&eo “Note 8. Investments and Fair Value Measwnetsi for more information.

Interest Expense

Interest expense increased by $2.4 million, or 7@%ing fiscal 2016 compared to fiscal 2015. Tus primarily due to the
accretion of unamortized debt discount relatedhéo2033 Notes.

Interest expense increased by $3.9 million, or%3 @uring fiscal 2015 compared to fiscal 2014. Tvas primarily due to an
increase of $4.6 million and $0.6 million in acdwetof unamortized debt discount and contractuairest expense related to the
2033 Notes, which were issued on August 21, 20bi& Was partially offset by a $1.3 million writefaff unamortized issuance
cost related to the termination of our $250.0 willrevolving credit facility in the first quartef fiscal 2014.

Provision for (Benefit from) Income Tax

Fiscal 2016 Tax Expense/Benefit

We recorded an income tax expense of $4.5 milliori$cal 2016. The expected tax benefit deriveaplying the federal
statutory rate to our loss before income taxefigoal 2016 differed from the income tax expens®rded primarily as a result of
domestic and foreign losses that were not realizegdto valuation allowances and a tax expense .8fié8lion related to a one-
time increase in valuation allowance associatel déferred tax assets transferred to Lumentunrinextion with the Separation.
The tax expense was partially offset by a defetardbenefit of $9.5 million related to the writd of tax deductible goodwill and a
tax benefit of $20.7 million related to the incon@x intraperiod tax allocation rules for discongduoperations and other
comprehensive income.

Based on a jurisdiction by jurisdiction review otigipated future income and due to the continwEhemic uncertainty in
the industry, Management has determined that inyrahaur jurisdictions, it is more likely than nibiat our net deferred tax assets
will not be realized in those jurisdictions. Durifigcal 2016, the valuation allowance for defert@xlassets decreased by $160.2
million primarily due to the Lumentum transactid¥e are routinely subject to various federal, statg foreign audits by taxing
authorities. We believe that adequate amounts baga provided for any adjustments that may resuth these examinations

Fiscal 2015 Tax Expense/Benefit

We recorded an income tax expense of $26.1 miliofiscal 2015. The expected tax benefit derivgdpplying the federal
statutory rate to our loss before income taxefigoal 2015 differed from the income tax expens®mrded primarily as a result of
domestic and foreign losses that were not realizegdto valuation allowances.

Based on a jurisdiction by jurisdiction review otigipated future income and due to the continwEhemic uncertainty in
the industry, Management has determined that inyrahaur jurisdictions, it is more likely than nibiat our net deferred tax assets
will not be realized in those jurisdictions. Durifigcal 2015, the valuation allowance for defertaxi assets increased by $12.7
million. The increase was primarily related to ihereases in the deferred tax assets and intargibbetization. We are routinely
subject to various federal, state and foreign aumjttaxing authorities. We believe that adequatewats have been provided for
any adjustments that may result from these exarimat

Fiscal 2014 Tax Expense/Benefit

We recorded an income tax benefit of $11.2 milfienfiscal 2014. The expected tax benefit derivgépplying the federal
statutory rate to our loss before income taxe$igoal 2014 differed from the income tax beneftorled primarily as a result of
domestic and foreign losses that were not realizedto valuation allowances and offset by the raitmgn of $21.7 million of
uncertain tax benefits related to deferred taxtashge to the expiration of the statute of limdas in a non-US jurisdiction. In
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addition, we recorded a tax benefit of $6.4 millietated to the income tax intraperiod tax allamatiules in relation to other
comprehensive income.

Based on a jurisdiction by jurisdiction review otigipated future income and due to the continwhemic uncertainty in
the industry, Management has determined that inyrahaur jurisdictions, it is more likely than nibiat our net deferred tax assets
will not be realized in those jurisdictions. Durifigcal 2014, the valuation allowance for deferted assets decreased by
$12.1 million. The decrease was primarily relatedri increase in acquisition and debt issuancterktieferred tax liabilities. We
are routinely subject to various federal, statefaneign audits by taxing authorities. We belielvattadequate amounts have been
provided for any adjustments that may result frbese examinations.

Discontinued Operations

Our discontinued operations activities during fis2@16, 2015 and 2014 related to the SeparatioAugust 1, 2015 and
activities in fiscal 2016 related to the sale @& tiologram business (“Hologram Business”).

Lumentum Separation

As a result of the Separation, the financial rasoltLumentum are presented as discontinued opasatiuring fiscal 2016,
2015 and 2014. Net revenue attributable to the Iniom discontinued operations was $66.5 million,%23nillion and $816.3
million during fiscal 2016, 2015 and 2014, respegdil. Net (loss) income attributable to the Lumentdiscontinued operations
was $(49.0) million, $43.3 million $56.8 million dog fiscal 2016, 2015 and 2014, respectively. Raf&Note 3. Discontinued
Operations” for more information.

Hologram Business Disposition

During the fiscal 2016 we recorded $0.3 milliomef income from discontinued operations relateldediologram Business
related to proceeds received following a favoraibstration ruling to resolve a dispute regardimg amount we were owed under
an earnout clause in connection with the sale 820

Operating Segment Information (in millions):

Percentage Percentage

2016 2015 Change Change 2015 2014 Change Change
NE
Net revenue $504.6 $ 506.8 $ (2.2 (0.4)%$%$ 506.8 $ 570.1 $ (63.3) (11.1)%
Gross profit 329.% 333.¢ (4.2) (1.9%  333.¢ 371.( (37.7) (10.00%
Gross margin 65.3% 65.9% 65.9% 65.1%
SE
Net revenue $ 153.¢ $ 174 $ (20.79) (119% $ 174.: $ 156.C $ 18.: 11.7 %
Gross profit 99.4 119.2 (19.8) (16.6)% 119.2 95.4 23.8 24.9 %
Gross margin 64.7% 68.4% 68.4% 61.2%
NSE
Net revenue $658.2 $ 6811 $ (22.9) (3.4)%$% 6811 $ 7261 $ (45.0) (6.2)%
Operating income (loss  12.7 0.1 12.¢ (12,800.0)% (0.2 (0.2 0.1 (50.00%
Operating margin 1.9% —% —% —%
OSP
Net revenue $ 248.1 $ 192¢ $ 55:¢ 287 % $ 192.¢ $ 2006 $ (8.0 4.0)%
Operating income 102.9 68.1 34.8 51.1 % 68.1 63.8 4.3 6.7 %
Operating margin 41.5% 35.2% 35.2% 31.&%

41



Table of Contents

Network Enablement

NE gross margin decreased 0.6 percentage pointgydigcal 2016 to 65.3% from 65.9% in fiscal 20This decrease was
primarily due to unfavorable product mix, coupleithwa decline in net revenue as discussed above.

NE gross margin increased 0.8 percentage poinisgifiscal 2015 to 65.9% from 65.1% in fiscal 20T4is increase was
primarily due to favorable product mix, partiallffset by a decline in net revenue as discussedeabov

Service Enablement

SE gross margin decreased 3.7 percentage pointgydiscal 2016 to 64.7% from 68.4% in fiscal 20This gross margin
erosion was primarily driven by lower revenue lewehd unfavorable product mix from the continuadoif of our more mature,
but high margin, Assurance solutions. This was lipvith gross margin dilution driven by initial@ptances being received in
the second half of fiscal 2016 for growth Assurasakitions resulting in recognition of revenueaatér margin from hardware
components included in these solutions.

SE gross margin increased 7.2 percentage poinitsgdiscal 2015 to 68.4% from 61.2% in fiscal 20T4is gross margin
improvement was primarily driven by a more favoegptoduct mix, which included higher software araintenance revenue in
fiscal 2015 including incremental revenue from Buaterprise offerings as discussed above.

Network and Service Enablement (“NSE”)

NSE operating margin increased 1.9 percentagegpadiming fiscal 2016 compared to a break-even ¢ipgraargin in fiscal
2015. The increase in operating margin was primdtik to a decrease in operating expenses asanfgge of net revenue, largely
from reductions in general and administrative sfrgddriven by lower headcount as a result of egit restructuring plans
initiated in current and prior years and our ongaiost reduction initiatives. This was partiallyseft by a decline in NE and SE
gross margin as discussed above.

NSE operating margin was break-even in both fi204b and fiscal 2014. In fiscal 2015, operatingesges as a percentage
of net revenue increased driven by a decline inewetnue, as discussed above, coupled with anaserie headcount associated
with our ongoing R&D investments. This was offsgtitmprovements in gross margin primarily due to@enfavorable product
mix as discussed above.

Optical Security and Performance Products

OSP operating margin increased 6.2 percentagesuhiming fiscal 2016 to 41.5% from 35.3% in fis2@lL5. The increase in
operating margin was primarily due to an improvetiemross margin driven by an increase in revenum our higher margin
Anti-Counterfeiting product line, as discussed ahaoupled with a reduction in operating expenses@ercentage of net revenue.

OSP operating margin increased 3.5 percentagesuhiming fiscal 2015 to 35.3% from 31.8% in fis2@lL4. The increase in
operating margin was primarily due to an improvetiemross margin driven by an increase in revenum our higher margin
Anti-Counterfeiting product line, coupled with tagit from lower margin legacy products in the féwguarter of fiscal 2014. This
was partially offset by an increase in operatingemses as a percentage of net revenue driven ley fewenue as discussed above.

Liquidity and Capital Resources

Our cash investments are made in accordance witivastment policy approved by the Audit Committé@ur Board of
Directors. In general, our investment policy regsithat securities purchased be rated A-1/P-1, AtA2tter. Our policy allows an
allocation to securities rated A-2/P-2, BBB/Baabeitter, so long as such allocation below A-1/R/A2 but minimum A-2/P-2,
BBB/Baa2 does not exceed 10% of any investmeniqliartSecurities that are downgraded subsequemittchase are evaluated
and may be sold or held at management’s discrdtlorsecurity may have an effective maturity thateeeds 37 months, and the
average duration of our holdings may not exceexhdsths. At any time, no more than 5.0% or $5.0iamllwhichever is greater,
of each of our investment portfolios may be con@gatl in a single issuer other than the U.S. cgrgign governments or agencies.
Our investments in debt securities and marketadplitye securities are primarily classified as avalgafor-sale investments or
trading assets and are recorded at fair value cobeof securities sold is based on the speciéatitication method. Unrealized
gains and losses on available-for-sale investnagnateecorded as other comprehensive (loss) incodhare reported as a separate
component of stockholders’ equity. We did not haldy investments in auction rate securities, moegagcked securities,
collateralized debt obligations, or variable ragenédnd notes at July 2, 2016 and virtually all debtirities held were of investment
grade (at least BBB-/Baa3). As of July 2, 2016,.\é18ities owned approximately 67.4% of our cagh@ash equivalents, short-
term investments and restricted cash.
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As of July 2, 2016, the majority of our cash inveshts have maturities of 90 days or less and ahégbf credit quality.
Although we intend to hold these investments toumigt in the event that we are required to seill ahthese securities under
adverse market conditions, losses could be recedron such sales. During the year ended July 2,204 have not realized
material investment losses but can provide no asserthat the value or the liquidity of our investits will not be impacted by
adverse conditions in the financial markets. Inigaid, we maintain cash balances in operating actothat are with third party
financial institutions. These balances in the th8y exceed the Federal Deposit Insurance Corpar@#®IC”) insurance limits.
While we monitor the cash balances in our operaawpunts and adjust the cash balances as appeothese cash balances could
be impacted if the underlying financial institutsofail.

Year Ended July 2, 2016

As of July 2, 2016 our combined balance of cashcaisti equivalents, short-term investments andatestrcash increased by
$140.4 million to $979.8 million from $839.4 millicas of June 27, 2015, including cash and caslvaeuits and short-term
investments of $13.8 million transferred to LumentiAdditionally, the cash provided by and used perating, investing and
financing activities below contains activities teldto Lumentum through the separation date.

Cash provided by operating activities was $52.%ioni] primarily resulting from $69.0 million of nédss adjusted for both
non-cash charges (e.g., goodwill impairment, déatien, amortization of intangibles, stock-basethpensation, amortization of
debt issuance cost and discount, and a gain orokaleestments) and changes in deferred tax amer dédx balances which are
non-cash in nature, partially offset by changesperating assets and liabilities that used $16lflomi Our cash provided by
operating activities was also impacted by our Ssjpar related activities. Changes in our operadisgets and liabilities related
primarily to a decrease in accrued payroll andteel@xpenses of $25.2 million due to timing of saknd bonus payments, a
decrease in accounts payable of $2.1 million duegber payment activity and a decrease in accenpenses and other current
and non-current liabilities of $10.8 million priniigrdue to separation related liabilities for bethployee severance and third party
payments paid after Separation. This was partaifiet by cash inflows from a decrease in accorgusivable of $23.4 million
primarily driven by timing of collections of Lumanh related accounts receivable prior to the Sejoarat

Cash provided by investing activities was $244.Boni, primarily resulting from $689.0 million ofrpceeds from the sales
and maturities of available-for-sale investments ather assets, which included proceeds of $108libmfrom the sale of 4.5
million shares of Lumentum common stock in fisc@l8, and a $14.0 million decrease in restricteti qaartially offset by $422.4
million of purchases of available-for-sale investiseand $35.5 million of cash used for capital exjiires.

Cash used in financing activities was $147.7 milliprimarily resulting from activities related teetSeparation during first
quarter of fiscal 2016 and $44.5 million used iarghrepurchase programs. In accordance with thériGotion Agreement, the
Company made cash contributions of $137.6 milliamentum, which was partially offset by $35.8 mitli’om the sale of
Lumentum Series A Preferred Stock to Amada Hold®gs Ltd. (“Amada”) pursuant to a binding commitmender the Securities
Purchase Agreement. Cash used in financing aesvilso include payment of financing obligation$5f9 million primarily
related to holdback payment related to a 2013 aitgpn, partially offset by $4.5 million in procegérom the exercise of stock
options and the issuance of common stock undeemmpioyee stock purchase plan.

Year Ended June 27, 2015

As of June 27, 2015 our combined balance of cadltash equivalents, short-term investments andatest cash decreased
by $41.9 million to $839.4 million, which includ&4 3.8 million which was transferred to Lumentunpasg of the Separation, from
$881.3 million as of June 28, 2014. Additionallye tcash provided by and used in operating, invgstimd financing activities
during fiscal 2015 below contains activities rethte Lumentum.

Cash provided by operating activities was $82.3ioni] primarily resulting from $155.4 million of hencome adjusted for
both non-cash charges (e.g., depreciation, ambdizand stock-based compensation) and changes deferred tax and other tax
liabilities balances which are non-cash in natpagtially offset by changes in operating assets laimlities that used $73.1
million. Our cash provided by operating activitieas also impacted by our Separation related aieviihcluding our restructuring
events. Changes in our operating assets and liabitielated primarily to a decrease in accruedgignd related expenses of
$32.4 million due to timing of salary and bonus payts, an increase in accounts receivable of $blion primarily due to
collections timing, a decrease in accounts payab®10.1 million due to higher payment activity aadlecrease in accrued
expenses and other current and non-current ligsildf $6.8 million.

Cash used in investing activities was $5.8 milljprignarily resulting from $562.7 million of purctesof available-for-sale
investments and $101.5 million of cash used foitahpxpenditures, partially offset by $652.4 naitliof proceeds from the sales
and maturities of available-for-sale investmentd ather assets and a $6.0 million decrease inctstrcash.
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Cash used in financing activities was $7.3 milliprimarily resulting from holdback payments of $illion related to our
acquisitions in fiscal 2015 and $4.8 million of kbassed to repurchase our common stock, partiafsebby $20.8 million of
proceeds from the exercise of stock options andswance of common stock under our employee giamkhase plan.

Year Ended June 28, 2014

As of June 28, 2014 our combined balance of cagltash equivalents, short-term investments andatest cash increased
by $365.4 million, or 70.8%, to $881.3 million frdb815.9 million as of June 29, 2013. The increntke combined balance was
primarily driven by $650.0 million of cash receiviedm the issuance of the 2033 Notes and $176 iomibf cash provided by
operations, partially offset by (i) $216.0 millia cash used for the acquisitions of Network Insieats, Time-Bandwidth and
Trendium, (ii) $155.2 million of cash used to reghase our common stock and (iii) $99.8 million ale used for capital
expenditures. Additionally, the cash provided bg ased in operating, investing and financing atésiduring fiscal 2014 below
contains activities related to Lumentum.

Cash provided by operating activities was $17616anj primarily resulting from $175.9 million ofat income adjusted for
both non-cash charges (e.g., depreciation, ambdizand stock-based compensation) and changeas idederred tax balances
which are non-cash in nature, partially offset bgreges in operating assets and liabilities of gollion. Changes in our operating
assets and liabilities related primarily to a $2%iflion increase in accounts payable due to timang slightly slower payment
activity in the fourth quarter of fiscal 2015 aswuared to the same period in the prior year, dbriidfset by a $19.6 million
decrease in accrued payroll and related expensesodilne lower commissions and variable incentiag and a $9.6 million
increase in accounts receivable due to a yearye@rincrease in revenue.

Cash used in investing activities was $651.8 nmilljprimarily resulting from (i) $1,072.9 million @lurchases of available-
for-sale investments, (ii) $216.0 million of cadled for the acquisitions of Network Instrumentsp&iBandwidth and Trendium,
(iii) and $99.8 million of cash used for capitapexditures, partially offset by $730.0 million o&turities and sales of available-
for-sale investments, and $9.2 million of net pextefrom the sale of assets.

Cash provided by financing activities was $489.Biom, primarily resulting from $650.0 million ofash received from our
issuance of the 2033 Notes, $22.5 million of casteived from the exercise of stock options andsteance of common stock
under our employee stock purchase plan, partiébet$155.2 million of cash used to repurchasecoomimon stock, $14.2 million
to pay financing obligations, and $13.5 millionaafsh used for the payment of issuance costs f@@GB&8 Notes.

Contractual Obligations

The following summarizes our contractual obligasi@nJuly 2, 2016, and the effect such obligateasesxpected to have on
our liquidity and cash flow over the next five ygdn millions):

Payments due by period

Less than More than
Total 1 year 1-3years 3-5years 5 years

Contractual Obligations
Asset retirement obligations—expected cash payments $ 37 % 02 % 08 $ 15 % 1.2
Long-term debt:

2033 Notes 650.0 — 650.0 — —
Estimated interest payments 8.7 4.1 4.€ — —
Purchase obligations (1) 55.9 49.8 4.6 15 —
Operating lease obligations (1) 73.¢ 18.7 32.¢ 17.€ 4.8
Pension and post-retirement benefit payments (2) 8.510 6.6 12.0 11.5 78.4
Total $ 900.7 $ 794 $ 7048 $ 321 $ 84.4

(1) Refer to “Note 17. Commitments and Contingencies more information.
(2) Referto “Note 16. Employee Pension and Other BeRé&ins” for more information.

As of July 2, 2016, we have accrued on our Conat#idi Balance Sheet $5.7 million in connection wéstructuring and
related activities relating to our operating leabigations disclosed above, of which $2.2 millivas included in Other current
liabilities and $3.5 million was included in Othawn-current liabilities.
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Purchase obligations represent legally-binding caments to purchase inventory and other commitmmaide in the normal
course of business to meet operational requirem@nftbe $55.9 million of purchase obligations &3uy 2, 2016, $12.8 million
are related to inventory and the other $43.1 nmloe non-inventory items.

As of July 2, 2016, our other non-current liabégiprimarily relate to asset retirement obligatigrension and financing
obligations which are presented in various linethanpreceding table.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangemanssich term is defined in rules promulgated bystB€, that have or are
reasonably likely to have a current or future dftacour financial condition, changes in financiahdition, revenues or expenses,
results of operations, liquidity, capital expenditsior capital resources that are material to toves

Liquidity and Capital Resources Requirement

We believe that our existing cash balances andstnvents will be sufficient to meet our liquiditydacapital spending
requirements over the next twelve months. Howethere are a number of factors that could positieelgegatively impact our
liquidity position, including:

» global economic conditions which affect demanddfiar products and services and impact the finastadlility of our
suppliers and customers;

» changes in accounts receivable, inventory or other operating assets and liabilities which affect our working capital;
* increase in capital expenditure to support the revenue growth opportunity of our business;

« changesin customer payment terms and patternshwypically results in customers delaying paymentsegotiating
favorable payment terms to manage their owmidity positions;

*  timing of payments to our suppliers;

* factoring or sale of accounts receivable;

»  volatility in fixed income and credit market which impact the liquidity and valuation of our investment portfolios;

»  volatility in foreign exchange market which impacts our financial results;

*  possible investments or acquisitions of complementary businesses, products or technologies;

* issuance or repurchase of debt or equity securities;

» potential funding of pension liakilés either voluntarily or as required by law or regulation; and

» compliance with covenants and other terms and tiongirelated to our financing arrangements.
Acquisitions

As part of our strategy, we are committed to thgadmg evaluation of strategic opportunities andewehappropriate, the
acquisition of additional products, technologiedosinesses that are complementary to, or strengthe existing products. We
believe we have strengthened our business modeltifying our core businesses through acquisiasrwell as through organic
initiatives and will continue to seek strategic ogpnities that support the ongoing developmeioénd-to-end platform to serve
our NE and SE customers.

In January 2014, we completed the acquisition afiMdek Instruments, a privately-held U.S. compang ading developer
of enterprise network and application-performan@agement solutions for global 2000 companies. ddwiisition further
strengthens our position as a key solutions providethe enterprise, data center and cloud netwgrknarkets. Network
Instruments helps enterprises simplify the manageéimed optimization of their networks with high-flemance solutions that
provide actionable intelligence and deep netwoskbility. We acquired all outstanding shares ofak Instruments for a total
purchase price of approximately $208.5 millionasie, net of working capital adjustments. This agitjan was integrated into our
SE segment.

In December 2013, we acquired certain technologlyaher assets from Trendium, a privately-heldsigier of real-time
intelligence software solutions for customer expece assurance (“CEA"), asset optimization and tiwatéon of big data for
4G/LTE mobile network operators. The addition aéfidium employees and technology enables the Conpantyoduce a new
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paradigm of CEA in our Assurance solutions, enaptiperators of 4G/LTE networks to achieve a rediralevant improvementin
customer satisfaction while maximizing productivatiyd profitability for dynamic converged 4G/LTE wetks and beyond. We
acquired certain technology and other assets fr@ndium for a total purchase price of approxima$1§.1 million in cash. This
acquisition was integrated into SE segment.

Please refer to “Note 6. Mergers and Acquisitiooisthe Notes to Consolidated Financial Statementieultem 8 of this
Annual Report on Form 10-K for further discussidrthe acquisitions completed during fiscal 201612@nd 2014.

Employee Equity Incentive Plan

Our stock option and Full Value Award program lwe@ad-based, long-term retention program thattenided to attract and
retain employees and align stockholder and emplayteeests. As of July 2, 2016, we have availableigsuance 19.4 million
shares of common stock for grant primarily underAmended and Restated 2003 Equity Incentive Rlaan“Q003 Plan”) and
2005 Acquisition Equity Incentive Plan (the “200@a®®). The exercise price for the options is eqadhe fair market value of the
underlying stock at the date of grant. Options galhebecome exercisable over a three-year or j@anr period and, if not
exercised, expire from five to ten years post gdate. Full Value Awards refer to RSUs and perforoeabased RSUs that are
granted with the exercise price equal to zero aadanverted to shares immediately upon vesting.performance-based RSUs,
or MSUs, have vesting requirements tied to the gwerdnce of the Company’s stock as compared to the
NASDAQ telecommunications index, and could vest higher or lower rate or not at all, based onrétltive performance. Full
Value Awards are expected to vest over one toyfears. The fair value of the time-based Full V&wards is based on the closing
market price of our common stock on the grant détthe award. Refer to “Note 15. Stock-Based Corapton” for more
information.

Pension and Other Post-retirement Benefits

As a result of acquiring Acterna, Inc. (“Actern@i)August 2005 and the Network Solutions DivisidAgilent Technologies
Inc. (“NSD”) in May 2010, we sponsor significantnson plans for certain past and present emploiyettge United Kingdom
("U.K.") and Germany. We are also responsible tog hon-pension post-retirement benefit obligatiesuamed from a past
acquisition. Most of these plans have been clos@gv participants and no additional service castdeing accrued, except for
certain plans in Germany assumed in connectionavitacquisition during fiscal 2010. The U.K. plampartially funded and the
German plans, which were initially established@ey-as-you-go” plans, are unfunded. As of Julyd4,8 our pension plans were
under funded by $107.4 million since the PBO exeedtie fair value of plan assets. Similarly, we adidbility of $1.1 million
related to our non-pension post-retirement bepédib.

We anticipate future annual outlays related toGleeman plans will approximate estimated future iepayments. These
future benefit payments have been estimated basdbeosame actuarial assumptions used to measungrgjected benefit
obligation and currently are forecasted to rangsveen $4.5 million and $5.5 million per annum. kiddion, we expect to
contribute approximately $0.6 million to the U.Kap during fiscal 2017.

During fiscal 2016 we contributed GBP 0.5 milli@n,approximately $0.7 million, while in fiscal 201%e contributed GBP
0.7 million or approximately $1.1 million to our K. pension plan. These contributions allowed thenfany to comply with
regulatory funding requirements.

A key actuarial assumption in calculating the rexiglic cost and the PBO is the discount rate. Géatmn the discount rate
impact the interest cost component of the net péerioenefit cost calculation and PBO due to thetfzat the PBO is calculated on
a net present value basis. Decreases in the discatenwill generally increase pre-tax cost, re¢ogth expense and the PBO.
Increases in the discount rate tend to have thesifgpeffect. We estimate a 50 basis point (“BR&%9rease or increase in the
discount rate would cause a corresponding increiadecrease, respectively, in the PBO of approxity&i8.6 million based upon
data as of July 2, 2016.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK
Foreign Exchange Risk

We utilize foreign exchange forward contracts attieépinstruments, including option contracts, tddeforeign currency risk
associated with foreign currency denominated moyetssets and liabilities, primarily certain shierm intercompany receivables
and payables. Our foreign exchange forward corgtieand other instruments are accounted for as dimeégavhereby the fair value
of the contracts are reflected as other currem@tass other current liabilities and the associgi@ids and losses are reflected in
Interest and other income (expense), net in thes@aated Statements of Operations. Our hedgingrpros reduce, but do not
eliminate, the impact of currency exchange rateenmnts. The gains and losses on those derivatigescpected to be offset by
re-measurement gains and losses on the foreigarmyrdenominated monetary assets and liabilities.
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The following table provides information about dareign currency forward contracts outstanding faiuby 2, 2016. The
forward contracts, most with a term of less tha@ dd¥'s, were transacted near quarter end; therefore, the fair value of the contracts
is not significant.

Contract Amount Contract
(in millions) (Local Currency) Amount (USD)
Canadian Dollar (contracts to sell CAD / buy USD) CAD 8Lt $ 6.5
Chinese Renminbi (contracts to buy CNY / sell USD) CNY 123.9 18.t
British Pound (contracts to buy GBP / sell USD) GBP 2.7 3.6
Euro (contracts to buy EUR / sell USD) EUR 65.3 72.%
Singapore Dollar (contracts to sell SGD / buy USD) SGD 37.2 27.L
Mexican Peso (contracts to buy MXN / sell USD) MXN 132.2 7.C
Australian Dollar (contracts to sell AUD / buy USD) AUD 5.€ 4.z
Brazilian Real (contracts to sell BRL / buy USD) BRL 19.9 5.7
Japanese Yen (contracts to sell JPY / buy USD) JPY 746.¢ 7.2
Indian Rupee (contracts to sell INR / buy USD) INR 269.3 3.¢
South Korean Won (contracts to buy KRW / sell USD) KRW 4,236.( 3.6
Swiss Franc (contracts to buy CHF / sell USD) CHF 3.7 3.€
Swedish Krona (contracts to buy SEK / sell USD) SEK 11.€ 1.4
Total USD notional amount of outstanding foreigleange contracts $ 165.2

The counterparties to these hedging transactiops caeditworthy multinational banks. The risk of oterparty
nonperformance associated with these contractstisansidered to be material. Notwithstanding dores to mitigate some
foreign exchange risks, we do not hedge all offorgign currency exposures, and there can be noagses that our mitigating
activities related to the exposures that we do bedlj adequately protect us against the risks @ased with foreign currency
fluctuations.

Investments

We maintain an investment portfolio in a varietyfioincial instruments, including, but not limiteg U.S. government and
agency securities, corporate obligations, moneketdunds, asset-backed securities, and othertimezg-grade securities. The
majority of these investments pay a fixed ratentdriest. The securities in the investment portfafi® subject to market price risk
due to changes in interest rates, perceived issaditworthiness, marketability, and other factdtsese investments are generally
classified as available-for-sale and, consequeatéyrecorded on our Consolidated Balance Sheés atlue with unrealized
gains or losses reported as a separate compon&thef comprehensive (loss) income.

Investments in both fixed-rate and floating-ratetiast earning instruments carry a degree of isttesiée risk. The fair market
values of our fixed-rate securities decline if iet rates rise, while floating-rate securities maduce less income than expected
if interest rates fall. Due in part to these fastaur future investment income may be less thaeeations because of changes in
interest rates or we may suffer losses in prindipak sell securities that have experienced aidedh market value because of
changes in interest rates. As of July 2, 2016 pathetical 100 basis point increase or decreasgdarest rates would not resultin a
material change in the fair value of our availatdesale debt instruments held that are sensitiahanges in interest rates, which
includes U.S. treasuries, U.S. agencies, municipaket-backed securities and corporate secufitssitivity analysis was also
performed on our investment in Lumentum to asdespotential impact of fluctuations in stock priegpothetical declines in
stock price of five percent and ten percent welecsed based on potential near-term changes isttio& price that could have an
adverse effect on our investment. As of July 2,&E fair value of our investment in Lumentum coomnstock was $171.3
million. As of July 2, 2016, a decline in Lumentnstock price of five percent and ten percent wdalde resulted in a $8.6
million and $17.1 million decline, respectively,time total fair value of our investment.

We seek to mitigate the credit risk of our portiadif fixed-income securities by holding only highadjty, investment-grade
obligations with effective maturities of 37 montirdess. We also seek to mitigate marketabilitl big holding only highly liquid
securities with active secondary or resale mark#igiever, the investments may decline in value anketability due to changes in
perceived credit quality or changes in market cooals.
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Debt

The fair value of our 2033 Notes is subject toriaserate and market price risk due to the corierfeature of the notes and
other factors. Generally, the fair value of fixaterest rate debt will increase as interest ratiéarid decrease as interest rates rise.
The fair value of the notes may also increase@astrket price of Viavi stock rises and decreagbemarket price of our stock
falls. Changes in interest rates and Viavi stoasegpaffect the fair value of the notes but doesmpiact our financial position, cash
flows or results of operations. Based on quotedkatarices, as of July 2, 2016, the fair valudef2033 Notes was approximately
$633.0 million. Refer to “Note 11. Debts and Ledtef Credit” for more information.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY D ATA
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Vi@wiutions Inc.

In our opinion, the accompanying consolidated bedasheets and the related consolidated statemengzemtions, of
comprehensive (loss) income, of stockholders’ gruiid of cash flows present fairly, in all materidpects, the financial position
of Viavi Solutions Inc. and its subsidiaries atyJ2] 2016 and June 27, 2015, and the results wfdperations and their cash flows
for each of the three years in the period ended2]l#016 in conformity with accounting principgsnerally accepted in the United
States of America. Also in our opinion, the Compdid not maintain, in all material respects, ffex internal control over
financial reporting as of July 2, 2016, based deia established imternal Control - Integrated Framewo(fR013) issued by the
Committee of Sponsoring Organizations of the Tred@ommission (COSO) because a material weakn@geinal control over
financial reporting related to the ineffective dgsof controls over the determination of the intetéax provision as of that date. A
material weakness is a deficiency, or a combinatfadeficiencies, in internal control over finarlgi@porting, such that there is a
reasonable possibility that a material misstaterogtite annual or interim financial statements wilt be prevented or detected on
a timely basis. The material weakness referreabtive is described in Management's Report on lat&antrol over Financial
Reporting appearing under Item 9A. We considenedrhaterial weakness in determining the natunginty, and extent of audit
tests applied in our audit of the 2016 consolidéitezhcial statements and our opinion regardingffextiveness of the Company’s
internal control over financial reporting does aéfect our opinion on those consolidated finanstatements. The Company's
management is responsible for these financialisianés, for maintaining effective internal contrekofinancial reporting and for
its assessment of the effectiveness of internarebaover financial reporting included in manageit®report referred to above.
Our responsibility is to express opinions on tHesncial statements and on the Company's inteordtol over financial reporting
based on our integrated audits. We conducted uditsain accordance with the standards of the Bubtimpany Accounting
Oversight Board (United States). Those stand&ugire that we plan and perform the audits to abtasonable assurance about
whether the financial statements are free of materisstatement and whether effective internalrobot/er financial reporting was
maintained in all material respects. Our auditheffinancial statements included examining, tesabasis, evidence supporting
the amounts and disclosures in the financial statéspassessing the accounting principles usedignificant estimates made by
management, and evaluating the overall financétkstent presentation. Our audit of internal cdraver financial reporting
included obtaining an understanding of internaltarover financial reporting, assessing the riskt ta material weakness exists,
and testing and evaluating the design and operaffegtiveness of internal control based on thessed risk. Our audits also
included performing such other procedures as weidered necessary in the circumstances. We beleteur audits provide a
reasonable basis for our opinions.

As discussed in Note 13 to the consolidated firdrstatements, the Company changed the mannerighvtttlassifies
deferred tax assets and liabilities on the conatdid balance sheet in 2016.

A company’s internal control over financial repogiis a process designed to provide reasonableasgsuregarding the
reliability of financial reporting and the prepaoat of financial statements for external purposeadcordance with generally
accepted accounting principles. A company’s irdecontrol over financial reporting includes thgsdicies and procedures that
(i) pertain to the maintenance of records thateasonable detail, accurately and fairly refleetttiansactions and dispositions of
the assets of the company; (ii) provide reasonable assurance that transactionreeseded as necessary to permit preparation of
financial statements in accordance with generaltgpted accounting principles, and that receifteapenditures of the company
are being made only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detecfamauthorized acquisition, use, or dispositiothefcompany’s assets that could
have a material effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d@étisstatements. Also,
projections of any evaluation of effectivenesautife periods are subject to the risk that contr@g become inadequate because
of changes in conditions, or that the degree ofgdamce with the policies or procedures may detat&

/sl PRICEWATERHOUSECOOPERS LLP

San Jose, California
August 30, 2016
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VIAVI SOLUTIONS INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

(in millions, except per share data)

Revenues:
Product revenue
Service revenue
Total net revenues
Cost of revenues:
Product cost of revenues
Service cost of revenues
Amortization of acquired technologies
Total cost of revenues
Gross profit
Operating expenses:
Research and development
Selling, general and administrative
Impairment of goodwill
Amortization of other intangibles
Restructuring and related charges
Total operating expenses
Loss from operations
Interest and other income (expense), net
Gain on sale of investments
Interest expense
Loss from continuing operations before income taxes
Provision for (benefit from) income taxes
Loss from continuing operations, net of tax
(Loss) income from discontinued operations, naagf
Net loss

Net loss per share from - basic and diluted:
Continuing operations
Discontinued operations

Net income (loss)

Shares used in per-share calculation - basic dotkdi

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
808.8 $ 7712 $ 814.9
97.t 102.5 112.(
906.3 873.9 926.9
278.1 259.1 296.0
61.2 62.¢ 69.C
17.3 31.9 341
356.¢ 353.¢ 399.1
549.7 520.1 527.8
166.4 173.3 161.8
351.1 376.: 384.¢
91.4 — —
14.€ 19.t 15.5
10.5 26.8 21.3
634.( 595.¢ 583.¢
(84.3) (75.8) (55.6)
2.5 3.7 (1.2)
71.6 0.1 0.4
(35.7) (33.9) (29.4)
(45.9) (105.3) (85.8)
4E 26.1 (11.2)

$ (50.4)% (1319 $ (74.6)
(48.9) 43.: 56.€
(99.2) $ (88.1) $ (17.8)
(0.29) $ (057) $ (0.32)
(0.20) 0.19 0.24
(0.42) $ (0.3 $ (0.09)
234.( 232.1 234.:

See accompanying notes to consolidated finanadédstents.
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VIAVI SOLUTIONS INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)

(in millions)
Years Ended
July 2, 2016 June 27,2015 June 28, 2014

Net loss $ (99.2) $ (88.1) $ (7.9
Other comprehensive (loss) income:
Net change in cumulative translation adjustmentohéax (32.0 (55.9 9.¢
Net change in available-for-sale investments, hétxa

Unrealized holding gains (losses) arising duringque 177.5 (0.9 0.4

Less: reclassification adjustments included @ ({bss) income (69.6€) — (0.7
Net change in defined benefit obligation, net af ta

Unrealized actuarial losses arising during period (10.6) (3.7 (7.7)

Amortization of actuarial losses 0.7 0.4 0.1
Net change in Accumulated other comprehensive ircfiass) 65.¢ (59.0) 2.t

Comprehensive loss $ (33.9) $ (147.29 $ (15.9)

See accompanying notes to consolidated finanadédstents.
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VIAVI SOLUTIONS INC.
CONSOLIDATED BALANCE SHEETS
(in millions, except share and par value data)

July 2, 2016 June 27, 2015
ASSETS
Current assets:
Cash and cash equivalents $ 482.¢ $ 334.f
Short-term investments 484.7 464.9
Restricted cash 12.2 26.2
Accounts receivable, net 148.4 152.3
Inventories, net 51.¢ 53.¢
Prepayments and other current assets 32.1 38.2
Current assets of discontinued operations — 310.Z
Total current assets 1,211.7 1,380.1
Property, plant and equipment, net 133.( 149.2
Goodwill 152.1 255.5
Intangibles, net 59.¢ 90.€
Deferred income taxes 108.8 117.3
Other non-current assets 17.€ 20.€
Non-current assets of discontinued operations — 204.2
Total assets $ 1,683.. $ 2,217.¢
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 470 $ 42.0
Accrued payroll and related expenses 44.¢ 52.€
Deferred revenue 78.6 80.6
Accrued expenses 24.¢ 23.7
Other current liabilities 31.0 46.6
Current liabilities of discontinued operations — 130.(
Total current liabilities 226.4 375.5
Long-term debt 588.: 561.¢
Other non-current liabilities 179.1 168.4
Non-current liabilities of discontinued operations — 10.¢
Commitments and contingencies (Note 17)
Stockholders’ equity:
Preferred Stock, $0.001 par value; 1 million shares authorized; 1 share at July 2, 2016 and
June 27, 2015, issued and outstanding — —
Common Stock, $0.001 par value; 1 billion shares authorized; 232 million shares at July 2,
2016 and 235 million shares at June 27, 2015, dsand outstanding 0.2 0.2
Additional paid-in capital 70,059.8 70,022.7
Accumulated deficit (69,380.) (68,873.)
Accumulated other comprehensive income (loss) 10.0 (48.0)
Total stockholders’ equity 689.: 1,101.
Total liabilities and stockholders’ equity $ 1,683.1 % 2,217.8

See accompanying notes to consolidated finanadédstents.
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VIAVI SOLUTIONS INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

OPERATING ACTIVITIES:

Net loss

Adjustments to reconcile net loss to net cash plexviby operating activities:
Depreciation expense
Amortization of acquired technologies and otheargfibles
Stock-based compensation
Amortization of debt issuance costs and accretfatebt discount
Amortization of discount and premium on investmenet
Impairment of goodwill
Gain on sale of investments
Other

Changes in operating assets and liabilities, nehpéct of Lumentum distribution and

acquisitions of businesses:

Accounts receivable

Inventories

Other current and non-currents assets

Accounts payable

Income taxes payable

Deferred revenue, current and non-current

Deferred taxes, net

Accrued payroll and related expenses

Accrued expenses and other current and non-cuiadiiities
Net cash provided by operating activities

INVESTING ACTIVITIES:

Purchases of available-for-sale investments
Maturities of available-for-sale investments

Sales of available-for-sale investments

Changes in restricted cash

Acquisition of businesses, net of cash acquired
Capital expenditures

Proceeds from the sale of assets

Net cash provided by (used in) investing activities

FINANCING ACTIVITIES:

Proceeds from sale of Lumentum Holdings Inc. SekiBseferred Stock

Cash contribution to Lumentum Holdings Inc.

Proceeds from issuance of senior convertible debt

Payment of debt issuance costs

Repurchase and retirement of common stock

Payment of financing obligations

Proceeds from exercise of employee stock optiodeamployee stock purchase plan
Net cash (used in) provided by financing activities

Effect of exchange rates on cash and cash equtgalen
Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosure of cash flow information
Cash paid for interest

Cash paid for taxes

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
$ 99.2) $ (88.0) $ (27.¢)
38.1 80.¢ 725
32.t 59.2 59.(
44.C 66.¢ 64.1
28.¢ 27.3 22.¢
0.& 3.2 4.2
91.¢ — —
(71.¢) (0.7 0.9
3.€ 8.2 4.4
23.¢ (12.5) (9.€)
(2.€) (6.0) 3.2)
5.1 (9.0) 54
(2.7 (20.7) 25.¢
(1.5 (21.3) 1.2
(2.9) 3.2 2.7
0.€ 19.8 (33.))
(25.9) (32.9) (19.¢)
(10.9) (6.8) (2.2
52.¢ 82.: 176.¢
(422.9 (562.7) (1,072.9
395.7 574.¢ 480.¢
287.: 71.4 249.]
14.C 6.C (2.9)
(0.9 — (216.0
(35.5) (1019 (99.9)
6.C 6.2 9.2
244 (5.6 (651.9)
35.¢ — —
(137.6 —
— — 650.(
— — (13.5)
(44.5) (4.8) (155.9)
(5.9 (23.9) (14.2)
4.t 20.8 22t
(2479 (7.9 489.¢
(14.9) (18.5) 1.8
135.( 50.7 16.2
347.¢* 297.2 281.(
$ 4829 $ 347.9* $ 297.2
$ 6.6 $ 65 $ 4.6
$ 31E $ 23¢ % 18.7

*Cash and cash equivalents at June 27, 2015 incl®d million in current assets of the discontthoeerations of Lumentum Holdings Inc.

See accompanying notes to consolidated finanaédstents.
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VIAVI SOLUTIONS INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(in millions)

Common Stock

Accumulated

Additional Other
Paid-In Accumulated  comprehensive
Shares Amount Capital Deficit Income Total

Balance at June 29, 2013 237« $ 0.z $ 69,760.. $ (68,607.) $ 8.€ $ 1,161.

Net loss — — — (17.8) — (17.¢)

Comprehensive income — — — — 2.t 2.t

Shares issued under employee stock

plans, net of tax effects 5.3 — 14 — — 1.4

Stock-based compensation — — 64.C — — 64.(

Repurchases of common stock (12.3) — — (155.2) — (155.9)

Equity component related to issuance

senior convertible notes, net of equity

component issuance costs — — 131 — — 131.t
Balance at June 28, 2014 2308 0.2 $ 69,957.0$% (68,780.6)$% 111 $ 1,187.7

Net loss — — — (88.1) — (88.2)

Comprehensive loss — — — — (59.1) (59.7)

Shares issued under employee stock

plans, net of tax effects 52 — (1.2 — — (1.2

Stock-based compensation — — 66.9 — — 66.¢

Repurchases of common stock (0.9 — — (4.9 — (4.9
Balance at June 27, 2015 2358 0.2 $ 70,022.7% (68,873.5% (48.0)% 1,101.4

Net loss (99.2) (99.2)

Distribution of Lumentum Holdings Inc. (363.5) (7.8) (371.9

Comprehensive income 65.¢ 65.¢

Shares issued under employee stock

plans, net of tax effects 4.5 (6.9) (6.9)

Stock-based compensation 44.C 44.C

Repurchases of common stock (7.3 — — (44.5) (44.5)
Balance at July 2, 2016 232t $ 0.2 $ 70,059.¢ $ (69,380.) $ 10.Cc $ 689.

See accompanying notes to consolidated finanadstents.
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VIAVI SOLUTIONS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Description of Business and Summary of Sigitant Accounting Policies

Description of Business

” o

Viavi Solutions Inc. (“Viavi,” also referred to &he Company,” “we,” “our,” and “us”), formerly JD8Bniphase Corporation
(*JDSU"), is a global provider of network test, nilmning and assurance solutions to communicatiensee providers, enterprises
and their ecosystems, supported by a worldwidemlazommunity. Our solutions deliver end-to-endbilgy across physical,
virtual and hybrid networks, enabling customerstimize connectivity, quality of experience andffiability. Viavi is also a
leader in high performance thin film optical cogBnproviding light management solutions to antiterfeiting, consumer and
industrial, government and healthcare and otheketsr

Lumentum Separation

On August 1, 2015 (the “Separation Date”), Viavirgieted the distribution of approximately 80.1%hef outstanding shares
of Lumentum Holdings Inc. (“Lumentum”) common stoftke “Distribution”). Concurrent with the Distriion, JDSU was
renamed Viavi Solutions Inc. and, at the time & Bistribution, retained ownership of approximate®/9% of Lumentum'’s
outstanding shares. Lumentum was formed to holdi¥i@ommunications and commercial optical produmisiness segment
(“CCOP") and the WaveReady product line and, &salt of the Distribution, is now an independerilipcompany trading under
the symbol “LITE” on The Nasdaq Stock Market (“NABR"). The Distribution was made to Viavi's stockhders of record as of
the close of business on July 27, 2015 (the “Redoade”), who received one share of Lumentum comrmstotk for
every five shares of Viavi common stock held athefclose of business on the Record Date and fibpsor to August 4, 2015,
the ex-dividend date. The historical results ofrafiens and the financial position have been recasi present the Lumentum
business as discontinued operations as descritfébbte 3. Discontinued Operations.” Unless notdtkotise, discussion in the
Notes to Consolidated Financial Statements pettag@ontinuing operations.

Fiscal Years

The Company utilizes a 52-53 week fiscal year egndimthe Saturday closest to June 30th. The Congphsgal 2016 was
a 53-week year ending on July 2, 2016. The Compdisgal 2015 and 2014 were 52-week fiscal yeatingron June 27, 2015,
and June 28, 2014.

Principles of Consolidation

The consolidated financial statements have begraped in accordance with accounting principles gElyeaccepted in the
United States of America (“U.S. GAAP”) and inclutie Company and its wholly-owned subsidiariesimér-company accounts
and transactions have been eliminated.

Use of Estimates

The preparation of the Company’s consolidated fiferstatements in conformity with U.S. GAAP regsrCompany
management (“Management”) to make estimates anoirgrns that affect the reported amount of assaddiabilities at the date
of the financial statements, the reported amounebfevenue and expenses and the disclosure ohitorants and contingencies
during the reporting periods. The Company basémsatds on historical experience and on variousrapsans about the future
believed to be reasonable based on available irftom The Company’s reported financial positionesults of operations may be
materially different under changed conditions orewhusing different estimates and assumptions,qodatiy with respect to
significant accounting policies. If estimates aswamptions differ from actual results, subsequenbgs are adjusted to reflect more
current information.

Cash and Cash Equivalents

The Company considers highly-liquid instrumentshsas treasury bills, commercial paper and other epamarket
instruments with original maturities of 90 daydess at the time of purchase to be cash equivalents

Restricted Cash

At July 2, 2016 and June 27, 2015, the Companystgbrm restricted cash balances were $12.2 mibied $26.2 million,
respectively, and the Company’s long-term resttici@sh balances were $6.0 million and $6.1 milliespectively. These balances
primarily include interest-bearing investments amk certificates of deposit and money market funtigch act as collateral
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VIAVI SOLUTIONS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

supporting the issuance of letters of credit arfbpmance bonds for the benefit of third partiesfd® to the Company’s “Note 11.
Debts and Letters of Credit” for more information.

Investments

The Company’s investments in debt securities ancketable equity securities, including the Compargvgnership of
Lumentum’s common stock, are primarily classifisdhgailable-for-sale investments or trading seiesr#ind are recorded at fair
value. The cost of securities sold is based ospleeific identification method. Unrealized gaingl émsses on available-for-sale
investments, net of tax, are reported within acdated other comprehensive income (loss), a sepepatponent of stockholders’
equity. Unrealized gains or losses on trading sgesiresulting from changes in fair value are geiped in current earnings. The
Company’s short-term investments, which are clesbés current assets, include certain securitidsstated maturities of longer
than twelve months as they are highly liquid andilable to support current operations.

The Company periodically reviews these investméatanpairment. If a debt security’s fair valuebislow amortized cost
and the Company either intends to sell the secariiyis more likely than not that the Companyll@ required to sell the security
before its anticipated recovery, the Company rexzardother-than-temporary impairment charge tostmrent income (loss) for the
entire amount of the impairment; if a debt security’s fair value is below amortized cost and the Company does not expect to recover
the entire amortized cost of the security, the Camypseparates the other-than-temporary impairnmémtie portion of the loss
related to credit factors, or the credit loss mortiand the portion of the loss that is not relébextedit factors, or the non-credit loss
portion. The credit loss portion is the differefedween the amortized cost of the security an€trepany’s best estimate of the
present value of the cash flows expected to bectaltl from the debt security. The non-credit lagsign is the residual amount of
the other-than-temporary impairment. The creds loartion is recorded as a charge to income (lasd)the non-credit loss portion
is recorded as a separate component of Other chepsive income (loss).

Fair Value of Financial Instruments

The carrying amounts of certain of the Companyisficial instruments, including cash equivalentspants receivable,
accounts payable, and deferred compensation tiglaipproximate fair value because of their shatumities. Fair value is defined
as the exit price, or the amount that would beiveckto sell an asset or paid to transfer a ligbiifi an orderly transaction between
market participants as of the measurement dateeTibean established hierarchy for inputs used éasuring fair value that
maximizes the use of observable inputs and minisiize use of unobservable inputs by requiring tbetrobservable inputs be
used when available. Observable inputs are inpat&enparticipants would use in valuing the asséability and are developed
based on market data obtained from sources indepéeraf the Company. Unobservable inputs are inghas reflect the
assumptions about the factors that market particgpaould use in valuing the asset or liability.

Estimates of fair value of fixed-income securities based on third party, market-based pricingcesuwhich the Company
believes to be reliable. These estimates repréisenhird parties’ good faith opinion as to whduarer in the marketplace would
pay for a security in a current sale. For instrutaéimat are not actively traded, estimates maydsedbon current treasury yields
adjusted by an estimated market credit spreadéospecific instrument. The fair market value & @ompany’s 0.625% Senior
Convertible Notes due 2033 (the “2033 Notes”) fuates with interest rates and with the market prfdbe stock, but does not
affect the carrying value of the debt on the batastweet. Refer to the Company’s “Note 11. Debtd.atigtrs of Credit” for more
information.

Inventories

Inventory is valued at standard cost, which appnaites actual cost computed on a first-in, firsthmasis, not in excess of net
realizable market value. The Company assessesthation on a quarterly basis and writes down #iae/for estimated excess
and obsolete inventory based upon estimates afaemand, including warranty requirements. Oueimeries include material,
labor, and manufacturing overhead costs.

Property, Plant and Equipment

Property, plant and equipment are stated at cagirégiation is computed by the straight-line metbeer the following
estimated useful lives of the assets: 10 to 50syaubuilding and improvements, 2 to 20 yearsiiachinery and equipment, and 2
to 5 years for furniture, fixtures, software anficef equipment. Leasehold improvements are amartigehe straight-line method
over the shorter of the estimated useful livefefdssets or the term of the lease. Demonstratits) which are Company products
used for demonstration purposes for customers apdtential customers and generally not intenddubtsold, have an estimated
useful life of 5 years and are amortized by thaight-line method.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

Costs related to software acquired, developed aified solely to meet the Company’s internal regaients and for which
there are no substantive plans to market are diapian accordance with the authoritative guidame@ccounting for the costs of
computer software developed or obtained for inersa. Only costs incurred after the preliminagnmiing stage of the project and
after management has authorized and committed fiorttie project are eligible for capitalization.sBocapitalized for computer
software developed or obtained for internal useirmsiided in Property, plant and equipment, nethenConsolidated Balance
Sheets.

Goodwill

Goodwill represents the excess of the purchase pfian acquired enterprise or assets over thedhie of the identifiable
assets acquired and liabilities assumed. The Coyrteats for impairment of goodwill on an annualis@sthe fourth quarter and
at any other time when events occur or circumstaingicate that the carrying amount of goodwill maybe recoverable. Refer to
“Note 9. Goodwill” for more information.

Circumstances that could trigger an impairmentitestide, but are not limited to: a significant atse change in the business
climate or legal factors, an adverse action orsssaent by a regulator, change in customer, targetetnand strategy, unanticipated
competition, loss of key personnel, or the likeddhat a reporting unit or significant portionaofeporting unit will be sold or
otherwise disposed.

An assessment of qualitative factors may be peddrio determine whether it is necessary to perftirentwo-step
quantitative goodwill impairment test. If the rasof the qualitative assessment is that it is ni&edy than not (i.e., greater than
50% likelihood) that the fair value of a reportingit, is less than its carrying amount, then thamjtative test is required.
Otherwise, no further testing is required.

Under the quantitative test, if the carrying amoahthe reporting unit goodwill exceeds the impliedt value of that
goodwill, an impairment loss is recorded in the Swidated Statements of Operations as “Impairmegbodwill.” Measurement
of the fair value of a reporting unit is based o @r more of the following fair value measuresoants at which the unit as a
whole could be bought or sold in a current trarnieadietween willing parties, using present valuhiggques of estimated future
cash flows, or using valuation techniques basenholtiples of earnings or revenue, or a similar parfance measure.

Intangible Assets

Intangible assets consist primarily of purchaséahigible assets through acquisitions. Purchasedgitile assets primarily
include acquired developed technologies (devel@meticore technology), customer relationships, petgry know-how, trade
secrets, and trademarks and trade names. Intargifdes are amortized using the straight-line rdegkier the estimated economic
useful lives of the assets, which is the periodrdywhich expected cash flows support the fair@alisuch intangible assets. Refer
to “Note 10. Acquired Developed Technology and @theangibles” for more information.

Long-lived Asset Valuation (Property, Plant and ibguent and Intangible Assets Subject to Amortizatio

Long-lived assets held and used

The Company tests long-lived assets for recovetghdlt the asset group level, when events or caumg circumstances
indicate that their carrying amount may not be vecable. Circumstances which could trigger a reviehude, but are not limited
to: significant decreases in the market price ef dlsset, significant adverse changes in the bissitiesate or legal factors,
accumulation of costs significantly in excess @& #mount originally expected for the acquisitiorconstruction of the asset,
current period cash flow or operating losses coetbinith a history of losses or a forecast of caritig losses associated with the
use of the asset, or current expectation thatsbetavill more likely than not be sold or disposgphificantly before the end of its
estimated useful life.

Recoverability is assessed based on the diffetastveeen the carrying amount of the asset andutineo§ the undiscounted
cash flows expected to result from the use andvkatual disposal of the asset. An impairmentifaecognized when the carrying
amount is not recoverable and exceeds fair value.

Pension and Other Postretirement Benefits

The funded status of the Company’s retirement-edlaenefit plans is recognized on the ConsolidBadnce Sheets. The
funded status is measured as the difference betthedair value of plan assets and the benefigalibn at fiscal year end, the
measurement date. For defined benefit pension plambenefit obligation is the projected bendiiigation (“PBO”) and for the
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non-pension postretirement benefit plan the benbfigation is the accumulated postretirement kieabfigation (“APBQO”). The
PBO represents the actuarial present value of lisredpected to be paid upon retirement. The APB@easents the actuarial
present value of postretirement benefits attribtmezmployee services already rendered. Unfundedmially funded plans, with
the benefit obligation exceeding the fair valueptdn assets, are aggregated and recorded as emetit and non-pension
postretirement benefit obligation equal to thisese The current portion of the retirement-reléiuokfit obligation represents the
actuarial present value of benefits payable im#d 12 months in excess of the fair value of glssets, measured on a plan-by-
plan basis. This liability is recorded in Otherreunt liabilities in the Consolidated Balance Sheleefer to “Note 3. Discontinued
Operations” for the impact on the pension plangsilons related to the Lumentum Separation.

Net periodic pension cost (income) is recordetién@onsolidated Statements of Operations and ieslservice cost, interest
cost, expected return on plan assets, amortizafiprior service cost and (gains) losses previotstpgnized as a component of
accumulated other comprehensive income. Serviderepgesents the actuarial present value of ppatitibenefits attributed to
services rendered by employees in the current yrearest cost represents the time value of moostassociated with the passage
of time. (Gains) losses arise as a result of difiees between actual experience and assumpticass aresult of changes in
actuarial assumptions. Prior service cost (creeijesents the cost of benefitimprovements attilide to prior service granted in
plan amendments. (Gains) losses and prior sereggtg credit) not recognized as a component of@ébgic pension cost (income)
in the Consolidated Statements of Operations gsdtise are recognized as a component of Accuntulatteer comprehensive
income on the Consolidated Balance Sheets, netxofTthose (gains) losses and prior service cosdijrare subsequently
recognized as a component of net periodic pensish(@come) pursuant to the recognition and amatitin provisions of the
authoritative guidance.

The measurement of the benefit obligation and egbdic pension cost (income) is based on the Coyip@stimates and
actuarial valuations provided, by third-party actes, which are approved by Management. Thesetiahsaeflect the terms of the
plans and use participant-specific information sastcompensation, age and years of service, asawekkrtain assumptions,
including estimates of discount rates, expectedarmedn plan assets, rate of compensation increaselsmortality rates. The
Company evaluates these assumptions annually d@ienam. In estimating the expected return on plasets, the Company
considers historical returns on plan assets, agljst forward-looking considerations, inflatiorsamptions and the impact of the
active management of the plan’s invested assets.

Concentration of Credit and Other Risks

Financial instruments that potentially subject@uenpany to concentrations of credit risk consishprily of cash and cash
equivalents, short-term investments, trade recédgaéind foreign currency forward contracts. The @any's cash and cash
equivalents and short-term investments are heddfiekeeping by large, creditworthy financial ingtidns. The Company invests its
excess cash primarily in U.S. government and ageoogls securities, corporate securities, money ebdukds, asset-backed
securities, and other investment-grade securifies Company has established guidelines relatieesidit ratings, diversification
and maturities that seek to maintain safety andidity of these investments. The Company’s foregxchange derivative
instruments expose the Company to credit risk & dktent that the counterparties may be unabledet e terms of the
agreements. The Company seeks to mitigate suchyikiiting its counterparties to major financiastitutions and by spreading
such risk across several major financial institogidn addition, the potential risk of loss withyame counterparty resulting from
such risk is monitored by the Company on an ongbawsgjs.

The Company performs credit evaluations of its@ugtrs’ financial condition and generally does ojuire collateral from
its customers. These evaluations require signifizadgment and are based on a variety of factarsidting, but not limited to,
current economic trends, historical payment, bdut deite-off experience, and financial review oétbustomer.

The Company maintains an allowance for doubtfubaats for estimated losses resulting from the litgloif its customers to
make required payments. When the Company beconwe dat a specific customer is unable to meéhascial obligations, the
Company records a specific allowance to reflectdtael of credit risk in the customer’s outstandiegeivable balance. In addition,
the Company records additional allowances base@dain percentages of aged receivable balanceseTiercentages take into
account a variety of factors including, but notited to, current economic trends, historical paytreerd bad debt write-off
experience. The Company classifies bad debt exparssselling, general and administrative (“SG&AXpense.

The Company is not able to predict changes initten€ial stability of its customers. Any materibnge in the financial
status of any one or a group of customers could hawaterial adverse effect on the Company’s ieelitiperations and financial
condition. Although such losses have been withinag@ment’s expectations to date, there can besncemee that such allowances
will continue to be adequate. The Company has fsigmt trade receivables concentrated in the teteaonications industry. While
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the Company’s allowance for doubtful accounts badais based on historical loss experience alonly ariticipated economic
trends, unanticipated financial instability in tieéecommunications industry could lead to highanthnticipated losses.

As of July 2, 2016, one customer represented greéhtsn 10% of our total accounts receivable, net.oA June 27,
2015, no customers represented greater than 1@Ur ebtal accounts receivable, net.

During fiscal 2016, 2015 and 2014 certain custongerserated more than 10% of total net revenue.rReféNote 18.
Operating Segments and Geographic Informationtrfore information.

The Company relies on a limited number of supplfersa number of key components contained in oadpcts. The
Company also relies on a limited number of sigaificindependent contract manufacturers for the ymtiah of certain key
components and subassemblies contained in our giodu

The Company generally uses a rolling twelve moathdast based on anticipated product orders, cestfonecasts, product
order history and backlog to determine its materiegjuirements. Lead times for the parts and comperthat the Company orders
vary significantly and depend on factors such asgrecific supplier, contract terms and demand fmmponent at a given time. If
the forecast does not meet actual demand, the Gonmpay have excess or shortfalls of some matar@domponents, as well as
excess inventory purchase commitments. The Compauig experience reduced or delayed product shifmeemcur additional
inventory write-downs and cancellation chargesagities, which would increase costs and could bawaterial adverse impact
on the Company’s results of operations.

Foreign Currency Forward Contracts

The Company conducts its business and sells ithugte to customers primarily in North America, Bag@nd Asia. In the
normal course of business, the Company’s finapaiaition is routinely subject to market risks ass@el with foreign currency rate
fluctuations due to balance sheet positions indoreurrencies. The Company evaluates foreign exgdneisks and utilizes foreign
currency forward contracts to reduce such riskdghngy the gains or losses generated by the re-merasat of significant foreign
currency denominated monetary assets and liakililibe fair value of these contracts is reflectedther current assets or other
current liabilities and the change in fair valuetliése foreign currency forward contracts is reedrds income or loss in the
Company’s Consolidated Statements of Operatioasasmponent of Interest and other income (expense)o largely offset the
change in fair value of the foreign currency denmated monetary assets and liabilities which is edsorded as a component of
Interest and other income (expense), net.

Foreign Currency Translation

Assets and liabilities of non-U.S. subsidiaries thgerate in a local currency environment, wheag lifical currency is the
functional currency, are translated into U.S. dslit exchange rates in effect at the balance dagstwith the resulting translation
adjustments directly recorded as a component ofifedated other comprehensive income (loss), oiCthesolidated Balance
Sheets. Income and expense accounts are transtated prior month balance sheet exchange rateishvare deemed to
approximate average monthly rate. Gains and lofsses re-measurement of monetary assets and ligsildenominated in
currencies other than the respective functionakraies are included in the Consolidated Statenoé@perations as a component
of Interest and other income (expense), net.

Revenue Recognition

The Company recognizes revenue when it is reatizedalizable and earned. The Company consideesuevrealized or
realizable and earned when it has persuasive esédehan arrangement, delivery has occurred, thes gaice is fixed or
determinable and collectibility is reasonably asdubDelivery does not occur until products havenlsdpped or services have been
provided, risk of loss has transferred and in cade=re formal acceptance is required, customermpaanee has been obtained or
customer acceptance provisions have lapsed. latigitis where a formal acceptance is required leuaticeptance only relates to
whether the product meets its published specifioatirevenue is recognized upon delivery providiestizer revenue recognition
criteria are met. The sales price is not considevdxk fixed or determinable until all contingerscielated to the sale have been
resolved.

The Company reduces revenue for rebates and athiéarsallowances. Revenue is recognized onlyéseestimates can be
reliably determined. The Company’s estimates asedan its historical results taking into consitierathe type of customer, the
type of transaction and the specifics of each gearent.
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In addition to the aforementioned general policibs,following are the specific revenue recognitiadicies for multiple-
element arrangements and for each major categagvehue.

Multiple-Element Arrangements

When a sales arrangement contains multiple delivesa such as sales of products that include sesyvithe multiple
deliverables are evaluated to determine whethee thiee one or more units of accounting. Where tigengore than one unit of
accounting, then the entire fee from the arrangémetiocated to each unit of accounting basetthemnelative selling price. Under
this approach, the selling price of a unit of asttng is determined by using a selling price hielngrwhich requires the use of
vendor-specific objective evidence (“VSOE”) of faalue if available, third-party evidence (“TPEFMSOE is not available, or
best estimate of selling price (“BESP”) if neittd8OE nor TPE is available. Revenue is recognizeghwhe revenue recognition
criteria for each unit of accounting are met.

The Company establishes VSOE of selling price ukiegrice charged for a deliverable when sold sdply and, in remote
circumstances, using the price established by neamagt having the relevant authority. TPE of sellimige is established by
evaluating similar and interchangeable competitards or services in sales to similarly situatedarasrs. When VSOE or TPE are
not available the Company then uses BESP. Genglradl{Zompany is not able to determine TPE bedtsmduct strategy differs
from that of others in our markets, and the exténtistomization varies among comparable producsmvices from its peers. The
Company establishes BESP using historical sellimgeprends and considering multiple factors inabggl but not limited to
geographies, market conditions, competitive langscénternal costs, gross margin objectives, ancingr practices. When
determining BESP, the Company applies significasgment in establishing pricing strategies anduatadg market conditions and
product lifecycles.

To the extent a deliverable(s) in a multiple-eletr@@rangement is subject to specific guidancedkample, software that is
subject to the authoritative guidance on softwanenue recognition), the Company allocates thevalive of the units of
accounting using relative selling price and that ahaccounting is accounted for in accordancéwie specific guidance. Some
product offerings include hardware that are integtavith or sold with software that delivers thedtionality of the equipment.
The Company believes this equipment is not consitisoftware-related and would therefore be excldded the scope of the
authoritative guidance on software revenue recagnit

Hardware

Revenue from hardware sales is recognized wheprtauct is shipped to the customer and when therea unfulfilled
obligations from the Company that affect the custosfinal acceptance of the arrangement. Any abafarranties and remaining
obligations that are inconsequential or perfuncamg/accrued when the corresponding revenue igneced.

Services

Revenue from services and system maintenancedgmeed on a straight-line basis over the ternhefaontract. Revenue
from professional service engagements is recogmired its delivery obligation is fulfilled. Reventedated to extended warranty
and product maintenance contracts is deferredecanized on a straight-line basis over the deliperiod. The Company also
generates service revenue from hardware repairsalittation which is recognized as revenue upanpietion of the service.

Software

The Company’s software arrangements generally sboka perpetual license fee and Post-Contragi@ugPCS”). Where
the Company has established VSOE of fair valud>fo$ contracts, this has generally been based aerlkeeval rate or the bell
curve methodology. Revenue from maintenance, uifggéapgrades and technical support is recognaest the period such
items are delivered. In multiple-element revenuaragements that include software, software-relatetinon-software-related
elements are accounted for in accordance withahawing policies:

* Non-software and software-related products aretdfied based on a relative selling price
» Software-related products are separated into oh@gscounting if all of the following criteria areet:
o The functionality of the delivered element(s) i dependent on the undelivered element(s).

o There is VSOE of fair value of the undelivered edein(s).
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o Delivery of the delivered element(s) representsctiimination of the earnings process for that elet(sg.

If these criteria are not met, the software revaewkeferred until the earlier of when such créeare met or when the last
undelivered element is delivered. If there is VS@Ehe undelivered item(s) but no such evidencetferdelivered item(s), the
residual method is used to allocate the arrangecmsrsideration. Under the residual method, the armficonsideration allocated
to the delivered item(s) equals the total arrangéroensideration less the aggregate VSOE of theliveded elements. In cases
where VSOE is not established for PCS, revenuecisgnized ratably over the PCS period after atlxsok elements have been
delivered and the only undelivered item is PCS.

Warranty

The Company provides reserves for the estimated cbproduct warranties at the time revenue isgeized. It estimates the
costs of its warranty obligations based on itsonisal experience of known product failure ratese of materials to repair or
replace defective products and service deliverysaasurred in correcting product failures. In auuti, from time to time, specific
warranty accruals may be made if unforeseen teahpiroblems arise.

Shipping and Handling Costs

The Company records costs related to shipping andling of revenue in cost of sales for all peripdssented.

Advertising Expense

The Company expenses advertising costs as incéxdeertising costs totaled $2.6 million, $1.7 naliand $2.2 million in
fiscal 2016, 2015 and 2014, respectively.

Research and Development (“R&D”) Expense

Costs related to R&D, which primarily consistsatdr and benefits, supplies, facilities, consuling outside service fees,
are charged to expense as incurred. The autheeitgtidance allows for capitalization of softwaeselopment costs incurred after
a product’s technological feasibility has beenldi&hed until the product is available for geneed¢ase to the public. To date, the
period between achieving technological feasibilithich the Company has defined as the establishafentvorking model and
typically occurs when beta testing commences, hadgeneral availability of such software has besny ghort. Accordingly,
software development costs have been expensedwasdad.

Stock-Based Compensation

Stock-based compensation is measured at grantashateecognized in expense over the requisitecepériod based on the
fair value of the equity award. The fair value bé ttime-based Full Value Awards is based on thsirfpmarket price of the
Company’s common stock on the grant date of thedwde Company uses the Monte Carlo simulatiastonate the fair value
of Full Value Awards with market conditions (“MSUsThe Company estimates the fair value of stodloap and employee stock
purchase plan awards (“ESPP”) using the Black-Shiglerton (“BSM”) option-pricing model. This optigmicing model requires
the input of assumptions, including the award’sested life and the price volatility of the undengistock.

The Company estimates the expected forfeiturepatsuant to the authoritative guidance, and ordggeizes expense for
those shares expected to vest. When estimatingjtianés, the Company considers voluntary termindtishavior as well as future
workforce reduction programs. Estimated forfeitigrieued up to actual forfeiture as the equity algarest. The total fair value of
the equity awards, net of forfeiture, is recordedacstraight-line basis over the requisite serpiegod of the awards for each
separately vesting period of the award, excepM8tUs which are amortized based upon graded vesigtgod.

Income Taxes

In accordance with the authoritative guidance @woanting for income taxes, the Company recognizssme taxes using an
asset and liability approach. This approach reguire recognition of taxes payable or refundabi¢hie current year and deferred
tax liabilities and assets for the future tax copusances of events that have been recognizeddansolidated financial statements
or tax returns. The measurement of current andeféaxes is based on provisions of the enaciddwaand the effects of future
changes in tax laws or rates are not anticipated.

The authoritative guidance provides for recognittbdeferred tax assets if the realization of sieferred tax assets is more
likely than not to occur based on an evaluatiolnath positive and negative evidence and the reati®ight of the evidence. With
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the exception of certain international jurisdicpthe Company has determined that at this tingerntore likely than not that

deferred tax assets attributable to the remaininigdictions will not be realized, primarily dueuncertainties related to its ability
to utilize its net operating loss carryforwardsdsefthey expire. Accordingly, the Company has distaéd a valuation allowance
for such deferred tax assets. If there is a chamgfee Company’s ability to realize its deferred &ssets for which a valuation
allowance has been established, then its tax poovimay decrease in the period in which it deteasithat realization is more
likely than not. Likewise, if the Company deternsribat it is not more likely than not that our dede tax assets will be realized,
then a valuation allowance may be establisheduo sleferred tax assets and the Company’s taxgoovimay increase in the
period in which we make the determination.

The authoritative guidance on accounting for uraety in income taxes prescribes the recognitioreshold and
measurement attributes for financial statementgeition and measurement of a tax position takesxpected to be taken in a tax
return. Additionally, it provides guidance on rendpn, classification, and disclosure of tax posis. The Company is subject to
income tax audits by the respective tax authoritied! of the jurisdictions in which it operat@he determination of tax liabilities
in each of these jurisdictions requires the intetgtion and application of complex and sometimesertain tax laws and
regulations. The Company recognizes liabilitiessllasn its estimate of whether, and the extent tehykadditional tax liabilities
are more likely than not. If the Company ultimatégtermines that the payment of such a liabilitydsnecessary, then it reverses
the liability and recognizes a tax benefit durihg period in which the determination is made that ltability is no longer
necessary.

The recognition and measurement of current taxgastype or refundable and deferred tax assets dritities requires that the
Company make certain estimates and judgments. @sdaghese estimates or a change in judgment av@yehmaterial impact on
the Company'’s tax provision in a future period.

Restructuring Accrual

In accordance with authoritative guidance on actingrior costs associated with exit or disposaivites, generally costs
associated with restructuring activities are re@eph when they are incurred. However, in the cdseases, the expense is
estimated and accrued when the property is vac@igdn the significance of, and the timing of tke@ution of such activities, this
process is complex and involves periodic reassassntd estimates made from the time the property vacated, including
evaluating real estate market conditions for exgebeacancy periods and sub-lease income.

Additionally, a liability for post-employment beritsffor workforce reductions related to restruatgractivities is recorded
when payment is probable, and the amount is reabpeatimable. The Company continually evaluatesdtequacy of the
remaining liabilities under its restructuring iaitives. Although the Company believes that theimates accurately reflect the
costs of its restructuring plans, actual resulty titier, thereby requiring the Company to recodditional provisions or reverse a
portion of such provisions.

Loss Contingencies

The Company is subject to the possibility of vasidass contingencies arising in the ordinary cowfsbusiness. The
Company considers the likelihood of loss or impa&ntrof an asset or the incurrence of a liabilisyell as its ability to reasonably
estimate the amount of loss in determining lossingancies. An estimated loss is accrued wherpidbable that an asset has been
impaired or a liability has been incurred and thant of loss can be reasonably estimated. The @oynpegularly evaluates
current information available to determine whetbhgch accruals should be adjusted and whether nenvads are required.
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Asset Retirement Obligations (“ARO")

ARO are legal obligations associated with the eatient of long-lived assets pertaining to leaselmofitovements. These
liabilities are initially recorded at fair valuedthe related asset retirement costs are capititiyéncreasing the carrying amount
of the related assets by the same amount as Hil@yiaAsset retirement costs are subsequentlyelgpted over the useful lives of
the related assets. Subsequent to initial recagnithe Company records period-to-period changésiARO liability resulting
from the passage of time and revisions to eithetithing or the amount of the original estimateiodliscounted cash flows. The
Company derecognizes ARO liabilities when the eslabbligations are settled. As of July 2, 2016 dode 27, 2015, the
Consolidated Balance Sheets included ARO of $0IRomiand $1.7 million, respectively, in Other cent liabilities and $3.5
million and $2.7 million, respectively, in Other maurrent liabilities. The activities and balanées ARO are as followsilf
millions):

Balance at
Beginning of Liabilities Liabilities Accretion Revisions to Balance at End
Period Incurred Settled Expense Estimates of Period
Year ended July 2, 2016 $ 4.4 0.4 (0.9 0.2 (0.9 $ 3.7
Year ended June 27, 2015 $ 4.9 0.1 (0.6) 0.2 (0.3) % 4.4

Note 2. Recently Issued Accounting Pronouncements

In June 2016, the Financial Accounting Standardar8d“FASB”) issued guidance that changes the autiog for
recognizing impairments of financial assets. Uridlemew guidance, credit losses for certain typéaancial instruments will be
estimated based on expected losses. The new geidiwcmodifies the impairment models for availénesale debt securities and
for purchased financial assets with credit detation since their origination. The guidance is@ffee for the Company in the first
quarter of fiscal 2021 and earlier adoption is ptend. The Company is evaluating the impact of dihgpthis new accounting
guidance on its consolidated financial statements.

In March 2016, the FASB issued guidance which siiiegl several aspects of accounting for share-basgtent award
transactions including income tax consequencessifigation of awards as either equity or liakéi#tiand classification on the
statement of cash flows. The guidance is effediivethe Company in the first quarter of fiscal 204@8d earlier adoption is
permitted. The Company is evaluating the impaetduipting this new accounting guidance on its caaatad financial statements.

In March 2016, the FASB issued guidance that dtarithe steps required when assessing whethengenticall (put) options
that can accelerate the payment of principal on isbruments are clearly and closely related ¢otonomic characteristics and
risks of their debt instrument. The guidance igeffre for the Company in the first quarter of is2018. The Company is
evaluating the impact of adopting this new accaountuidance on its consolidated financial statement

In February 2016, the FASB issued guidance relatéadw an entity should recognize lease assettease liabilities. The
guidance specifies that an entity who is a lessderiease agreements should recognize lease arddesase liabilities for those
leases classified as operating leases under peFR8B guidance. Accounting for leases by lessdesgely unchanged under the
new guidance. The guidance requires a modifiedsp#ctive transition approach for leases existingraentered into after, the
beginning of the earliest comparative period presgkim the financial statements. The guidanceéstfe for the Company in the
first quarter of fiscal 2020. The Company is eviihgathe impact of adopting this new accountingdauice on its consolidated
financial statements.

In July 2015, the FASB issued guidance to changstibsequent measurement of inventory from loweostf or market to
lower of cost and net realizable value. The guidaisceffective for the Company in the first quardérfiscal 2018. Earlier
application is permitted as of the beginning ofi@erim or annual reporting period. The Compangualuating the impact of
adopting this new accounting guidance on its codat#d financial statements.

In May 2015, the FASB issued guidance to removedhairement to categorize within the fair valugraichy all investments
for which fair value is measured using net asslefeviger share practical expedient. The guidaneigstive for the Company in the
first quarter of fiscal 2017 and will apply to cart pension assets. The guidance will be appligdspectively. The adoption is
expected to result in change in disclosure only\aitichot have any material impact on the consdbdifinancial statements.

In April 2015, the FASB issued new authoritativédgunce to simplify the presentation of debt issearasts by requiring debt
issuance costs to be presented as a deductiorttienorresponding liability, consistent with deistotunts or premiums. This
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guidance is effective for the Company in the fipgarter of fiscal 2017 for its convertible debtdanill be applied retrospectively.
Debt issuance costs as stated in Note 11. Debtkettets of Credit will be netted against the ldegn debt effective in the first
quarter of fiscal 2017. The consolidated balaneesbf each individual period presented will beagpectively adjusted to reflect
the period-specific effects of applying this nevidgunce.

In May 2014, the FASB issued new authoritative gaik related to revenue recognition. This guidaviteeplace current
U.S. GAAP guidance on this topic and eliminate stdgt+specific guidance. The new revenue recognigioidance provides a
unified model to determine when and how revenuedsgnized. The core principle is that a compaikhrecognize revenue to
depict the transfer of promised goods or servioesustomers in an amount that reflects the corsiider for which the entity
expects to be entitled in exchange for those goodsrvices. This guidance allows for either feltospective adoption or modified
retrospective adoption. The FASB deferred the &ffeadate for this guidance by one year to Decenitser2017 for annual
reporting periods beginning after such date. Eadpgplication of this guidance is permitted but before the original date of
December 15, 2016. In March, April and May 201&, HASB clarified the implementation guidance omgipal versus agent,
identifying performance obligations, licensing,leotibility, noncash consideration, presentatiosalés tax, provided clarifying
guidance in certain narrow areas and added sonetigalaexpedients as well as other transition matt€he new guidance is
effective for the Company in the first quarter ©ichl 2019. The Company is evaluating the impaat this new accounting
guidance will have on its consolidated financiatsments and related disclosures.

Note 3. Discontinued Operations

On August 1, 2015, the Company completed the stéparmaf the Lumentum business (the “Separationt) arxade a tax-free
distribution of approximately 80.1% of the outstangdshares of Lumentum common stock to Viavi shalddrs who received one
share of Lumentum common stock for every five shaféviavi common stock held as of the close ofibess on July 27, 2015
(the “Record Date”) and not sold prior to Augus2@15 (the “ex-dividend date”). In connection vilttle Separation Viavi agreed to
contribute $137.6 million all of which was contred during fiscal 2016. As of the Distribution, Bempany retained ownership
of approximately 19.9%, or 11.7 million sharesl,.ofmentum’s outstanding common stock. Lumentum wa®s&d to hold Viavi’s
CCOP business and the WaveReady product linerésudt of the Distribution, Lumentum is now an ipdadent public company
trading under the symbol “LITE” on The Nasdaq Starket (‘“NASDAQ”"). The Company agreed not to lidate the retained
shares during the first six months following thestfibution. However, in connection with a privagétér ruling from the Internal
Revenue Service, the Company committed to liquittese shares within three years from the DistidinuAs of July 2, 2016, the
Company owns approximately 7.2 million shares, ofientum’s common stock. Refer to “Note 8. Investimamd Fair Value
Measurements” for more information.

In connection with the Separation, the Companyredténto a Contribution Agreement, Separation anstribution
Agreement, a Tax Matters Agreement, Employee Mafigreement, Securities Purchase Agreement, a pAgptement, and an
Intellectual Property Matters Agreement with Lumentand others.

The Contribution Agreement identifies the assetsttransferred, the liabilities to be assumedfa@dontracts to be assigned
and it provides for when and how these transfasmptions and assignments will occur.

The Separation and Distribution Agreement govenesseparation of the CCOP and WaveReady busimessansfer of
assets and other matters related to Viavi's reiatitp with Lumentum.

The Tax Matters Agreement governs the respeciiyesj responsibilities and obligations of Lumentamd Viavi with respect
to tax liabilities and benefits, tax attributess tmntests, tax returns, and certain other taxerstt

The Employee Matters Agreement governs the comgiensand employee benefit obligations with respethe current and
former employees and non-employee directors of lntara and Viavi, and generally allocates liabilitexsd responsibilities
relating to employee compensation, benefit plarts@ngrams. The Employee Matters Agreement prouidasemployees of
Lumentum will no longer participate in benefit pdasponsored or maintained by Viavi.

The Securities Purchase Agreement with the Compamgentum and Amada Holdings Co., Ltd. (“Amada’)feeth terms
whereby the Company received 40,000 shares of Liumes Series A Preferred Stock (“Series A Prefe@amtk”) pursuant to a
binding commitment to sell the Series A Preferrmtisto Amada following the Separation. Upon Sefianain connection with
the agreement, during the first quarter of fis€dl@the Company sold 35,805 shares of the Serikreferred Stock to Amada for
$35.8 million and the remaining 4,195 shares o8bBes A Preferred Stock were canceled. The $88i8n is included as a part
of financing activities in the Statement of CasbviA.
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The Supply Agreement outlines that Viavi will supgst equipment to Lumentum and Lumentum will dygpmponents
related to the Company’s metro, fiber and opticabpct lines and development services related @rstransceivers. The most
significant component of the Supply Agreement i5.9Imillion related to the sale of certain optigdt equipment to Lumentum
from the date of the agreement through July 2, 26fl&hich the company recorded $14.1 million of eenue during the fiscal
year ended July 2, 2016.

The Intellectual Property Matters Agreement ouslitiee intellectual property rights and technologysferred to Lumentum
upon the Separation, as well as the intellectugp@nrty and technology both companies can licemsa &ach other. In addition it
outlines non-compete restrictions between Viavi aaghentum.

As the separation of the Lumentum business repteaatrategic shift that has and will have a mefiect on the Company’s
operations and financial results, the results afrafions and net assets of the Lumentum businesprasented separately as
discontinued operations for the fiscal years entigg 2, 2016 and June 27, 2015 and as of July 65,26 accordance with the
authoritative guidance.

As of the Separation Date, Lumentum is a standegbulicly traded company that separately reptiitsaincial results. Due
to the difference between the basis of presentdtionliscontinued operations and the basis of mtasen as a stand-alone
company, the financial results of Lumentum includeéthin discontinued operations for the Company maybe indicative of
actual financial results of Lumentum as a standi@lmompany.

The following table presents the carrying amoufith® major classes of the assets and liabilitféseLumentum business
which are presented as discontinued operation@Ctdnsolidated Balance Sheétsmillions).

June 27, 2015

Assets:

Cash and cash equivalents $ 13.4
Accounts receivable, net 150.z
Inventories, net 100.0
Prepayments and other current assets 46.€

Current assets of discontinued operations 310.2
Property, plant and equipment, net 145.¢
Goodwill 5.6
Intangibles, net 21.¢
Other non-current assets 314

Non-current assets of discontinued operations 204.2
Total assets of discontinued operations $ 514.4

Liabilities:

Accounts payable $ 79.1
Accrued payroll and related expenses 18.2
Income taxes payable 3.7
Accrued expenses 17.5
Other current liabilities 11.4

Current liabilities of discontinued operations 130.(

Non-current liabilities of discontinued operations 10.9
Total liabilities of discontinued operations $ 140.¢

In connection with the Separation, $7.8 millionaetumulated other comprehensive loss, net of indaxes, related to
foreign currency translation adjustments and thmsios plan obligation was transferred to Lumenturthe Separation Date. Refer
to “Note 5. Accumulated Other Comprehensive Incdbhwess)” for more information.

65



Table of Contents
VIAVI SOLUTIONS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

The Company also transferred deferred tax ass&2%05 million, deferred tax liabilities of $1.0lfiwn, current income tax
payables of $3.3 million, an income tax receivaiil$1.3 million and other long-term liabilities a¢éd to uncertain tax positions
totaling $0.1 million on the Separation date. Thmmpany utilized approximately $1.0 billion of fedknet operating losses to
offset income recognized as a result of the Sejparand the license of Lumentum’s intellectual prayp to a foreign subsidiary.

The removal of Lumentum’s net assets and equigtedladjustments upon the Separation are presastad increase of
Viavi's accumulated deficit in the Consolidatedt&taents of Stockholders’ Equity and representsragash financing activity,
excluding the cash transferred. Refer to “NoteStbck-Based Compensation” for information on madifions to stock-based
compensation awards as a result of the Distribution

The following table summarizes results from discmrgd operations of the Lumentum business inclimtee Consolidated
Statement of Operatiorfg millions):

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
Net revenues $ 66.5 $ 835.. $ 816.:
Cost of revenues 49.8 569.1 550.7
Amortization of acquired technologies 0.€ 7.5 9.1
Gross profit 16.1 258.¢ 256.5
Operating expenses:
Research and development 12.5 139.¢ 134.2
Selling, general and administrative 24.7 87.t 65.¢
Restructuring charges 0.1 7.7 25
Total operating expenses 37.2 235.1 202.¢
Income (loss) from operations (21.2) 23.t 53.9
Interest and other income (expense), net — (1. 1.C
Income (loss) before income taxes (21.2) 22.L 54.9
(Benefit from) provision for income taxes 27.¢ (20.9 (1.9
Net income (loss) from discontinued operations $1) (49.0) $ 431 $ 56.8

(1) No income or expense relating to the Lumenibuisiness was recorded after the Separation Date.

During the fiscal year ended July 2, 2016, the imedax provision for discontinued operations of 82million included
approximately $6.2 million cash taxes that are thuéederal and state authorities as a result ofSbearation. In addition,
approximately $19.0 million of the income tax pwn for discontinued operations related to theime tax intraperiod tax
allocation rules in relation to continuing operasand other comprehensive income.

Net (loss) income from discontinued operations alstuded costs incurred by the Company to separateentum, such as
transaction charges, advisory and consulting fefe®16.5 million, $21.4 million and zero for thedal years ended July 2, 2016,
June 27, 2015 and June 28, 2014, respectively.

66



Table of Contents
VIAVI SOLUTIONS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

The following table presents supplemental cash fldarmation: depreciation expense, amortizatiopemse, stock-based
compensation expense and capital expenditureedfiumentum businegs millions).

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
Operating activities:
Depreciation expense $ 37 % 434 % 36.2
Amortization expense 0.€ 7.¢ 9.2
Stock-based compensation expense 1.€ 19.¢ 19.¢
Investing activities:
Capital expenditures $ 58 % 55.¢ $ 64.(

Note 4. Earnings Per Share

Basic netincome (loss) per share is computed\iglidg net income (loss) for the period by the vivégl average number of
common shares outstanding during the period. Qilatt income (loss) per share is computed by digidiet income (loss) for the
period by the weighted average number of sharesmfmon stock and potentially dilutive common stoakstanding during the
period. The dilutive effect of outstanding ESPH| Yalue Awards, and options is reflected in dilditget income (loss) per share by
application of the treasury stock method. The dat@mn of diluted net income (loss) per share estebiall anti-dilutive common
shares.

The following table sets forth the computation asic and diluted net (loss) income per sharenfllions, except per share
data):

Years Ended
July 2, 2016 June 27,2015  June 28, 2014

Numerator:

Income (loss) from continuing operations, net af ta $ (50.4) $ (131.4)% (74.6)

Loss from discontinued operations, net of tax (48.¢) 43.: 56.¢&
Net income (loss) $ (99.2) $ (88.1) $ (17.8)

Denominator:
Weighted-average number of common shares outsigndin

Basic 234.( 232.7 234.2
Effect of dilutive securities from stock-based Wign@ans — — —
Diluted 234.( 232.7 234.2

Net loss per share from - basic and diluted:

Continuing operations $ (0.22) $ 0573 (0.32)
Discontinued operations (0.20 0.1¢ 0.24
Net income (loss) $ (0.42) $ (0.38) $ (0.08)

The following table sets forth the weighted-averpgtentially dilutive securities excluded from tteamputation of the diluted
net (loss) income per share because their effeatdimave been anti-dilutivén( millions):

Years Ended
July 2, 2016 (1)(2) June 27,2015 (1)(2)  June 28, 2014 (1)(2)

Stock options and ESPP 3.4 3.€ 4.¢
Full Value Awards 10.9 10.3 10.1
Total potentially dilutive securities 14.2 13.¢ 15.C
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As the Company incurred a net loss from continoipgrations in the period, potential dilutive setieisifrom employee
stock options, employee stock purchase plan (“Ep&RI Restricted Stock Units (‘“RSUs”) have beeruslad from the
diluted net loss per share computations as thfgctsfwere deemed anti-dilutive.

The Company’s 0.625% Senior Convertible 2033 Neates not included in the table above. The par amoiin
convertible notes is payable in cash equal to threipal amount of the notes plus any accrued ampid interest and
then the “in-the-money” conversion benefit featat¢he conversion price above $11.28 per sharayialge in cash,
shares of the Company’s common stock or a comleimatf both. Refer to “Note 11. Debts and Letter€oédit” for
more details.

Note 5. Accumulated Other Comprehensive Income (La3

The Company’s accumulated other comprehensiverieqoss) consists of the accumulated net unrebjans and losses
on available-for-sale investments, foreign curremayslation adjustments and defined benefit obibiga.

At July 2, 2016 and June 27, 2015, balances focthgponents of accumulated other comprehensiveriadtoss) were as
follows (in millions):

Unrealized (losses) Foreign currency Defined benefit
on available-for-sale translation obligation, net
investments (2) adjustments of tax (3) Total
Beginning balance as of June 27, 2015 $ 3.2 % (29.2) $ (15.9 $ (48.0)
Transferred to Lumentum (1) — (8.9 1.1 (7.8)
Other comprehensive (loss) income bel
reclassification 177.: (32.0 (10.6) 134.7
Amounts reclassified from Accumulated
other comprehensive (loss) income (69.6) — 0.7 (68.9)
Net current-period other comprehensive
(loss) income 107.7 (32.0 (9.9 65.¢
Ending balance as of July 2, 2016 $ 1045 $ (70.1) $ (24.4) $ 10.0
(1) Amount represents the transfer of accumulated abeprehensive balances to Lumentum as of the SempaDate.
Refer to “Note 3. Discontinued Operations” for mor®rmation.
(2) Activity before reclassifications to the ConsoligldiStatements of Operations during the year endg@,J2016 primarily

®3)

relates to a $180.7 million unrealized gain onrtfegketable equity securities of Lumentum held baw/inet of a $3.7
million income tax effect related to the intraperiax allocation rules. The amount reclassifiedaf@ccumulated other
comprehensive income (loss) is primarily compodeal $71.5 million gross realized gain during tharyended July 2,
2016 from the sale of 4.5 million shares of the&/ illion shares of the marketable equity secuwitie.umentum held by
Viavi upon the Separation. The sale gave rise$8.8 million income tax effect related to the ipeasiod tax allocation
rules. The gain and the income tax effect are ghatlin "Gain on sale of investments" and “Providmm(benefit from)
income taxes,” respectively, in the Consolidateate3hent of Operations for the year ended July 2620

Activity before reclassifications to the ConsoligidStatements of Operations during the year endg®,J2016 relates to
the unrealized net actuarial loss of $14.2 milliogt, of income tax benefits of $3.6 million. Theamt reclassified out of
accumulated other comprehensive income (loss) septs the amortization of actuarial losses inclaemcomponent of
Selling, general and administrative expense (“SGRAT the Consolidated Statement of Operations Far yiear
ended July 2, 2016. Refer to “Note 16. EmployeesRerand Other Benefit Plans” for more detailshendomputation of
net periodic cost for pension plans.
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Note 6. Mergers and Acquisitions
Fiscal 2014 Acquisitions

Network Instruments, LLC (“Network Instruments”)

On January 6, 2014 (“Network Instruments ClosingeDathe Company completed the acquisition of Netwnstruments, a
privately-held U.S. company. Network Instrumentsiading developer of enterprise network andiegidn-performance
management solutions for global 2000 companiesCldmpany acquired all outstanding shares of Netiwwmtkuments for $208.5
million in cash, subject to final cash and work@agpital adjustments including holdback paymentgppiroximately $20.0 million
which are reserved for potential breaches of regptasions and warranties. During 2015 the Compaagennoldback payments

totaling $19.7 million, net of working capital adjments, which were classified as a financing #gtivithin the Consolidated
Statements of Cash Flows.

The acquisition of Network Instruments further sggghens the Company’s portfolio of solutions fear émterprise, data center
and cloud networking markets. In order to improypplication performance, reduce costs and addresedsing network
complexity, enterprise network administrators agidly transforming their IT networks while embnagitoday’s most critical
technology initiatives such as unified communicasiccloud, and data center consolidation. Netwasitiments helps enterprises
simplify the management and optimization of theitworks with high-performance solutions that previdttionable intelligence
and deep network visibility. Network Instrumentsswategrated into the Company’s SE operating sefymen

The Company accoust for the transaction in accordance with the authoritative guidance on business combinations; therefore,
the tangible and intangible assets acquired abditias assumed were recorded at fair value orattiguisition date.

The Company finalized the purchase price allocatadated to this acquisition during fiscal 2014 eTgurchase price was
allocated as followsirf millions):

Net tangible assets acquired $ 20.¢
Intangible assets acquired:
Developed technology 21.7
Customer relationships 38.3
In-process research and development 1.7
Other 0.3
Goodwill 125.¢
Total purchase price $ 208.4

The following table summarizes the components eftéimgible assets acquired at fair valinatillions):

Cash $ 9.C
Accounts receivable 13.8
Inventory 6.C
Property and equipment 1.0
Accounts payable (1.5
Deferred tax liabilities, net (0.6)
Other liabilities, net of other assets (4.9
Deferred revenue (2.5)
Net tangible assets acquired $ 20.¢

Acquired intangible assets are classified as L8wasets for which fair value is derived from véilwabased on inputs that
are unobservable and significant to the overalMaiue measurement. The fair value of acquireeibped technology, customer
relationships, acquired in-process research andldiement (“IPR&D”) and other intangible assets wagermined based on an
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income approach using the discounted cash flow adetRhe intangible assets, except IPR&D, are baingrtized over their
estimated useful lives of five years for the majooif acquired developed technology and custoniatiomships and one year for
trade name. Order backlog was fully amortized sadl 2014.

In accordance with authoritative guidance, the Camyprecognizes IPR&D at fair value as of the Netwmstruments
Closing Date. The IPR&D is accounted for as anfimite-lived intangible asset until completion dreendonment of the associated
research and development efforts. IPR&D is testednipairment during the period it is consideredratefinite lived asset.

The goodwill arising from this acquisition is pririig attributed to sales of future products andvgsss and the assembled
workforce of Network Instruments. Goodwill has beessigned to the NE and SE segment and is not tleléuor tax purposes.
Goodwill is not being amortized but is reviewed aalfy for impairment or more frequently if impairmteindicators arise, in
accordance with authoritative guidance.

The estimated amount of Network Instruments’ ne¢éneie and net loss, included in the Company’s Gfagéed Statement of
Operations for the year ended June 28, 2014 wa$ $iifion and $9.6 million, respectively. Netwdristruments’ net revenue and
net loss disclosed above reflect Management'sdstghate, based on information available at themem date.

The following table presents certain unauditedfprma information, for illustrative purposes oy fiscal 2014 and fiscal
2013 as if Network Instruments had been acquirediubn1, 2012. The unaudited estimated pro fornf@imation combines the
historical results of Network Instruments with t@empany’s consolidated historical results and idekicertain adjustments
reflecting the estimated impact of fair value atihumnts for the respective periods. The pro formfarimation is not indicative of
what would have occurred had the acquisition tgkace on July 1, 2012. Additionally, the pro forfimancial information does not
include the impact of possible business model chslagd does not reflect pro forma adjustmentsréocm accounting policies
between Network Instruments and the Company. Acegllts will differ from the unaudited pro formafarmation presented
below (naudited, in milliony

Year Ended
June 28, 2014

Pro forma net revenue $ 1,770.(
Pro forma net (loss) income (14.5)

Trendium Inc. (“Trendium”)

On December 10, 2013 (“Trendium Closing Date”) Gloenpany acquired certain technology and othetsfsen Trendium,
a privately-held U.S. company, for a purchase pofcg26.1 million in cash including a holdback pamhof approximately $2.5
million which is reserved for potential breachesagresentations and warranties. During fiscal 26#Company made the $2.5
million holdback payment following the one-year avemsary of the Trendium Closing Date. The paynientlassified as a
financing activity within the Consolidated Staternseof Cash Flows.

Trendium provides real-time intelligence softwaslisions for customer experience assurance (“CE&8¥et optimization
and monetization of big data for 4G/Long Term Eviolu (“LTE”) mobile network operators. The additiohTrendium employees
and technology enables the Company to introdueeparadigm of CEA, enabling operators of 4G/LTfuoeks to achieve a real
and relevant improvement in customer satisfactibiteamaximizing productivity and profitability fatynamic converged 4G/LTE
networks and beyond. The purchased assets areléttin the Company’s SE segment.

The Company accounted for the transaction in accordance with the authoritative guidance on business combinations; therefore,
the tangible and intangible assets acquired weaded at fair value on the acquisition date. Toe@any finalized the purchase
price allocation related to this acquisition, irdihg measurement period adjustments with the cooreging offset to goodwiill,
during fiscal 2014. The purchase price was allatagefollows i millions):
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Tangible assets acquired:

Property, plant and equipment $ 0.2
Intangible assets acquired:

Developed technology 6.1

In-process research and development 5.4
Goodwill 14.4
Total purchase price $ 26.1

Acquired intangible assets are classified as L8\assets for which fair value is derived from véilrrabased on inputs that
are unobservable and significant to the overail falue measurement. The fair value of acquirecelibped technology was
determined based on an income approach usingsbeutited cash flow method and are being amortizexctioeir estimated useful
lives of seven years.

In accordance with authoritative guidance, the Camypecognized IPR&D at fair value as of the TrandClosing Date. The
IPR&D is accounted for as an indefinite-lived ingéible asset until completion or abandonment ofabsociated research and
development efforts. IPR&D is tested for impairmduating the period it is considered an indefinied asset.

The goodwill arising from this acquisition is prinig attributed to product synergies and the asdedlworkforce of
Trendium. Goodwill was assigned to the NE and Sffnemt and is deductible for tax purposes. Goodsvillot amortized but is
reviewed annually for impairment or more frequeiitiynpairment indicators arise, in accordance vaithhoritative guidance.

Trendium’s results of operations have been includéide Company’s consolidated financial statemsuibsequent to the date
of acquisition. Pro forma results of operationséhagt been presented because the effect of thésémuwas not material to prior
period financial statements.

Note 7. Balance Sheet and Other Details

Accounts receivable reserves and allowances

The components of accounts receivable reserveallowdances were as follows(millions):

July 2, 2016 June 27, 2015
Allowance for doubtful accounts $ 22 % 2.4
Allowance for sales returns 2.t 0.7
Total accounts receivable reserves and allowances $ 47 $ 3.1

The activities and balances for allowance for dhullaiccounts are as follows(millions):

Balance at Charged to
Beginning of Costs and Balance at
Period Expenses Deduction (1) End of Period
Year Ended July 2, 2016 $ 24 % 0.2 $ 0.5 % 2.2
Year Ended June 27, 2015 2.¢ 0.2 (0.¢) 2.4
Year Ended June 28, 2014 2.3 1.2 (0.6) 2.¢

(1) Represents the effect of currency translatdjnsiments and write-offs of uncollectible accountst of recoveries.
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Inventories, net

The components of Inventories, net were as follGasnillions):

Finished goods

Work in process

Raw materials
Inventories, net

Prepayments and other current assets

The components of Prepayments and other curreetsasere as followsr{ millions):

Prepayments
Other current assets
Prepayments and other current assets

Property, plant and equipment, net

The components of Property, plant and equipmentveee as followsifi millions):

Land
Buildings and improvements
Machinery and equipment
Furniture, fixtures, software and office equipment
Leasehold improvements
Construction in progress
Property, plant and equipment, gross
Less: Accumulated depreciation
Property, plant and equipment, net

Other current liabilities

The components of Other current liabilities werdadisws (in millions):

Restructuring accrual
Income tax payable
Warranty accrual
Deferred compensation plan
Deferred income taxes
Other

Other current liabilities
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July 2, 2016 June 27, 2015

$ 29.1 $ 31E
7. 6.€

14.¢ 15.F

$ 512 $ 53.€
July 2, 2016 June 27, 2015

$ 102 $ 15.7
21.7 22.F

$ 321 $ 38.:
July 2, 2016 June 27, 2015

$ 14€ $ 14.7
32.4 32.7

218. 200.2

120.F 124.F

54.% 55.¢

10.2 27.¢

450.¢ 455

(317.9) (306.9)

$ 133.( $ 1492
July 2, 2016 June 27, 2015

$ 135 $ 19.1
3.2 3.1

2.€ 2.2

2.4 3.C

— 7.1

9.4 12.C

$ 31.C $ 46.¢
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Other non-current liabilities

The components of Other non-current liabilities evas follows iy millions):

July 2, 2016 June 27, 2015

Pension and post-employment benefits $ 103.C $ 87.2
Financing obligation 28.1 29.1
Long-term deferred revenue 22 23.€
Other 24,7 28.t
Other non-current liabilities $ 179.1 $ 168.¢

Interest and other income (expense), net

The components of Interest and other income (ex@enst were as follows$n(millions):

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014

Interest income $ 5.¢ 4€ $ 3.6
Foreign exchange gains (losses), net (2.6) (3.9 (4.2)
Proceeds from Nortel (1) — 2.2 —
Other income (expense), net (0.9 0.7 (0.6)
Interest and other income (expense), net $ 2 $ 37 % (1.2

(1) Infiscal 2015, the Company received proceeds & #flllion from the Fair Fund established to pr@&/mbmpensation for
losses incurred in connection with investmentsant® Networks Corporation (“Nortel”) securitie®fn the SEC’s claims
against Nortel.

Note 8. Investments and Fair Value Measurements

Available-For-Sale Investments

The Company’s investments in marketable debt andtyegecurities were primarily classified as avaliéafor-sale
investments. As of July 2, 2016, the Company’slalée-for-sale securities were as follovirs ifhillions):

Amortized Cost/  Gross Unrealized  Gross Unrealized Estimated
Carrying Cost Gains Losses Fair Value
Debt securities:

U.S. treasuries $ 46.1 $ — % — % 46.1
U.S. agencies 24.¢ — — 24.¢
Municipal bonds and sovereign debt instruments 2.C — — 2.C
Asset-backed securities 50.¢ 0.1 (0.3 50.2
Corporate securities 224k 0.2 (0.2) 224.¢
Total debt securities 347.¢ 0.3 (0.9 347.¢
Marketable equity securities 62.1 109.2 — 1715
Total available-for-sale investments $ 410.C $ 109.F $ (0.9 $ 519.1

The Company generally classifies debt securitiemiab equivalents, short-term investments or sibiercurrent assets based
on the stated maturities; however, certain securities with stated maturitiel®ofier than twelve months which are highly liquidia
available to support current operations are alassified as short-term investments. As of Julydd,62 of the total estimated fair
value, $36.1 million was classified as cash eqeivis, $311.1 million was classified as short-tervestments and $0.6 million was
classified as other non-current assets.
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Marketable equity securities consist of the Comfsamynership of Lumentum common stock remainingannection with
the Separation. Refer to “Note 3. Discontinued @pens” for more information. These securities stated at fair value, with
unrealized gains and losses reported in other ceimemsive income, net of tax and are classifiethat-serm investments on the
Consolidated Balance Sheets as of July 2, 2016#t.8 million. The Company sold 4.5 million Lumemtaommon shares during
the third and fourth quarters of fiscal 2016 ancogmized gross realized gain of $71.5 million, geféd in "Gain on sale of
investments” in the Company’s Consolidated StatesneihOperations. The sale resulted in $2.0 miltexeffect related to the
intraperiod tax allocation rules. The realized gaialso reflected within the operating activitsestion of the Statements of Cash
Flows, while the cash proceeds received are refleict “Sales of available-for-sale investments™hivitthe investing activities
section.

In addition to the amounts presented above, dslgf2, 2016, the Company’s short-term investmelatssified as trading
securities related to the Deferred Compensation wée $2.4 million, of which $0.3 million was irsted in debt securities, $0.8
million was invested in money market instruments famds and $1.3 million was invested in equityséies. Trading securities
are reported at fair value, with the unrealizechgair losses resulting from changes in fair vakeognized in the Company’s
Consolidated Statements of Operations as a compohémterest and other income (expense), net.

During the fiscal years ended July 2, 2016, Jun€Q@¥5 and June 28, 2014, the Company recordetheo-than-temporary
impairment in each respective period.

As of July 2, 2016, the Company’s total gross ulired losses on available-for-sale securities, egated by type of
investment instrument, were as folloviis illions):

Less than 12 Greater than 12
Months Months Total
Asset-backed securities $ — $ 0.3 $ 0.3
Corporate securities (0.2) — (0.7
Total gross unrealized losses $ (0.1 $ 0.9 % (0.9

As of July 2, 2016, contractual maturities of then@pany’s debt securities classified as availableséde securities were as
follows (in millions):

Amortized Estimated

Cost/’(;ar‘rying Fair Value
Amounts maturing in less than 1 year $ 252.¢ $ 2525
Amounts maturing in 1 - 5 years 94.3 94.t
Amounts maturing in more than 5 years 1.C 0.€
Total debt available-for-sale securities $ 3479 $ 347.8

As of June 27, 2015, the Company’s available-&de-securities were as followis (illions):

Amortized Cost/ Gross Unrealized  Gross Unrealized Estimated
Carrying Cost Gains Losses Fair Value
Debt securities:
U.S. treasuries $ 519 $ — $ — $ 51.9
U.S. agencies 96.( — — 96.(
Municipal bonds and sovereign debt instruments 4.C — — 4.C
Asset-backed securities 70.€ — (0.2 70.2
Corporate securities 274.] 0.1 (0.2) 274.]
Total available-for-sale securities $ 496.t $ 01 $ 0.3 % 496.¢

As of June 27, 2015, of the total estimated falug, $33.7 million was classified as cash equivale$461.9 million was
classified as short-term investments and $0.8anillvas classified as other non-current assets.
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In addition to the amounts presented above, asra 27, 2015, the Company’s short-term investmelassified as trading
securities, related to the deferred compensatiam, pvere $3.0 million, of which $0.4 million wavested in debt securities, $0.7
million was invested in money market instrumentd famds and $1.9 million was invested in equitysiies. Trading securities
are reported at fair value, with the unrealizechgair losses resulting from changes in fair vak@gnized in the Company’s
Consolidated Statements of Operations as a compohémterest and other income (expense), net.

As of June 27, 2015, the Company’s total grossalimed losses on available-for-sale securitiesregmied by type of
investment instrument, were as follovis illions):

Lessthan 12  Greater than

Months 12 Months Total
Asset-backed securities $ — $ 0.2 % 0.2
Corporate securities (0.7) — (0.7
Total gross unrealized losses $ 0.1 % 0.2 % 0.9

Fair Value Measurements

Assets measured at fair value as of July 2, 20a&a@ammarized belown millions):

Fair Value Measurement as of

July 2, 2016
Quoted Prices in Active Significant Other
Markets for Identical Observable Inputs
Total Assets (Level 1) (Level 2)
Assets:
Available-for-sale securities:

U.S. treasuries $ 46.1 $ 46.1 $ —
U.S. agencies 24.9 — 24.¢
Municipal bonds and sovereign debt instruments 2.C — 2.C
Asset-backed securities 50.2 50.2
Corporate securities 224.¢ — 224.¢
Total debt available-for-sale securities 347.8 46.1 301.7
Marketable equity securities 171.% 171.8 —
Money market funds 274.4 274.4 —
Trading securities 2.4 2.4 —
Total assets (1) 795.9 494.2 301.7

(1) $295.4 million in cash and cash equivalents, $484llion in short-term investments, $11.3 millionrestricted cash, and
$4.5 million in other non-current assets on the Gany’s Consolidated Balance Sheets.
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Assets measured at fair value as of June 27, 2@1l&uanmarized belown millions):

Fair value measurement as of
June 27, 2015

Quoted Prices in Active Significant Other
Markets for Identical Observable Inputs
Total Assets (Level 1) (Level 2)
Assets:
Debt available-for-sale securities:

U.S. treasuries $ 51.¢ $ 51.¢ $ —
U.S. agencies 96.0 — 96.C
Municipal bonds and sovereign debt instruments 4.C — 4.C
Asset-backed securities 70.4 — 70.¢
Corporate securities 274.1 — 274.1
Total debt available-for-sale securities 496.4 51.9 444t
Money market funds 220.¢ 220.¢ —
Trading securities 3.0 3.0 —
Total assets (1) $ 720.C $ 2755 $ 4445

(1) $225.4 million in cash and cash equivalents, $464ll®n in short-term investments, $25.1 millionrestricted cash, and
$4.6 million in other non-current assets on the fany’'s Consolidated Balance Sheets.

Fair value is defined as the exit price, or the amdhat would be received to sell an asset or fmaichnsfer a liability in an
orderly transaction between market participantsfabe measurement date. There is an establisleedrbhy for inputs used in
measuring fair value that maximizes the use of oladde inputs and minimizes the use of unobserviaplets by requiring the
most observable inputs be used when available.r@disle inputs are inputs market participants waudd in valuing the asset or
liability and are developed based on market dataioéd from sources independent of the Companybskmwable inputs are inputs
that reflect the assumptions about the factorsrtizaket participants would use in valuing the assdiability.

The Company’s cash and investment instrumentsassified within Level 1 or Level 2 of the fair v hierarchy based on
quoted prices, broker or dealer quotations, orrdtiive pricing sources with reasonable levelsrafeptransparency.

e Level 1 includes financial instruments for whichoted market prices for identical instruments arailable in active
markets. Level 1 assets of the Company include snamerket funds, U.S. Treasury securities, and ntabke equity
securities as they are traded with sufficient vadiend frequency of transactions.

< Level 2 includes financial instruments for whicle traluations are based on quoted prices for simdsaets or liabilities,
quoted prices in markets that are not active, loeroinputs that are observable or can be corrobdtat observable data
for substantially the full term of the assets abliities. Level 2 instruments of the Company galtgmclude certain U.S.
and foreign government and agency securities, caniati@aper, corporate and municipal bonds andsaseset-backed
securities, and foreign currency forward contrabbsestimate their fair value, the Company utilipasing models based
on market data. The significant inputs for the aéibn model usually include benchmark yields, régbtrades, broker
and dealer quotes, issuer spreads, two-sided nsalderichmark securities, bids, offers and referdata, and industry
and economic events.

* Level 3includes financial instruments for whicir faalue is derived from valuation based on ingluéd are unobservable
and significant to the overall fair value measuremas of July 2, 2016 and June 27, 2015, the Cawpé not hold any
Level 3 investment securities.

Foreign Currency Forward Contracts

The Company has foreign subsidiaries that operateseall the Company’s products in various marketsrad the world. As a
result, the Company is exposed to foreign exchaisgge. The Company utilizes foreign exchange fodwawntracts and other
instruments to manage foreign currency risk assetiaith foreign currency denominated monetarytass® liabilities, primarily
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certain short-term intercompany receivables andlpieg, and to reduce the volatility of earnings@ash flows related to foreign-
currency transactions.

The forward contracts, most with a term of less than 120 days, were transacted near fiscal year end; therefore, the fair value of
the contracts as of both July 2, 2016 and Jun2®IA is not material. The change in the fair valiteese foreign currency forward
contracts is recorded as gain or loss in the Cogip&onsolidated Statements of Operations as a oaant of Interest and other
income (expense), net.

Note 9. Goodwill

The following table presents the changes in goddWidcated to the Company’s reportable segméntmillions).

Optical Security

ErI:I:tt)\lAelz?rqlént Ensaggl:w%nt and ggﬁ%@sance Total
Balance as of June 28, 2014 (1) $ 158.C $ 94.¢ $ 82 % 261.1
Currency translation and other adjustments (3.5) (2.2) — (5.€)
Balance as of June 27, 2015 (2) $ 1545 $ 92.71 $ 82 % 255.F
Goodwill allocation - WaveReady (3) (6.0 — — (6.0
Currency translation and other adjustments 4.7) (1.3 — (6.0
Goodwill impairment charge — (91.4) — (91.9
Balance as of July 2, 2016 (4) $ 143.¢ $ — $ 82 % 152.1

(1) Gross goodwill balances for NE, SE and OSP wer® $4&illion, $276.0 million and $92.8 million, resgtively as of
June 28, 2014. Accumulated impairment for NE, S& @SP was $301.9 million, $181.2 million and $8dhiflion,
respectively as of June 28, 2014.

(2) Gross goodwill balances for NE, SE and OSP wer® 34&illion, $273.9 million and $92.8 million, resgtively as of
June 27, 2015. Accumulated impairment for NE, S& @SSP was $301.9 million, $181.2 million and $8hiflion,
respectively as of June 27, 2015.

(3) Amount represents a release of the relative fdirevaf goodwill in our NE reporting unit related tloee WaveReady
products line, which is now a part of Lumentum &the Separation Date. Refer to “Note 3. Discorgsh@perations” for
more information.

(4) Gross goodwill balances for NE, SE and OSP wer® $dhillion, $272.6 million and $92.8 million, restively as of
July 2, 2016. Accumulated impairment for NE, SE @®P was $301.9 million, $272.6 million and $84.tiom,
respectively as of July 2, 2016.

The following table presents gross goodwill andraggte impairment balances for the fiscal yeargeddly 2, 2016, and
June 27, 2015r{ millions):

Years Ended

July 2, 2016 June 27, 2015
Gross goodwill balance $ 811.1 $ 823.1
Accumulated impairment losses (659.0) (567.6)
Net goodwill balance $ 152.1 $ 255.F

Impairment of Goodwill

The Company reviews goodwill for impairment anmgallring the fourth quarter of the fiscal year aormfrequently if
events or circumstances indicate that an impairnes® may have occurred. The Company determinet] ased on its
organizational structure and the financial inforimathat is provided to and reviewed by Managenfenthe year ended fiscal
2016 and 2015, its reporting units were NE, SE@B®. For the year ended Fiscal 2014, the Compagptating unit were NSE
and OSP.
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Fiscal 2016
Interim Review

During the first quarter of fiscal 2016, the Compagleased the relative fair value of goodwill ir IE reporting unit related
to the WaveReady products line which is now patiwhentum as of the Separation date. In connegtitinthis change in the NE
reporting unit, the Company performed a goodwilpaimment test for its NE reporting unit under thalkifative assessment of the
authoritative guidance for impairment testing. Qwmpany concluded that it was more likely thanthat the fair value of the NE
reporting unit exceeded its carrying amount. Thegee no events or changes in circumstances whighetred an impairment
review for the remaining reporting units.

Annual Review

During the fourth quarter the Company performedgbedwill impairment test for all its reporting tgunder the two-step
guantitative goodwill impairment test in accordamgth the authoritative guidance. Other than natbdve there were no other
triggering events during the interim periods o€#k2016 and thus, the Company reviewed goodwilirfgpairment during the
fourth quarter, in line with its completion of ésinual operating plan for fiscal 2017.

Under the first step of the authoritative guidaftzémpairment testing, the fair value of the NEI@SP reporting units was
determined based on a combination of the incomeoagp, which estimates the fair value based offiutuee discounted cash
flows, and the market approach, which estimatefihgalue based on comparable market pricesnidm&et approach estimates
the fair value of the business based on a compuoikihe reporting unit to comparable publicly ddompanies in similar lines of
business. Due to lack of comparability with itspe@mpanies the fair value of the SE reporting wais determined only utilizing
the income approach. The Company assumed a caslpéidod of 10 years, long-term annual growth rate3.0% to 7.0%,
discount rates of 14.0% to 17.0% and terminal vgtoevth rates of 3.0% to 5.0%. The Company beli¢vatthe assumptions and
rates used in the impairment test are reasonatni¢hey are judgmental, and variations in any efaesumptions or rates could
result in materially different calculations of imipaent amounts. The determination of the estimtatiedalue of goodwill required
the use of significant unobservable inputs whiehansidered Level 3 fair value measurements. Titmecs the fair values of the
reporting units was reconciled to the Company’senirmarket capitalization plus an estimated cdptemium. Based on the first
step of the authoritative guidance for impairmesting, the Company concluded that the fair valadl ceporting units, except SE,
were in excess of their carrying value. The falugaf the SE reporting unit was lower than theycealue based on the completion
of its annual operating plan for fiscal 2017 in therth quarter which revealed a longer investnoguote being needed for certain
growth products within the SE, coupled with a deelin the reporting unit's revenue and operatirgfitability in fiscal 2016
compared to fiscal 2015 when goodwill was lastetg$br impairment.

The second step of the goodwill impairment tesbinved performing a hypothetical purchase pricecallion to determine the
implied fair value of the SE reporting unit's goatlwThis process is complex and required judgmienthe development of
assumptions that affected the determination ofdhievalue of the SE reporting unit’s individualsass and liabilities, including
previously unrecognized intangible assets. Basethestep two analysis, the Company determinedathaf the SE goodwill
balance of $91.4 million was impaired and therefexrded as an impairment charge in the fourtitquaf fiscal 2016 in the
accompanying Consolidated Statements of Operatitniay. to completing the goodwill impairment tetbie Company tested the
recoverability of the SE long-lived assets (othamt goodwill) and concluded that such assets watrenpaired.

Fiscal 2015
Interim Review

As the Company reorganized its NSE segment inta@portable segments, NE and SE, during the firsttgr of fiscal 2015,
goodwill allocated to the new NE and SE reportingsuwas reviewed under the two-step quantitato@dgyill impairment test in
accordance with the authoritative guidance.

The fair value of the new reporting units was deiaed based on a combination of the income appredaudbh estimates the
fair value based on the future discounted cashdj@nd the market approach, which estimates thedhie based on comparable
market prices. Based on the first step of the amglfthe Company determined that the fair valueaith reporting unit is
significantly above its carrying amount. As su¢te Company was not required to perform step twbheénalysis. The Company
recorded no impairment charge as a result of tieeiin period impairment test performed during tire¢ months ended September
27,2014. There were no events or changes in cstames which triggered an impairment review fer#maining reporting units.
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Annual Review

During the fourth quarter the Company reviewedyhedwill of all its reporting units under the quative assessment of the
authoritative guidance for impairment testing. Twmpany concluded that it was more likely thanthat the fair value of the
reporting units that currently have goodwill recelcexceeded its carrying amount. In assessingidleagive factors, the Company
considered the impact of key factors, includingarade in industry and competitive environment, bteldeo-actual operating
performance from prior year, and consolidated camisdock price and performance. As such, it wasiroessary to perform the
two-step goodwill impairment test at this time dthce the Company recorded no impairment chageeordance with its annual
impairment test.

Fiscal 2014

During fiscal 2014, the Company reviewed goodval impairment during the fourth quarter as no teigigg events were
noted. The Company reviewed goodwill under the shap quantitative goodwill impairment test in acaorce with the
authoritative guidance. Under the first step ofahthoritative guidance for impairment testing, fdievalue of the reporting units
was determined based on a combination of the in@ppeoach, which estimates the fair value basdtdefuture discounted cash
flows, and the market approach, which estimate$daineralue based on comparable market prices. Basdhe first step of the
analysis, the Company determined that the fairevafteach reporting unit is significantly abovecigsrying amount. As such, the
Company was not required to perform step two obtaysis on any reporting unit to determine theamhof the impairment loss.
The Company recorded no impairment charge in aecmeal with its annual impairment test.

Note 10. Acquired Developed Technology and Other tangibles

The following tables present details of the Compmmagquired developed technology, customer relatigps and other
intangibles in millions):

Gross Carrying Accumulated
As of July 2, 2016 Amount Amortization Net
Acquired developed technology $ 369.. $ (337.9) $ 32.C
Customer relationships 95.6 (68.0) 27.¢
Other (1) 10.¢ (20.5) 0.Z
Total intangibles $ 4757 $ (415.8) $ 59.9
Gross Carrying Accumulated
As of June 27, 2015 Amount Amortization Net
Acquired developed technology $ 418.¢ $ (373.6) $ 45.¢
Customer relationships 178.7 (135.8) 42.¢
Other (1) 19.t (18.9 0.€
Total intangibles subject to amortization 617.1 (528.3) 88.¢
In-process research and development 1.6 — 1.6
Total intangibles $ 618.9 $ (528.3)$ 90.6

(1) Other intangibles consist of customer backlog, competition agreements, patents, proprietary know-and trade
secrets, trademarks and trade names.

Fiscal 2016

During the first quarter of fiscal 2016, the Compaompleted its in-process research and develop&R&D”) project
related to the fiscal 2014 acquisition of Trendidmcordingly, $1.8 million was transferred from éfihite life intangible assets to
acquired developed technology intangible assets avitseful life of thirty-six months.

Prior to conducting step one of the goodwill impaent tests for the SE reporting unit, the Comparsy évaluated the
recoverability of the long-lived assets, includimgrchased intangible assets. In accordance withogtdative guidance, when
indicators of impairment are present, the Compaststiong-lived assets (other than goodwill) faoreerability by comparing the
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carrying value of an asset group, which is the sasrtbe reporting unit, to its net undiscountech éiasvs expected to be generated
from its use and their eventual disposition overrdmaining useful live of the primary asset. Témuit of the analysis indicated
that the estimated undiscounted cash flows exdeedarrying amount of the long-lived asset grohe Jong-lived asset group is
recoverable; therefore, an impairment was not identified.

Fiscal 2015

During fiscal 2015, the Company completed its ingass research and development (“IPR&D) projeetedito the fiscal
2014 acquisition of Network Instruments. Accordind1.7 million was transferred from indefiniteelintangible assets to acquired
developed technology intangible assets and the @oynpegan amortizing over its useful life of fiftwe months. Also during
fiscal 2015, the Company recorded a $3.6 millioR&P impairment charge for an ongoing project rediate the fiscal 2014
acquisition of Trendium in accordance with the authtive accounting guidance. The charge was desmbto Research and
development (“R&D”) expense in the Consolidated&taents of Operations.

During fiscal 2016, 2015 and 2014, the Companynda $31.9 million, $51.4 million and $49.6 milliorespectively, of
amortization related to acquired developed tectmoémd other intangibles. The following table praseletails of the Company’s
amortization ih millions):

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
Cost of sales $ 17.2 $ 31¢ $ 34.1
Operating expense 14.¢ 19.t 15.t
Total $ 31¢ $ 512 $ 49.¢€

Based on the carrying amount of acquired develdgelthology, customer relationships and other intdeg as of July 2,
2016, and assuming no future impairment of the tyithg assets, the estimated future amortizaticasifollows {n millions):

Fiscal Years

2017 $ 28.F
2018 20.4
2019 9.2
2020 14
Thereafter 0.2
Total amortization $ 59.¢

Note 11. Debts and Letters of Credit

As of July 2, 2016 and June 27, 2015, the Compdopg-term debt on the Consolidated Balance Sheetesented the
carrying amount of the liability component of thé26% Senior Convertible Notes as discussed baloavfollowing table presents
the carrying amounts of the liability and equityrgmonentsi@ millions):

July 2, 2016 June 27, 2015

Principal amount of 0.625% Senior Convertible Notes $ 650.C $ 650.(
Unamortized discount of liability component (61.7) (88.9
Carrying amount of liability component $ 588.. $ 561.¢
Carrying amount of equity component (1) $ 134+ $ 134.¢

(1) Included in Accumulated paid-in-capital on the Gaitlated Balance Sheets.

The Company was in compliance with all debt covémand held no short term debt as of July 2, 20t6Jane 27, 2015.
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0.625% Senior Convertible Notes

On August 21, 2013, the Company issued $650.0aniiggregate principal amount of 0.625% Senior €dille Notes due
2033 (“2033 Notes”) in a private offering to quad institutional buyers pursuant to Rule 144A uride Securities Act of 1933, as
amended. The proceeds from the 2033 Notes amotm®&8B6.3 million after issuance costs. The 2038&blare an unsecured
obligation of the Company and bear interest atemual rate of 0.625% payable in cash semi-annimedlyrears on February 15 and
August 15 of each calendar year. The 2033 Noteammain August 15, 2033 unless earlier convertaetbamed or repurchased.

Under certain circumstances and during certairopsrithe 2033 Notes may be converted at the optite holders into cash
up to the principal amount, with the remaining amoconverted into cash, shares of the Company’snommstock, or a
combination of cash and shares of the Company’'stwmmstock at the Company'’s election. The initialgrsion price is $18.83
per share, representing a 40.0% premium to théngesile price of the Company’s common stock orptieing date, August 15,
2013, which will be subject to customary anti-dbuatadjustments. Holders may convert the 2033 Natesy time on or prior to
the close of business on the business day imméd@ateceding February 15, 2033, and other thamduttie period from, and
including, February 15, 2018 until the close ofibass on the business day immediately precedingstp, 2018, in multiples of
$1,000 principal amount, under the following cir@tances:

e onany date during any calendar quarter beginrfieg Becember 31, 2013 (and only during such calegdarter) if the
closing price of the Company’s common stock wasentban 130% of the then current conversion pricafdeast 20
trading days during the 30 consecutive tradingazryod endig the last trading day of the previous calendar quarter;

e if the 2033 Notes are called for redemption;
e upon the occurrence of specified corporate events;

< if the Company is party to a specified transactaofyndamental change or a make-whole fundamehéalge (each as
defined in the indenture of the 2033 Notes); or

« during the five consecutive business-day periodédiately following any 10 consecutive trading-dayigd in which the
trading price per $1,000 principal amount of th820lotes for each day of such 10 consecutive tgaday period was
less than 98% of the product of the closing saleemf the Company’s common stock and the appleeabhversion rate
on such date.

During the periods from, and including, February 2618 until the close of business on the busidagsimmediately
preceding August 20, 2018 and from, and includifgiruary 15, 2033 until the close of business eibtlsiness day immediately
preceding the maturity date, holders may conver033 Notes at any time, regardless of the forggoircumstances.

In the fourth quarter of fiscal 2015, holders af #033 Notes were given notice of the planned s¢iparof the Lumentum
business and the right to convert any debentusgsativn from the date of notice through the endheftiusiness day preceding the
ex-dividend date. No holders of the 2033 Notes@ged the conversion right before it expired.

Following the separation of the Lumentum busines&ugust 1, 2015, the conversion price per shassagpisted pursuant to
the terms of the 2033 Notes relating to the ocoweef a spin-off event. Effective as of the enthefbusiness day on August 17,
2015, the initial conversion price per share wgsstdd to $11.28 per share of the Company’s comsturk traded on NASDAQ
under the ticker symbol “VIAV.”

Holders of the 2033 Notes may require the Compamutchase all or a portion of the 2033 Notes arh ed August 15,
2018, August 15, 2023 and August 15, 2028, or upemccurrence of a fundamental change, in eaeh ata price equal to 100%
of the principal amount of the 2033 Notes to bechased, plus accrued and unpaid interest to, lolu@ixng the purchase date. The
Company may redeem all or a portion of the 2033Klddr cash at any time on or after August 20, 2818 redemption price
equal to 100% of the principal amount of the 2038d¥ to be redeemed, plus accrued and unpaid shterebut excluding, the
redemption date.

In accordance with the authoritative accountinglgoce, the Company separated the 2033 Notes attitity and equity
components. The carrying value of the liability gmment at issuance was calculated as the predestafats cash flows using a
discount rate of 5.4% based on the 5-year swaphasecredit spread as of the issuance date. Huitapread for the Company is
based on the historical average “yield to worst& far BB rated issuers. The difference betweer2€83 Notes principal and the
carrying value of the liability component, repretieg the value of conversion premium assigned éetjuity component, was
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recorded as a debt discount on the issuance daie baing accreted using the effective interdastof5.4% over the period from
the issuance date through August 15, 2018 as @asimecharge to interest expense. The carrying \althe liability component
was determined to be $515.6 million, and the eqeétyponent, or debt discount, of the 2033 Notesdessrmined to be $134.4
million. As of July 2, 2016, the expected remainiagn of the 2033 Notes is 2.1 years.

In connection with the issuance of the 2033 Noties,Company incurred $13.7 million of issuance sosthich were
bifurcated into the debt issuance costs, attridata the liability component of $10.9 million arlde equity issuance costs,
attributable to the equity component of $2.8 milllzased on their relative values. The debt issueosts were capitalized and are
being amortized to interest expense using thetgfiemterest rate method from issuance date thréduggust 15, 2018. The equity
issuance costs were netted against the equity coempén additional paid-in capital at the issuadate. As of July 2, 2016, the
unamortized portion of the debt issuance costsa@la the 2033 Notes was $5.0 million, which wedtided in Other non-current
assets on the Consolidated Balance Sheets.

Based on quoted market prices as of July 2, 208i6Jane 27, 2015, the fair value of the 2033 Notas approximately
$633.0 million and $644.0 million. The 2033 Notes alassified within Level 2 as they are not adjiveaded in markets.

The following table presents the effective interag and the interest expense for the contraictteakst and the accretion of
debt discountifl millions, except for the effective interest jate

Years Ended
July 2, 2016 June 27, 2015

Effective interest rate 5.4% 5.4%
Interest expense-contractual interest $ 41 % 4.1
Accretion of debt discount 26.7 25.:

Revolving Credit Facility

On August 21, 2013, in addition to the close 0f2883 Notes offering, the Company terminated itsterg $250.0 million
revolving credit facility, which had no amounts stainding upon termination. The $1.3 million of umatized debt issuance costs
was fully amortized to interest expense upon teatidm in the first quarter of fiscal 2014.

Outstanding Letters of Credit

As of July 2, 2016, the Company had 12 standbgrdewf credit totaling $15.1 million.
Note 12. Restructuring and Related Charges

The Company has initiated various strategic resiring events primarily intended to reduce its spsbnsolidate its
operations, rationalize the manufacturing of itsducts and align its businesses in response toat@okditions. As of July 2, 2016
and June 27, 2015, the Company’s total restrugjuagcrual was $18.0 million and $27.2 million. Dyifiscal 2016, 2015 and
2014 the Company recorded restructuring and refgiadyes of $10.5 million, $26.8 million and $2iilion, respectively. The
Company’s restructuring charges can include segerand benefit costs to eliminate a specified nurobgositions, facilities and
equipment costs to vacate facilities and consdidaerations, and lease termination costs. Thegiwi associated cash payments
is dependent upon the type of restructuring chargecan extend over multiple periods.
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Summary of Restructuring Plans

The adjustments to the accrued restructuring exgsamsated to all of the Company’s restructuriranpldescribed below for
the year ended July 2, 2016 were as follgwsnillions):.

Non-cash
Fiscal Year Settlements
Balance as of 2016 Charges Cash and Other Balance as of
June 27, 2015 (Releases) Settlements Adjustments July 2, 2016
Fiscal 2016 Plan
NE, SE and Shared Service Agile Restructuring
Plan (1) (2) $ — $ 9.1 % 04)% 0.1) % 8.6
NE and SE Agile Restructuring Plan (1) $ — $ 24 $ a5 % 0.1 % 0.8
Fiscal 2015 Plan
NE, SE and Shared Service Separation
Restructuring Plan (1) (2) 14.¢ (0.2 (13.]) (0.2 1.4
Fiscal 2014 Plans
NE Realignment Plan (1) 0.€ (0.2 (0.5 — —
Shared Services Restructuring Plan (1) 0.7 — (0.7) — —
NE Product Strategy Restructuring Plan (1) 2.3 (0.2 (0.7) — iz
NE Lease Restructuring Plan (first floor) (2) 5.2 0.2 (1.4) — 4.0
Central Finance and IT Restructuring Plan (; 1.1 (0.7) 0.1 — 0.2
Plans Prior to Fiscal 2014 2.4 (0.1) (0.9) — 1.4
Total $ 272 $ 105 $ (19.9 $ (0.9) $ 18.C

(1) Plan type includes workforce reduction cost.
(2) Plan type includes lease exit cost.

As of July 2, 2016 and June 27, 2015, $4.7 milliad $8.1 million, respectively, of our restructgrliability was long-term in
nature and included as a component of Other noreguliabilities, with the remaining short-term fion included as a component
of Other current liabilities on the Consolidatedd@®e Sheets.

Fiscal 2016 Plan
NE, SE and Shared Service Agile Restructuring Plan

During the fourth quarter of fiscal 2016, Managetragproved a plan within the NE and SE businessisagand Shared
Services function for organizational alignment andsolidation as part of Viavi's continued committhior a more cost effective
organization. As a result, a restructuring charg&808 million was recorded for severance and egg®obenefits for
approximately 190 employees primarily in manufaiciyr R&D and SG&A functions located in North Ameajd_atin America,
Europe and Asia. Payments related to the remag@ngrance and benefits accrual are expected taithdypthe end of the fourth
quarter of fiscal 2017.

NE and SE Agile Restructuring Plan

During the second quarter of fiscal 2016, Managdrapproved a plan primarily impacting the NE and)8Biness segments
as part of Viavi's ongoing commitment for an agited more efficient operating structure. As a resulestructuring charge of $2.4
million was recorded for severance and employeefitsrior approximately 50 employees primarily iamufacturing, R&D and
SG&A functions located in North America, Latin A, Europe and Asia. Payments related to the réngaseverance and
benefits accrual are expected to be paid by theoétite third quarter of fiscal 2017.

Fiscal 2015 Plans
NE, SE and Shared Service Separation Restructiriag
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During the second, third and fourth quarters afdif015, Management approved a plan to elimirati@in positions in its
shared services functions in connection with then@any’s plan to split into two separate public camps. Further, Management
consolidated its operations, sales and R&D orgéioizs.and eliminated positions within the NE andsegments to align to the
Company’s product market strategy and lower manufang costs in connection with the separation. @sresult,
approximately 330 employees in manufacturing, R&id 8G&A functions located in North America, Latim&rica, Europe and
Asia were impacted. Payments related to the remgggverance and benefits accrual are expectedaait) by the end of the third
quarter of fiscal 2018. During the fourth quartefigcal 2015, Management also approved a plangNE and SE segment to exit
the space in Roanoke, Virginia. As of July 2, 2ah6,Company exited the workspace in Roanoke uhégylan. The fair value of
the remaining contractual obligations as of Jul3®.6 was $0.3 million. Payments related to therR&ea lease costs are expected
to be paid by the end of the fourth quarter ofdist017.

Fiscal 2014 Plans
NE Realignment Plan

During the fourth quarter of fiscal 2014, Managetragproved a NE plan to realign its operationsstrategy to allow for
greater investment in high-growth areas. As a teapproximately 100 employees in manufacturing[[Réhd SG&A functions
located in North America, Asia and Europe were iotpd. Payments related to the remaining severantbenefits accrual were
paid by the end of the second quarter of fisca6201

Shared Services Restructuring Plan

During the fourth quarter of fiscal 2014, Managemapproved a plan to eliminate positions and rengefoles and
responsibilities in its shared services functianerider to reduce cost, standardize global prosesse establish a more efficient
organization. As a result, approximately 40 empésyprimarily in the general and administrative fiores located in the United
States, Asia and Europe were impacted. Paymeiateddio the remaining severance and benefits dawsara paid by the end of
the fourth quarter of fiscal 2016.

NE Product Strategy Restructuring Plan

During the third quarter of fiscal 2014, Managenapyroved a NE plan to realign its services, supgud product resources
in response to market conditions in the mobile @sste market and to increase focus on softwareugtednd next generation
solutions through acquisitions and R&D. As a reapproximately 60 employees primarily in SG&A amdnufacturing functions
located in North America, Latin America, Asia anat@pe were impacted. Payments related to the rémyasaverance and benefits
accrual are expected to be paid by the end ofitsiegiuarter of fiscal 2020.

NE Lease Restructuring Plan

During the second quarter of fiscal 2014, Managdrapproved a NE plan to exit the remaining spac&enmantown,
Maryland. As of June 28, 2014, the Company exitedgpace in Germantown under the plan. The fairevaf the remaining
contractual obligations, net of sublease incomef daly 2, 2016 was $4.0 million. Payments relétetie Germantown lease costs
are expected to be paid by the end of the secoadeyLof fiscal 2019.

Central Finance and Information Technology (“IT"eRtructuring Plan

During the second quarter of fiscal 2014, Managenagproved a plan to eliminate positions and reéngefoles and
responsibilities in the Finance and IT organizationalign with the future state of the organizasiaamder new executive
management and move positions to lower-cost logatichere appropriate. As a result, approximatelga@loyees primarily in
SG&A functions located in North America, Asia andr&pe were impacted. Payments related to the rémgageverance and
benefits accrual are expected to be paid by theoétitke fourth quarter of fiscal 2019.

Plans Prior to Fiscal 2014

As of July 2, 2016, the restructuring accrual fans that commenced prior to fiscal year 2014 wiag $illion, which
consists of immaterial accruals from various regtrring plans.
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Note 13. Income Taxes

The Company’s income (loss) before income taxesisted of the followingi millions):

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
Domestic $ (110.9 $ a73.0) $ (136.9)
Foreign 65.0 67.8 50.6
(Loss) income before income taxes $ (45.9 $ (105.9) $ (85.¢)

The Company’s income tax expense (benefit) cortsistehe following {n millions):

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
Federal:
Current $ — $ 01 % (0.2)
Deferred (26.2) 2.3 (4.5
(26.2) 2.4 4.7
State:
Current — (0.1 —
Deferred (1.5 0.1 (0.3
(1.5) — (0.3)
Foreign:
Current 21.3 17.9 16.7
Deferred 10.¢ 5.8 (22.9
32.2 23.7 (6.2)
Total income tax (benefit) expense $ 45 $ 26.1 $ (11.2)

The federal and state deferred tax benefit primaeilates to the intraperiod allocation rules ftras comprehensive income
and discontinued operations and the release ofrdef¢ax liabilities on tax deductible goodwill tha impaired for financial
statement purposes. The foreign current expenseaply relates to the Company’s profitable openadion certain foreign
jurisdictions. The foreign deferred tax expensenprily relates to a one-time increase in valuailowance associated with
deferred tax assets transferred to Lumentum in@cion with the Separation.

There was no material tax benefit associated wignaise of stock options for the fiscal years endigdg 2, 2016, June 27,
2015 and June 28, 2014.
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Areconciliation of the Company’s income tax expe(isenefit) at the federal statutory rate to tiseine tax expense (benefit)
at the effective tax rate is as follows (illions):

Years Ended
July 2, 2016 June 27, 2015 June 28, 2014

Income tax (benefit) expense computed at federal
statutory rate $ (16.0 $ (36.9 $ (30.0

Goodwill impairment 19.4 — —

Intraperiod allocation (20.7) — (6.4)
Foreign rate differential (2.0) (2.3 (0.5)
Valuation allowance 18.2 56.7 43.€

Research and experimentation benefits and other tax

credits (1.2) (0.9 (0.2)
Statute expiration — — (21.7)
Reversal of previously accrued taxes — (0.8 (0.7)
Permanent items 6.7 8.C 3.8

Other 0.1 2.2 0.8
Income tax (benefit) expense $ 4E $ 26.1 $ (11.2)

The components of the Company’s net deferred teamsisted of the followingr{ millions):

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
Gross deferred tax assets:
Tax credit carryforwards $ 1410 $ 1314 $ 124.8
Net operating loss carryforwards 1,846.: 2,226.: 2,261.
Capital loss carryforwards 145.9 4.1 4.9
Inventories 6.1 6.7 6.4
Accruals and reserves 27.4 30.2 43.9
Investments 34.4 0.7 0.8
Other 60.3 55.5 54.3
Acquisition-related items 65.2 59.¢ 54.:
Gross deferred tax assets 2,326.6 2,514.6 2,550.8
Valuation allowance (2,174.0) (2,334.9 (2,321.9
Deferred tax assets 152.3 180.1 229.0
Gross deferred tax liabilities:
Acquisition-related items (13.2) (20.9 (31.0)
Undistributed foreign earnings — (4.7 (4.2
Other (31.1) (44.5 (49.3)
Deferred tax liabilities (44.9) (70.0) (84.5)
Total net deferred tax assets (liabilities) $ 108.0 $ 110.0 $ 144.5

At the beginning of the second quarter of fiscal@0he Company prospectively adopted the authimétgguidance on
balance sheet classification of deferred taxes;lt@quires deferred tax assets and liabilitied gy related valuation allowance,
to be classified as non-current on the ConsolidBadnce Sheets. This classification eliminatesite to separately identify the
net current and net non-current deferred tax amskability in each jurisdiction. As of June 27015, deferred tax assets and
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deferred tax liabilities of $2.0 million and $7.1illion, respectively, were not reclassified fromri@nt to non-current as the
Company elected to adopt the authoritative guidgmospectively.

As of July 2, 2016, the Company had federal, stateforeign tax net operating loss carryforwards50808.3 million, $886.0
million and $609.2 million, respectively, and fedlestate and foreign research and other tax aredigforwards of $100.7 million,
$39.6 million and $0.7 million, respectively. Asesult of the Lumentum transaction we utilized fadland state net operating
losses of approximately $1,026 million and $228iaml, respectively, and generated capital losseppfoximately $393 million.
Of the remaining net operation losses, approxim&&06.4 million when realized will be creditedaditional paid-in capital. The
Company’s policy is to account for the utilizatioftax attributes under a with-and-without approddte tax net operating loss, tax
credit and capital loss carryforwards will stareipire in calendar 2017 and at various other daresigh 2035 if not utilized.
Utilization of the tax net operating losses mabbject to a substantial annual limitation dué®dwnership change limitations
provided by the Internal Revenue Code and simiktesand foreign provisions. Loss carryforward fatibns may result in the
expiration or reduced utilization of a portion bétCompany'’s net operating losses.

U.S. income and foreign withholding taxes assodiatih the repatriation of earnings of foreign sdizries have not been
provided on $319.6 million of undistributed earrsrigr certain foreign subsidiaries. The Compangnds to reinvest these
earnings indefinitely outside of the United Stalgd®e Company estimates that an additional $17 I®mibf U.S. income or foreign
withholding taxes would have to be provided if tnearnings were repatriated back to the U.S.

The valuation allowance decreased by $160.2 millidiscal 2016, increased by $12.6 million in 2015, and decreased
by $12.1 million in fiscal 2014. The decrease dgfiacal 2016 was primarily due to the Lumentumsigction. The increase during
fiscal 2015 was primarily related to the increaseabe deferred tax assets and intangible amoitiza® he decrease during fiscal
2014 was primarily related to an increase in adtioisand debt issuance related deferred tax ligdsl The following table
provides information about the activity of our deéal tax valuation allowand@ millions).

Balance at Additions Charged Deductions Credited to Balance at
Beginning to Expenses or Expenses or Other End of
Deferred Tax Valuation Allowance of Period Other Accounts(1) Accounts(2) Period
Year Ended July 2, 2016 $ 2,334 $ 227t $ (387.7) $ 2,174
Year Ended June 27, 2015 $ 2,321.8 $ 395 % (26.8) $ 2,334.5
Year Ended June 28, 2014 $ 2,333.¢ $ 322 $ 440 % 2,321.¢

(1) Additions include current year additions chargeexpenses and current year build due to increasestideferred tax
assets, return to provision true-ups, other adjestsmand OCI impact to deferred taxes.

(2) Deductions include current year releases creditedpenses and current year reductions due toakssén net deferred
tax assets, return to provision true-ups, othensidjents and OCI impact to deferred taxes.

Approximately $514.7 million of the valuation allawce as of July 2, 2016 was attributable to peafi2006 windfall stock
option deductions, the benefit of which will bedited to paid-in-capital if and when realized thgbua reduction in income tax
payable. Beginning with fiscal 2006, the Compangareto track the windfall stock option deductioffsbalance sheet. If and
when realized, the tax benefit associated withahdeluctions will be credited to additional paiekapital.

During fiscal 2014, the Company recognized $21 [ianiof uncertain tax benefits related to defertexlassets due to the
expiration of the statute of limitations in a no®{lrisdiction. In addition, the Company recorde@abenefit of $6.4 million
related to the income tax intraperiod tax allogatioles in relation to other comprehensive income.
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A reconciliation of unrecognized tax benefits bedwdune 29, 2013 and July 2, 2016 is as folloms(llions):

Balance at June 29, 2013 $ 58.2
Additions based on tax positions related to curyesatr 3.2
Additions due to foreign currency rate fluctuation 1.1
Reductions for lapse of statute of limitations (21.7)
Reductions based on state credit expiration (1.7)
Reductions based on the tax positions relatedetptior year (0.8)
Balance at June 28, 2014 38.
Additions based on tax positions related to curyesatr 1.9
Reductions for lapse of statute of limitations (3.9
Reductions due to foreign currency rate fluctuation (0.2)
Balance at June 27, 2015 36.¢
Additions based on tax positions related to curyesatr 5.1
Reductions for lapse of statute of limitations (0.2
Balance at July 2, 2016 $ 417

The unrecognized tax benefits relate primarihynodllocations of revenue and costs among the Quyigaglobal operations
and the validity of some U.S. tax credits. Includethe balance of unrecognized tax benefits 3t Ju2016 are $3.0 million of tax
benefits that, if recognized, would impact the efffee tax rate. Also included in the balance ofagmgnized tax benefits at July 2,
2016 are $38.7 million of tax benefits that, ifegnized, would result in adjustments to the vatraéillowance and are included in
deferred taxes and other non-current tax liabdjtieet in the Consolidated Balance Sheets.

The Company’s policy is to recognize accrued irgesed penalties related to unrecognized tax lsmathin the income tax
provision. The amount of interest and penaltieswext as of July 2, 2016 and June 27, 2015 was ajppately $1.7 million and
$1.6 million, respectively. During fiscal 2016, tBempany’s accrued interest and penalties decrdas$d.1 million primarily
relating to the lapse of statute in a non-US juctéoh. The unrecognized tax benefits that maydwegnized during the next twelve
months is approximately $1.0 million.

The Company is routinely subject to various fedestalte and foreign audits by taxing authoritidg&e Tompany believes that
adequate amounts have been provided for any adjustrthat may result from these examinations.

The following table summarizes the Company’s meggijurisdictions and the tax years that remairjesilio examination by
such jurisdictions as of July 2, 2016:

Tax Jurisdictions
United States
Canada

China

France
Germany
Korea

United Kingdom

Tax Years

2013 and onward
2010 and onward
2011 and onward
2013 and onward
2014 and onward
2011 and onward
2015 and onward
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Note 14. Stockholders' Equity

Repurchase of Common Stock

Fiscal 2014

During fiscal 2014, the Company repurchased 7.4ianikhares of its outstanding common stock at 48 ®er share in
privately negotiated transactions concurrently i issuance of its 2033 Notes. The repurchasesve made pursuant to any
plan or program. The total purchase price of $10@ibon was reflected as a decrease to commorkdiased on the stated par
value per share with the remainder charged to actaied deficit.

On May 21, 2014, the Company’s Board of Directaitharized a stock repurchase program under whiglCtmpany may
purchase shares of its common stock worth up taggmegate purchase price of $100.0 million throogén market or private
transactions between May 27, 2014 and June 27,.2048ng the fourth quarter of fiscal 2014, the Gmmy repurchased
approximately 4.9 million shares of common stockjren market purchases at an average price of Bper3share.

Fiscal 2015

During the first quarter of fiscal 2015, the Compagpurchased approximately 0.4 million sharesoofimon stock in open
market purchases at an average price of $11.%hpee under the stock repurchase program autharizbthy 21, 2014. The total
purchase price of these repurchases under the pukchase program of $60.0 million was refle@e@ decrease to common
stock based on the stated par value per sharehettemainder charged to accumulated deficit.

Fiscal 2016

In November 2015, the Company entered into a $40llibn accelerated share repurchase agreementABR”) with a
financial institution that was completed during thied quarter of fiscal 2016. Upon making the gpfrpayment of $40.0 million,
the Company received an initial delivery of 5.3lioil shares from the financial institution durihg tsecond quarter of fiscal 2016,
which were retired and recorded as a $32.0 miligluction to stockholder’s equity on the ConsobdaBalance Sheet. During the
third quarter of fiscal 2016 the ASR was completed an additional 1.3 million shares were delivérech the financial institution,
based on the final settlement price of $6.05 parestwhich were retired and recorded as an $8lmikeduction to stockholder’s
equity on the Consolidated Balance Sheet. The Coyngdlects the repurchase of common stock undeASR in the period the
shares are delivered for the purposes of calcgaarnings per share.

On February 1, 2016, the Company’'s Board of Dinecéathorized a stock repurchase program underwvihe&e Company
may purchase shares of its common stock worth ep tmgregate purchase price of $100.0 millionufhcopen market or private
transactions between February 1, 2016 and Febfiy&®17. During the fourth quarter of fiscal 20t Company repurchased
approximately 0.7 million shares of common stockpen market purchases at an average price of péréthare under the stock
repurchase program authorized on February 1, ZDi& total purchase price of these repurchases uhdestock repurchase
program of $4.5 million was reflected as a decréaswmmon stock based on the stated par valustaee with the remainder
charged to accumulated deficit.

All common shares repurchased during fiscal 200652and 2014 under this program have been canaalbdetired.
Preferred Stock

The Company’s Board of Directors has authorityssue up to 1,000,000 shares of undesignated prdfstock and to
determine the powers, preferences and rights amduhlifications, limitations or restrictions gradtto or imposed upon any
wholly unissued shares of undesignated prefercak stnd to fix the number of shares constitutingsamies and the designation of
such series, without the consent of the Compangiskbolders. The preferred stock could be issudt woting, liquidation,
dividend and other rights superior to those ofthielers of common stock. The issuance of any medestock subsequently issued
by the Company’s Board of Directors, under someutirstances, could have the effect of delayingrdeéeor preventing a change
in control.

Exchangeable Shares of JDS Uniphase Canada Ltd.

On March 31, 2014 (“the Redemption Date”), the Campexercised its right to redeem approximately rBiltion
outstanding exchangeable shares of JDS Uniphasad@arnd (“Exchangeable Shares”). On the Redempdate, holders of
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Exchangeable Shares were entitled to receive are sifithe Company’s common stock in exchangedoh &xchangeable Share
held. There were no Exchangeable Shares issuedwsiinding as of July 2, 2016 and June 27, 2@KEperctively.

Note 15. Stock-Based Compensation

Stock-Based Benefit Plans

Stock Option Plans

As of July 2, 2016, the Company had 12.5 millioarsis of stock options and Full Value Awards issaied outstanding to
employees and directors under the Restated 2008igitign Equity Incentive Plan (“the 2005 Plan”)e®ated 2003 Equity
Incentive Plan (“the 2003 Plan”), inducement gramtsonnection with the appointment of our new GRfscal 2016 and various
other plans the Company assumed through acquisitibime exercise price for stock options is equah®fair value of the
underlying stock at the date of grant. The Compasyes new shares of common stock upon exercis®di options. Options
generally become exercisable over a three-yeaunrffear period and, if not exercised, expire ffova to ten years after the date
of grant.

On November 14, 2012, the Company’s shareholdgrsoapd two amendments to the 2003 Plan. The firstralment
increased the number of shares that may be issutst this plan by 10,000,000 shares. The seconddment extended the 2003
Plan’s terms for an additional ten year periodrafie date of approval of the amendment. On Dece&ti2014, the Company’s
shareholders approved another amendment to theR1@@3o increase the number of shares that méshed under the plan by
9,000,000 shares. On August 1, 2015, following3bparation, the number of shares available fortgwashall outstanding awards
were automatically adjusted pursuant to the teritbe2003 Plan and 2005 Plan.

As of July 2, 2016, 19.4 million shares of commtumtk, primarily under the 2003 Plan and the 20@mPlvere available for
grant.

Employee Stock Purchase Plans

In June 1998, the Company adopted the 1998 Emplstaxk Purchase Plan, as amended (the “1998 Peréfias”). The
1998 Purchase Plan, which became effective Augu$998, provides eligible employees with the opyaity to acquire an
ownership interest in the Company through peripdigroll deductions and provides a discounted pweipgsice as well as a look-
back period. The 1998 Purchase Plan is structwsedcualified employee stock purchase plan undetid®e423 of the Internal
Revenue Code of 1986. However, the 1998 Purchasei®hot intended to be a qualified pension, psebfaring or stock bonus
plan under Section 401(a) of the Internal Revenoge®f 1986 and is not subject to the provisionthefEmployee Retirement
Income Security Act of 1974. The 1998 Purchase Ridrierminate upon the earlier of August 1, 20d&he date on which all
shares available for issuance have been sold. @ugid, 2015, following the Separation, the nuntfeshares available for
issuance was automatically adjusted pursuant teethes of the 1998 Purchase Plan. As of July 26 2B.5 million shares remained
available for issuance. The 1998 Purchase Plarigesa 5% discount and a six month look-back period

Full Value Awards

Full Value Awards refer to RSUs (time-based, Nornfétenance Shares) and MSUs (Market-based, Perfaatahares) that
are granted with the exercise price equal to zedeae converted to shares immediately upon veskimese Full Value Awards are
performance-based with market conditions, time-h@se combination of both and expected to vestane to four years. The fair
value of the time-based Full Value Awards is basedhe closing market price of the Company’s commsimck on the date of
award.
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Stock-Based Compensation

The impact on the Company’s results of operatidnsamrding stock-based compensation expense lojidurfor fiscal 2016,
2015 and 2014 was as followa illions):

Years Ended
July 2, 2016 June 27, 2015 June 28, 2014

Cost of sales $ 4¢ $ 4z $ 4.2
Research and development 8.4 8.1 8.4
Selling, general and administrative 29.2 35.2 32.C
Total stock-based compensation expense $ 424 % 475 $ 44.7

Approximately $0.8 million of stock-based compeiwaexpense was capitalized to inventory at Jul(2,6.

Impact on Stock-based Compensation Due to Separatio

In connection with the separation of the Lumentwsihess on August 1, 2015 and in accordance wétkthployee Matters
Agreement, the Company made certain adjustmethe texercise price and number of shares underyouk-based compensation
awards with the intention of preserving the ecorowailue of the awards for Viavi employees. Thegasaohents resulted in a
modification of equity awards with total incremdrstock-based compensation of $13.6 million, tafmertized over the remaining
service periods of the underlying awards.

Unless otherwise noted, share amounts and graetfdmtvalues for periods prior to the SeparaticateDrepresent the
Company’s historical information and have not badjusted to remove grants made to employees whsféraed to Lumentum as
part of the Separation. Refer to “Note 3. Discamtith Operations” for more information on the Sepanat

Impact on Stock-based Compensation Due to Amendimerihe Change of Control Benefits Plan

During the year ended June 27, 2015, the Compaeyded its Change of Control Benefits Plan (therfB i add a spin-off
of certain Company assets to the circumstancesthad trigger benefits under the Plan, as webther revisions. The Chief
Executive Officer of the Company and the Chairmith® Compensation Committee approved the separmaticertain executives
in the current fiscal year. Pursuant to the Plaanutermination, all unvested equity awards thaehazeen granted or issued to
certain terminated executives become immediatesgedeand stock options shall become fully exerdésalith an extended
exercise period of two years from the terminatiated

The amendments resulted in a modification of ecauitgirds for six executives and total incrementallsbased compensation
of $6.3 million, which was amortized over the pdrletween the modification date and the terminadiates of the executives.
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The following is a summary of stock option actiegi@mount in millions except per share amodnts

Balance as of June 29, 2013
Exercised

Canceled

Balance as of June 28, 2014
Exercised

Canceled

Balance as of June 27, 2015
Granted

Exercised

Canceled

Net adjustment due to the separation

Balance as of July 2, 2016

Expected to vest

Number of Shares

Weighted-Average
Exercise Price (1)

5.6
(1.6
(0.5)

3.
(0.9
0.7)

2.
1.2

(0.7)

(0.9)
0.5

3.1

2.8

$ 10.5¢
7.91

22.2¢

10.1:

7.5¢

14.5¢

10.8¢

5.9t

4.7¢

10.5Z

$ 5.91

$ 5.91

(1) Weighted average exercise price is calculagiiguexercise prices prior to the Separation atet #ie Separation.

The total intrinsic value of options exercised dgrthe year ended July 2, 2016 was $1.3 milliorcdnnection with these
exercises, the tax benefit realized by the Compaay immaterial due to the fact that the Companyrtwamaterial benefit in
foreign jurisdictions and a full valuation allowanon its domestic deferred tax assets. As of JuB026, $2.0 million of
unrecognized stock-based compensation expenseddtatstock options remains to be amortized. That is expected to be
recognized over an estimated amortization peric8l®f/ears.

The following table summarizes significant rangesuistanding and exercisable options as of JUW)26, adjusted to reflect
the impact of the Lumentum separation.

Options Outstanding

Options Exercisable

Weighted Weighted
Average Aggregate Average Aggregate
Remaining  Weighted Intrinsic Remaining  Weighted Intrinsic
Contractu Average Value Contractu Average Value
Range of Exercise Number of al Term Exercise (in Number of al Term Exercise (in
Prices Shares (in years) Price millions) Shares (in years) Price millions)
$1.99 - $3.28 564,67: 0.99 $ 2.9¢ 564,67. $ 2.9¢
$5.74 - $5.74 812,359 1.52 5.74 812,359 5.7¢
$5.95 - $5.95 1,180,25' 7.62 5.9t — —
$6.52 - $9.93 394,487 1.25 8.7¢ 394,487 8.7¢
$11.82 - $11.82 107,41. 2.87 11.8: 107,41. 11.8:
3,059,187 379 % 591 % 3.6 1,878,930 14%$ 588 % 2.8

The aggregate intrinsic value in the table abopeasents the total pre-tax intrinsic value, basethe Company’s closing
stock price of $6.61 as of July 2, 2016, which wichdive been received by the option holders hapéithn holders exercised their
options as of that date. The total number of in+titney options exercisable as of July 2, 2016 wasrillion.

Employee Stock Purchase Plan Activity

The expense related to the plan is recorded omai@lst-line basis over the relevant subscriptionqae
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The following summarizes the shares issued andaihenarket value at purchase date, pursuant t&€Ctvapany’s ESPP
during the year ended July 2, 2016:

Purchase date January 29, 2016
Shares issued 253,88!
Fair market value at purchase déte 4.75

As of July 2, 2016, there was $0.1 million of urrguized stock-based compensation cost related BRPES8mains to be
amortized. The cost will be recognized in the firsairter of fiscal 2017.

Full Value Awards Activity

A summary of the status of the Company’s non-vebtdtValue Awards as of July 2, 2016 and changeind the same
period is presented belowrfiount in millions, except per share amoints

Full Value Awards

Non- Weighted-
Performance Performance Total Number of average grant-
Shares (1) Shares Shares dated fair value
Non-vested at June 29, 2013 1.C 8.C 9.C $ 12.61
Awards granted 0.6 5.4 6.0 13.42
Awards vested (0.9 4.0 (4.5 12.2¢
Awards forfeited (0.2) (1.0) (1.2) 12.94
Non-vested at June 28, 2014 1.1 & 9.4 13.1¢
Awards granted 0.7 5.3 6.0 11.78
Awards vested (0.8 (4.4 (5.2 12.9¢
Awards forfeited — (1.4 (1.4) 13.10
Non-vested at June 27, 2015 1.C 7.8 8.8 12.3¢
Awards granted 0.7 6.1 6.8 5.75
Awards vested (0.7) (4.8 (5.5 6.01
Awards forfeited (0.4) (1.8) (2.2) 7.89
Net adjustment due to the separation 0.4 1.1 iz
Non-vested at July 2, 2016 1.0 8.4 94 % 6.55

(1) Performance Shares refer to the Company’s MSU ayaidere the actual number of shares awarded w@stimg may be
higher or lower than the target amount dependintherachievement of the relevant market conditidhg. majority of
MSUs vest in equal annual installments over thodeur years based on the attainment of certaa sbtareholder return
performance measures and the employee’s contirareits through the vest date. The aggregate gratetfdir value of
MSUs granted during fiscal 2016, 2015 and 2014 estimated to be $3.7 million, $9.4 million and $9n#lion
respectively, and was calculated using a MontedCanhulation.

As of July 2, 2016, $39.1 million of unrecognizedck-based compensation cost related to Full VAlsgrds remains to be
amortized. That cost is expected to be recognized an estimated amortization period of 2.0 years.

Full Value Awards are converted into shares upasting. Shares equivalent in value to the minimurthkalding taxes
liability on the vested shares are withheld byG@menpany for the payment of such taxes. During fig046, 2015 and 2014, the

Company paid $11.4 million, $22.1 million and $2t#lion, respectively, and classified the paymexg®perating cash outflows
in the Consolidated Statements of Cash Flows.
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Valuation Assumptions

The Company estimates the fair value of the MSUtherdate of grant using a Monte Carlo simulatiati whe following
assumptions:

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
Volatility of common stock 33.8% 40.£% 53.€%
Average volatility of peer companies 52.9% 53.4% 58.6%
Average correlation coefficient of peer companies 0.110: 0.215¢ 0.292(
Risk-free interest rate 0.8% 0.6% 0.8%

The Company estimates the fair value of Stock @stamd ESPP using a BSM valuation model. The &dureis estimated on
the date of grant using the BSM option valuatiordeiavith the following weighted-average assumptions

Stock Options Employee Stock Purchase Plans

July 2, 2016 July 2, 2016 June 27, 2015 June 28, 2014
Expected term (in years) 5.2 0.5 0.5 0.5
Expected volatility 42.3% 45.7% 37.9% 39.5%
Risk-free interest rate 1.2% 0.4% 0.1% 0.1%

Expected TermThe Company's expected term for stock optionsoatsilated utilizing the simplified method in acdance
with the authoritative guidance. The Company ubedtmplified method as the Company does not haffieient historical share
option exercise data due to the limited numberhairas granted as well as changes in the Compansisdss following the
Separation, rendering existing historical expereless reliable in formulating expectations forreat grants. The Company’s
expected term for ESPP is in line with the six nhdobk-back period of its ESPP.

Expected VolatilityThe Company has limited trading history following the Separation; therefore, the expected volatility for
stock options was based on the historical volgtditthe Company's common stock and its peersgfaots prior to the Separation
and for ESPP grants, the Company determined thatrdination of the implied volatility of its tradexptions and historical
volatility of its stock price based on the expedigmuin of the equity instrument most appropriatefjects market expectation of
future volatility. Implied volatility is based oratded options of the Company’s common stock wihnaaining maturity of four and
a half months or greater.

Risk-Free Interest Rat&he Company bases the risk-free interest rateindhd BSM valuation method on the implied yield
currently available on U.S. Treasury zero-coupsnés with an equivalent remaining term.

Expected DividendThe BSM valuation model calls for a single expdatevidend yield as an input. The Company has not
paid and does not anticipate paying any dividendké near future.

Note 16. Employee Pension and Other Benefit Plans

Employee 401(k) Plans

The Company sponsors the Viavi Solutions 401 (ki Rtae “401(k) Plan”), a Defined Contribution Plamder ERISA, which
provides retirement benefits for its eligible emyes through tax deferred salary deductions. Théd®lan allows employees to
contribute up to 50% of their annual compensatidth contributions limited to $18,000 in calendagy 2016 as set by the Internal
Revenue Service.

For all eligible participants who have complete® tays of service with Viavi, the 401(k) Plan paed for a 100% match of
employees’ contributions up to the first 3% of ammompensation and 50% match on the next 2% opeasation. All matching
contributions are made in cash and vest immediafbly Company’s matching contributions to the 4)B(an were $4.7 million,
$4.8 million, and $4.8 million in fiscal 2016, 2025d 2014, respectively.
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Deferred Compensation Plan

The Company also provides for the benefit of cargdigible employees in the U.S. a non-qualifigiiteenent plan. This plan
is designed to permit employee deferral of a portibsalaries in excess of certain tax limits aatedal of bonuses. This plan’s
assets are designated as trading securities @@otimpany’s Consolidated Balance Sheets. Refer tée'Bolnvestments and Fair
Value Measurements” for more information. Effectdamuary 1, 2011, the Company suspended all engtmyeributions into the
plan.

Employee Defined Benefit Plans

The Company sponsors significant qualified and quoalified pension plans for certain past and presaployees in the
U.K. and Germany. The Company also is responsdsléhe non-pension post-retirement benefit obla@raissumed from a past
acquisition. In connection with the Separation,Gleenpany transferred the liabilities and assets@Switzerland defined benefit
pension plans to Lumentum in the amount of $6.Tigniland $4.6 million, respectively.

Most of the plans have been closed to new partitipand no additional service costs are being adgrxcept for certain
plans in Germany assumed in connection with aniaitigun during fiscal 2010. Benefits are generaifysed upon years of service
and compensation or stated amounts for each ysardte. As of July 2, 2016, the U.K. plan wadipy funded while the other
plans were unfunded. The Company'’s policy for fuhgkans is to make contributions equal to or gretiten the requirements
prescribed by law or regulation. For unfunded plaims Company pays the post-retirement benefitswdue. Future estimated
benefit payments are summarized below. No otherlired contributions to defined benefit plans angeeted in fiscal 2016, but the
Company, at its discretion, can make contributimnsne or more of the defined benefit plans.

The Company accounts for its obligations underdtgension plans in accordance with the authoréagividance which
requires the Company to record its obligation ® plarticipants, as well as the corresponding nebgiie cost. The Company
determines its obligation to the participants aadhéet periodic cost principally using actuaridsgions provided by third-party
actuaries. The obligation the Company records@dinsolidated Balance Sheets is reflective aftaPBO and the fair value of
plan assets.

In the fourth quarter of fiscal 2016 the Compangy blected to early adopt the authoritative guidassged by the FASB that
provides a practical expedient permitting an entitpneasure defined benefit plan assets and obligatsing the month-end that is
closest to the entity’s fiscal year-end and apipdy practical expedient consistently from yeardaryThe Company has elected to
early adopt the month-end date of June 30, whitteislosest month-end to the Company’s fiscal gedhe measurement date for
all of the Company's qualified and the non-quadifiension plans in certain countries beginningsicel 2016. Measurement dates
for prior periods are not impacted.

The following table presents the components ofiiteperiodic cost for the pension and benefits plammillions):

Years Ended

Pension Benefits 2016 2015 2014

Service cost $ 0z $ 0.2 $ 0.4
Interest cost 3.0 3.7 4.t
Expected return on plan assets (1.5 (1.6) (1.9
Recognized net actuarial losses 0.7 0.4 0.1
Provision for legal proceeding 8.4 — —
Net periodic benefit cost $ 108 $ 27 $ 3.6

The Company’s accumulated other comprehensive iacimtiudes unrealized net actuarial (gains)/los$és. amount
expected to be recognized in net periodic benet during fiscal 2017 is $2.0 million. Refer todté 17. Commitments and
Contingencies” for further information on the prsiein for legal proceeding.
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The changes in the benefit obligations and plaatass the pension and benefits plans waren(llions):

Pension Benefit Plans

2016 2015
Change in benefit obligation
Benefit obligation at beginning of year $ 1212 $ 139.3
Service cost 0.2 0.z
Interest cost 3.0 3.7
Actuarial losses 14.t 3.€
Benefits paid 4.7) 4.7
Provision for legal proceeding 8.4 —
Foreign exchange impact (8.0) (21.2)
Benefit obligation at end of year $ 134.¢ $ 121.2
Change in plan assets
Fair value of plan assets at beginning of year 30.2 30.t
Actual return on plan assets 1.8 1.7
Employer contributions 4.€ 5.C
Benefits paid 4.7) 4.7
Foreign exchange impact (4.7) (2.9
Fair value of plan assets at end of year $ 272 $ 30.2
Funded status $ (107.9) $ (91.0
Accumulated benefit obligation $ 1339 $ 120.6
Pension Benefit Plans
2016
Amount recognized in the Consolidated Balance Shexat end of year:
Current liabilities $ 55 % 4.8
Non-current liabilities 101.¢ 86.2
Net amount recognized at end of year $ 1074 $ 91.0
Amount recognized in Accumulated other comprehens&income at end of year:
Actuarial losses, net of tax $ (24.4) $ (14.5)
Net amount recognized at end of year $ (24.9) $ (14.5)
Other changes in plan assets and benefit obligatismecognized in Other
comprehensive loss:
Net actuarial losses $ (10.6) $ (2.9
Amortization of accumulated net actuarial losses 0.7 0.4
Total recognized in other comprehensive loss $ 99 % (2.9

As of July 2, 2016 and June 27, 2015, the liabikifated to the post retirement benefit plan was $illion and $1.0 million
respectively. The balances were included in Otlercurrent liabilities on the Consolidated BalaSteets.

During fiscal 2016, the Company contributed GBP ®iflion or approximately $0.7 million, while indcal 2015, the
Company contributed GBP 0.7 million or approximat®l.1 million to its U.K. pension plan. These c¢imnitions allowed the

Company to comply with regulatory funding requirerse
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Assumptions

Underlying both the calculation of the PBO and periodic cost are actuarial valuations. These Valnga use participant-
specific information such as salary, age, yearseofice, and assumptions about interest rates, @agation increases and other
factors. At a minimum, the Company evaluates tlasseimptions annually and makes changes as necessary

The discount rate reflects the estimated rate athwthe pension benefits could be effectively seitlin developing the
discount rate, the Company considered the yieldabla on an appropriate AA corporate bond indejysted to reflect the term of
the scheme’s liabilities as well as a yield cunadel developed by the Company’s actuaries.

The expected return on assets was estimated by tlenweighted average of the real expected lomg teturn (net of
inflation) on the relevant classes of assets basdtie target asset mix and adding the chosertiorilassumption.

The following table summarizes the weighted aveesgimptions used to determine net periodic calbanefit obligation
for the Company’s U.K. and German pension plans:

Pension Benefit Plans

2016 2015 2014
Weighted-average assumptions used to determine ngtriod
cost:
Discount rate 2.1% 3.0% 3.7%
Expected long-term return on plan assets 553 5.€ 5.4
Rate of pension increase 2.3 2.3 2.2
Weighted-average assumptions used to determine bdite
obligation at end of year:
Discount rate 1.7% 2.€% 3.(%
Rate of pension increase 2.1 2.2 2.2

Investment Policies and Strategies

The Company’s investment objectives for its fundedsion plan are to ensure that there are suffiagsets available to pay
out members’ benefits as and when they arise aidtiould the plan be discontinued at any poititvia there would be sufficient
assets to meet the discontinuance liabilities.

To achieve the objectives, the trustees of the pdfsion plan are responsible for regularly moiritpthe funding position
and managing the risk by investing in assets erpect outperform the increase in value of the lité$ in the long term and by
investing in a diversified portfolio of assets imler to minimize volatility in the funding positiofihe trustees invest in a range of
frequently traded funds (“pooled funds”) ratherrthdirect holdings in individual securities to maiint liquidity, achieve
diversification and reduce the potential for rigihcentration. The funded plan assets are managedofigssional third-party
investment managers.
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Fair Value Measurement of Plan Assets

The following table sets forth the U.K. plan asstfir value and the percentage of assets altotaas of July 2, 2016n(
millions, except percentage dta

Fair value measurement as of

July 2, 2016
Quoted Prices
in Active Significant
Markets for Other
Identical Observable
Target Percentage of Assets Inputs
Allocation Total Plan Assets (Level 1) (Level 2)
Assets:
Global equity 40% $ 10.5 38.6%% — $ 10.5
Fixed income 4C% 10.7 39.2% — 10.7
Other 20% 54 19.9% — 54
Cash 0.€ 2.2% 0.€ —
Total assets $ 27.2 100.0%$ 06 $ 26.6

The following table sets forth the plan’s assetia@tvalue and the percentage of assets alloatsrof June 27, 201 (
millions, except percentage data

Fair value measurement as of
June 27, 2015
Quoted Prices

in Active Significant
Markets for Other
Identical Observable
Target Percentage of Assets Inputs
Allocation Total Plan Assets (Level 1) (Level 2)
Assets:
Global equity 40% $ 12.2 40.7%% — $ 12.2
Fixed income 40% 11.% 38.7% — 11.%
Other 20% 5.¢ 19.5% — 5.¢
Cash 0.2 1.C% 0.2 —
Total assets $ 30.2 100.0%$ 0: % 29.¢

The Company'’s pension assets consist of multigtutional funds (“pension funds”) of which thérfealues are based on
the quoted prices of the underlying funds. Penfiads are classified as Level 2 assets since sundsfare not directly traded in

active markets.

Global equity consists of several index funds theést primarily in U.K. equities and other overseguities.

Fixed income consists of several funds that inyesbharily in index-linked Gilts (over 5 year), slieg-denominated
investment grade corporate bonds, and overseasrgogat bonds.

Other consists of several funds that primarily stvan global equities, bonds, private equity, globzal estate and
infrastructure funds.
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Future Benefit Payments

The following table reflects the total expecteddf@mpayments to defined benefit pension plan pgrdints. These payments
have been estimated based on the same assumpsiettdai measure the Company’s PBO at year end ahesén benefits
attributable to estimated future compensation mses.

(in millions) Pension Benefit Plans
2017 $ 6.€
2018 5.9
2019 6.C
2020 5.6
2021 5.8
2022 - 2026 31.6
Thereafter 45.¢
Total $ 107.4

Timing of the payment relating to the legal progegdwhich is included in the above table underéidafter,” is not yet
determined. Refer to “Note 17. Commitments and Bgencies” for further information.

Note 17. Commitments and Contingencies

Operating Leases

The Company leases certain real and personal gydpam unrelated third parties under non-cancelalplerating leases that
expire at various dates through fiscal 2023. Cera@ses require the Company to pay property taresrance and routine
maintenance, and include escalation clauses. Aslgf2, 2016, future minimum annual lease paymanter non-cancelable
operating leases were as follovirs rillions):

2017 $ 18.7
2018 18.6
2019 14.2
2020 9.9
2021 7.7
Thereafter 4.8
Total minimum operating lease payments $ 73.€

Included in the future minimum lease payments tablave is $5.7 million related to lease commitméntnnection with
the Company’s restructuring and related activitidsfer to “Note 12. Restructuring and Related Césirgor more information.

The aggregate future minimum rentals to be recaivetr non-cancelable subleases totaled $4.7 maisoof July 2, 2016.
Rental expense relating to building and equipmexs $1.3.8 million, $14.3 million and $17.7 millionfiscal 2016, 2015 and 2014,
respectively.

Purchase Obligations

Purchase obligations of $55.9 million as of Jul@16, represent legally-binding commitments tachase inventory and
other commitments made in the normal course oftmgsi to meet operational requirements. Althougim gpechase orders are
considered enforceable and legally binding, thessgenerally allow the option to cancel, reschedablbadjust the requirements
based on the Company’s business needs prior ttethery of goods or performance of services. Gltlans to purchase inventory
and other commitments are generally expected falbked within one year.

The Company depends on a limited number of contratufacturers, subcontractors, and suppliersgar materials,
packages and standard components. The Companyatigperrchases these single or limited source petsdirough standard
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purchase orders or one-year supply agreementsasmbrsignificant long-term guaranteed supply agesgs with such vendors.
While the Company seeks to maintain a sufficiefétyastock of such products and maintains on-gemgmunications with its
suppliers to guard against interruptions or cessatf supply, the Company’s business and resultpefations could be adversely
affected by a stoppage or delay of supply, suligtitof more expensive or less reliable produaseipt of defective parts or
contaminated materials, increases in the priceuch supplies, or the Company’s inability to obtedéduced pricing from its
suppliers in response to competitive pressures.

Financing Obligations - Eningen and Santa Rosa

Eningen

On December 16, 2011, the Company executed anelctbe sale and leaseback transaction of certdfifigs and land in
Eningen, Germany (the “Eningen Transactions”). Thenpany sold approximately 394,217 square feainaf,Inine buildings with
approximately 386,132 rentable square feet, arkinqgpareas. The Company leased back approximab&ylb4 rentable square
feet comprised of two buildings and a portion baement of another building (the “Leased Premjs&bk lease termis 10 years
with the right to cancel a certain portion of thade after 5 years.

Concurrent with the sale and lease back, the Coypasiprovided collateral in case of a defaulthiey@ompany relative to
future lease payments for the Leased Premisestdilgs continuing involvement, the related portafrthe cash proceeds and
transaction costs, associated with the Leased Besmind other buildings which the Company contitmescupy, was recorded
under the financing method in accordance with tlib@itative guidance on leases and sales of statie Accordingly, the carrying
value of these buildings and associated land wiitlain on the Company’s books and the buildingsaaifitinue to be depreciated
over their remaining useful lives. The portiontod proceeds received have been recorded as aifigasigigation, a portion of the
lease payments are recorded as a decrease todheifig obligation and a portion is recognized&rest expense. Imputed rental
income from the buildings sold but not leased bae#l currently being occupied is recorded as a temuin the financing
obligation.

As of July 2, 2016, of the total financing obligatirelated to the Eningen Transactions, $0.1 millias included in Other
current liabilities, and $4.0 million was includéd Other non-current liabilities. As of June 27,180 of the total financing
obligation related to the Eningen Transactions] $dlllion was included in Other current liabilitieend $4.1 million was included
in Other non-current liabilities.

Santa Rosa

On August 21, 2007, the Company entered into assaldease back of certain buildings and land m&Rosa, California
(the “Santa Rosa Transactions”). The Company spidaximately 45 acres of land, 13 buildings witlpagximately 492,000
rentable square feet, a building pad, and parkiegsa The Company leased back 7 buildings withemately 286,000 rentable
square feet. The net cash proceeds received fretnghsaction were $32.2 million. The lease terenge from a one-year lease
with multiple renewal options to a ten-year leasth wvo five-year renewal options.

The Company has an ongoing obligation to remediatéronmental matters, impacting the entire siseremjuired by the
North Coast Regional Water Quality Control Boardahiexisted at the time of sale. Concurrent withdhle and lease back, the
Company has issued an irrevocable letter of cfed#3.8 million as security for the remediatiortioé environmental matter that
remains in effect until the issuance of a noticemoffurther action letter from the North Coast Regil Water Quality Control
Board. In addition, the lease agreement for onlelimgj included an option to purchase at fair maxdtie, at the end of the lease
term. Due to these various forms of continuing Imement the transaction was recorded under thading method in accordance
with the authoritative guidance on leases and sdlesal estate.

Accordingly, the value of the buildings and landl wémain on the Company’s books and the buildiwgkcontinue to be
depreciated over their remaining useful lives. plareeds received have been recorded as a finasigliggition, a portion of the
lease payments are recorded as a decrease toaheifig obligation and a portion is recognizedhterest expense. Imputed rental
income from the buildings sold but not leased Hagkcorded as a reduction in the financing obiayat

As of July 2, 2016, $0.8 million was included irh®t current liabilities, and $24.7 million was inded in Other non-current
liabilities. As of June 27, 2015, $1.4 million wiasluded in Other current liabilities, and $24.8limh was included in Other non-
current liabilities.
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The lease payments due under the agreement refa@t noarket rental rates upon the Company’s exenudf the renewal
options.

Guarantees

In accordance with authoritative guidance whichuiegs that upon issuance of a guarantee, the giwanawist recognize a
liability for the fair value of the obligation itsaumes under that guarantee. In addition, disessaibout the guarantees that an
entity has issued, including a tabular reconcoiatf the changes of the entity’s product warraiatyilities, are required.

The Company from time to time enters into certgpes of contracts that contingently require the Gany to indemnify
parties against third-party claims. These contrpdtsarily relate to: (i) divestiture agreementadar which the Company may
provide customary indemnifications to purchasers of the Company’s businesses or assets; (ii) certain real estate leases, under which
the Company may be required to indemnify propevipers for environmental and other liabilities, arlder claims arising from
the Company’s use of the applicable premises; and (iii) certain agreements with the Company’s officengaors and employees,
under which the Company may be required to indeyrsith persons for liabilities arising out of theimployment relationship.

The terms of such obligations vary. Generally, aimam obligation is not explicitly stated. Becatise obligated amounts of
these types of agreements often are not explisifiied, the overall maximum amount of the obligetioannot be reasonably
estimated. Historically, the Company has not bd#igated to make significant payments for theségalions, and no liabilities
have been recorded for these obligations on thes@iolated Balance Sheets as of July 2, 2016 anel Jun2015.

Product Warranties

In general, the Company offers a three-year wayrémt most of its products. The Company provideserees for the
estimated costs of product warranties at the tememue is recognized. The Company estimates tkeafots warranty obligations
based on its historical experience of known prothitire rates, use of materials to repair or repldefective products and service
delivery costs incurred in correcting product feglsl In addition, from time to time, specific wartgaccruals may be made if
unforeseen technical problems arise with specifa@pcts. The Company periodically assesses theuadgf its recorded
warranty liabilities and adjusts the amounts asgssary.

The following table presents the changes in the @omw's warranty reserve during fiscal years 20162015 {n millions):

Year Ended
July 2, 2016 June 27, 2015
Balance as of beginning of period $ 3.7 $ 3.€
Provision for warranty 3.9 3.€
Utilization of reserve (3.9 (3.9
Adjustments related to pre-existing warrantieslidng changes in estimates) 0.6 0.1
Balance as of end of period $ 4¢ $ 3.7

Legal Proceedings

In June 2016, the Company received a court decisigarding the validity of an amendment to a pendied of trust related
to one of its foreign subsidiaries which the Compeaontends contained an error requiring the Compaiirgcrease the pension
plan’s benefit. The Company had subsequently fudiheended the deed to rectify the error. The anlet that the amendment
increasing the pension plan benefit was valid thélsubsequent amendment. Prior to this decigierCompany, in consultation
with outside legal counsel, believed that the pmmsieed of trust document was invalid or, altexadyj that the subsequent
rectification should be applied retroactively. Unteth scenarios, the Company believed that tiediikod of an increase in plan
benefits was remote. While the Company is pursathgr legal arguments in this matter, such as dipygethe court decision and
pursuing a claim against the U.K. law firm respotesifor the error, the Company determined thatlittedihood of loss to be
probable as of July 2, 2016 and estimated the asera liability to range from GBP 5.7 million tdB8 8.4 million. The Company
accrued GBP 5.7 million, or $8.4 million, in accande with authoritative guidance on contingendiég. accrual is included as a
component of selling, general and administrativpesse and included in pension and post-employmemeftis, which is a
component of other non-current liabilities, in fBempany’s Consolidated Statement of OperationsGonsolidated Balance
Sheets, respectively.
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The Company is subject to a variety of claims suits that arise from time to time in the ordineoyrse of our business.
While management currently believes that resoldlagms against the Company, individually or in aggate, will not have a
material adverse impact on its financial positimsults of operations or statement of cash flotwssé¢ matters are subject to
inherent uncertainties and management'’s view afe¢hmatters may change in the future. Were an urdhlefinal outcome to
occur, there exists the possibility of a materdterse impact on the Company’s financial positresults of operations or cash
flows for the period in which the effect becomeasanably estimable.

Note 18. Operating Segments and Geographic Informan

The Company evaluates its reportable segmentscoréance with the authoritative guidance on segmeprting. The
Company’s Chief Executive Officer, Oleg KhaykingtGompany’s Chief Operating Decision Maker (“CODM)rsuant to the
guidance. The CODM allocates resources to the segrbased on their business prospects, compefitivers, net revenue and
operating results.

The Company is a global provider of network tesinitoring and assurance solutions to communicasengce providers,
enterprises and their ecosystems. Our solutiomgaiiednd-to-end visibility across physical, virtaald hybrid networks, enabling
customers to optimize connectivity, quality of esipace and profitability. Viavi is also a leaderhigh performance thin film
optical coatings, providing light management solusi to anti-counterfeiting, consumer and industgavernment and healthcare
and other markets.

The Company’s reportable segments are:
(i) Network Enablement (“NE”):

NE provides testing solutions that access the ndtvamperform build-out and maintenance tasks. €hsdutions include
instruments, software and services to design, baidtivate, certify, troubleshoot and optimize ra#s. The company also offers a
range of product support and professional sengoeb as repair, calibration, software support actintical assistance for our
products

(ii) Service Enablement (“SE"):

SE solutions are embedded systems that yield nkfwervice and application performance data. Teelsgions—including
microprobes and software—monitor, collect and arelyetwork data to reveal the actual customer épes and to identify
opportunities for new revenue streams and netwptimzation.

(iif) Optical Security and Performance Products $#):

OSP provides innovative optical security solutiomtsh a strategic focus on serving the anti-couritng market through
advanced security pigments, thread substrates antkg features for the currency, pharmaceutical emnsumer electronic
segments. OSP also provides thin-film coating smhstfor 3D sensing applications.

Changes to Segment Reporting

Following the Separation in the first quarter stfl 2016, the Company made changes to its segneaisures to reflect how
the CODM manages the business post-separatiorsastiid below.

The CODM manages the Company in two broad busicegggjories: Network and Service Enablement ("NSEY) OSP.
NSE operates in two segments, NE and SE, whereBo@&ates as a single segment. The CODM evakegesent performance
of the NSE business based on NE and SE segmert gragin and NSE operating margin as a whole. @ipgraxpenses
associated with the NSE business are not allodatéte NE and SE segments within NSE, as they areaged centrally at the
business unit level. The CODM evaluates segmefibiprance of the OSP business based on OSP segperating margin. In
addition, prior to the first quarter of fiscal 20th@ Company did not allocate certain corporatelleperating expenses associated
with its shared-service function to its segmenaiitesBeginning in the first quarter of fiscal 2Q16e Company has allocated these
corporate-level operating expenses to its segnemuiits, with the exception of certain non-core apieg and non-operating
activities as discussed below.

The Company does not allocate stock-based compensatcquisition-related charges, amortization mtfmgibles,
restructuring and related charges, impairment otlgell, non-operating income and expenses, or atharcore operating and non-
recurring charges to its segments because Managemesnot include this information in its measueatof the performance of
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the operating segments. These items are present&teonciling Items” in the table below. Additidiyathe Company does not

specifically identify and allocate all assets by@iing segment.

As aresult of the Separation, the Company excltickedesults of the Lumentum business which hisdisi consisted of the
CCOP segment and the WaveReady product line witieitNE segment for all periods presented. Reféate 3. Discontinued
Operations” for more information on the Separathdditionally, the Company’s Video Assurance pradiree was moved out of

its NE segment and into its SE segment duringitseduarter of fiscal 2016.

The segment information for all periods presentasl lieen revised to be comparable with the changié®iCompany’s

segment reporting measures.

Information on reportable segments is as followsillions):

Year Ended July 2, 2016

Network and Service

Enablement
Network and Optical Security Total Consolidated
Network Service Service and Performance Segment Reconciling GAAP
Enablement Enablement Enablement Products Measures Items Measures
Net revenue $ 504¢ $ 153.¢ $ 658.2 $ 248.1 $ 906.: $ —  $ 906.:
Gross profit 329.7 99.£ 429.1 143.1 572.2 (22.5) 549.%
Gross margin 65.3% 64.7% 65.2% 57.7% 63.1% 60.7 %
Operating (loss) income 12.7 102.9 115.6 (199.9 (84.3)
Operating margin 1.S% 41.5% 12.£% (9.9)%
Year Ended June 27, 2015
Network and Service
Enablement
Network and Optical Security Total Consolidated
Network Service Service and Performance Segment Reconciling GAAP
Enablement Enablement Enablement Products Measures Items Measures
Net revenue $ 5066 $ 174 % 681.1 $ 192.¢ $ 873¢ % — $ 873
Gross profit 333.¢ 119.2 453.1 104.: 557.¢ (37.9) 520.]
Gross margin 65.9% 68.4% 66.5% 54.1% 63.8% 595 %
Operating income (loss) (0.2) 68.1 68.0 (143.9 (75.8)
Operating margin —% 35.2% 7.8% (8.1)%
Year Ended June 28, 2014
Network and Service
Enablement
Network and Optical Security Total Consolidated
Network Service Service and Performance  Segment  Reconciling GAAP
Enablement Enablement Enablement Products Measures Items Measures
Net revenue $ 5701 $ 156.( $ 726.1 % 200.¢ $ 926.¢ $ —  $ 926.¢
Gross profit 371.C 95.¢ 466.4 100.7 567.1 (39.9) 527.¢
Gross margin 65.1% 61.2% 64.2% 50.1% 61.2% 56.9 %
Operating income (loss) (0.2) 63.8 63.6 (119.9 (55.6)
Operating margin —% 31.8% 6.9% (6.0)%
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Years Ended

July 2, 2016 June 27, 2015 June 28, 2014

Corporate reconciling items impacting gross profit:

Total segment gross profit $ 5722 $ 557.¢ $ 567.1
Stock-based compensation (4.9 (4.2) 4.9
Amortization of intangibles (17.9) (31.9 (34.)
Other charges unrelated to core operating perforeman (0.9 1.2) (0.9

GAAP gross profit $ 549.7 $ 520.1 $ 527.¢

Corporate reconciling items impacting operating inome (loss):

Total segment operating income $ 1156 $ 68.0 $ 63.6
Stock-based compensation (42.9) (47.5) (44.9)
Amortization of intangibles (31.9 (51.4) (49.¢)
Impairment of goodwill (91.9 — —
Other charges unrelated to core operating perfocenéh)(2) (23.7%) (18.1) (3.€)
Restructuring and related charges (10.5) (26.¢) (21.9)

GAAP operating income (loss) from continuing opienas $ (84.3) % (75.8) $ (55.6)

(1) During the year ended July 2, 2016 other chargesated to core operating performance primarilysisted of (a) an $8.4 million charge
related to a litigation ruling impacting our U.Kemsion obligation, (b) $5.0 million of Viavi-speicittharges related to the Separation and
(c) $3.5 million of non-recurring incremental sesece and related costs upon the exit of a key ¢ixecu

(2) During the year endetune 27, 2015, other charges unrelated to coratpgperformance primarily consisted of $9.8 railliof Viavi-
specific charges related to the Separation andi$8lién IPR&D impairment charge for an ongoing jact related to the fiscal 2014
acquisition of Trendium as discussed in “Note 1€qéired Developed Technology and Other Intangibles.

The Company operates primarily in three geograpgons: Americas, Asia-Pacific, and Europe, Midgést and Africa
(“EMEA"). Net revenue is assigned to the geographigion and country where our product is initiadlyipped. For example,
certain customers may request shipment of our mtddwa contract manufacturer in one country, wiigly differ from the location
of their end customers. The following table preseet revenue by the three geographic regions ematpin and net revenue from
countries that exceeded 10% of our total net regédhailars in millions):

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
Americas:
United States $ 396.¢ 43.8%% 424.% 485% % 448.¢ 48.4%
Other Americas 66.C 7.3% $ 62.t 7.2% $ 58.¢ 6.2%
Total Americas $ 462.¢ 51.1%$% 486.¢ 55.7%% 507.¢ 54.7%
Asia-Pacific $ 166.: 18.3%$ 144t 16.5% % 140.¢ 15.2%
EMEA:
Switzerland $ 135.¢ 15.(% $ 97.1 11.2% $ 98.( 10.€%
Other EMEA 141.¢ 15.6% 144.¢ 16.6% 180.¢ 19.5%
Total EMEA $ 277 . 30.6% $ 242.¢ 27.€% $ 278.¢ 30.1%
Total net revenue $ 906.: 100.(% $ 873.¢ 100.(% $ 926.¢ 100.(%
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Following the separation from Lumentum, one custoseeved by our OSP segment and one customer sey\ad NE and
SE segments generated more than 10% of Viavi mehte from continuing operations during fiscal 202615 and 2014 as
summarized belowir{ millions):

Years Ended

July 2, 2016 June 27, 2015 June 28, 2014
Customer A - OSP Customer $ 190.1 $ 143.C $ 118.2
Customer B - NE and SE Customer * * 106.¢

*Customer represented less than 10% of consolidagedevenue in the specified fiscal year.

Property, plant and equipment, net were identifiasied on the operations in the corresponding geligrareasif millions):

Years Ended

July 2, 2016 June 27, 2015

United States $ 85.6 $ 91.¢
Other Americas 4.3 5.8
China 27.2 32.1
Other Asia-Pacific 4.8 6.9
Germany 7.€ 8.t
Other EMEA 3.1 4.1

Total property, plant and equipment, net $ 133.(C $ 149.2

Note 19. Selected Quarterly Financial Information gnaudited)

The following table presents the Company’s seleqieatterly financial information from the Consolidd Statements of
Operations for fiscal 2016 and 2016 (nillions, except per share data

July 2, April 2, January 2, October 3, June 27,  March 28, December  September
2016 2016 2016 2015 2015 2015 27,2014 27,2014
(€] 2 2 (OXE) 2 2
Net revenue $2241 % 2204 $ 2321 $ 2297 $ 2196 $ 2124 $ 226« $ 215
Gross profit 136.1 131.c 141.¢ 140.t 131.1 127.( 133.1 128.¢
Net (loss) income from continuing operations,
net of tax (64.5 28.¢ 1.C (15.%) (32.0) (35.9 (37.7%) (25.9)
Net income (loss) from discontinued
operations, net of tax 3.9 5.C 3.C (53.9) (8.0) 22.¢ 12.¢ 16.1
Net income (loss) $(67.9)$% 338 $ 40$ (690)% (40D % (139% (250 % 9.9
Net (loss) income per share from - basic:
Continuing operations (4) $ (029% 01t $ 001 $ (00)$ (019 $ (0160 $ (0.16)0 $ (0.1
Discontinued operations (4) (0.0 0.02 0.01 (0.29) (0.09) 0.1C 0.0t 0.07
Net (loss) income (4) $ (029$% 018t $ 00z $ (029 $ (019 $ (0.06p $ (0.17) $ (0.09)
Net (loss) income per share from - diluted:
Continuing operations (4) $(0.28)% 012$ 001 $ (0ONS$ (019 % (0.1 $ (0.1 $ (0.1)
Discontinued operations (4) (0.03) 0.0Z 0.01 (0.29) (0.09) 0.1C 0.0t 0.07
Net (loss) income (4) $(0299% 014 $ 0023% (029% (019 % (0.06$ (011 3$ (0.09
Shares used in per-share calculation (basic) 232.7 232.( 234.¢ 236.( 234.¢ 233.2 232.] 230.¢
Shares used in per-share calculation (dilute  232.7 234.¢ 237.1 236.( 234.¢ 233.% 232.] 230.¢
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(1) During the fourth quarter of fiscal 2016, the Compeecorded a $91.4 million goodwill impairment oiarelated to the SE reporting unit.

(2) During the first quarter of fiscal 2016, we complthe Separation. As a result, the operatiortgedfimentum business have been presented
as discontinued operations in all periods of then@any’s Consolidated Statement of Operations.

(3) During the third quarter of fiscal 2015, the Compeetognized $21.8 million tax benefit recognizedmithe settlement of an audit in a non-
U.S. jurisdiction.

(4) Net (loss) income per share is computed indepetydfeneach of the fiscal quarters presented. Tioeeethe sum of the quarterly basic and
diluted net (loss) income per share amounts magaueal the annual basic and diluted net (los®)rimeper share amount for the full fiscal

years.
Note 20. Subsequent Events

Sale of Lumentum Common Stock

Subsequent to our fiscal year ended July 2, 20&8Cbmpany sold 2.7 million of Lumentum common el@enerating gross
proceeds of $71.6 million and a gross realized ga$48.9 million, respectively.

Repurchase of Common Stock

Subsequent to our fiscal year ended July 2, 20&6Cbmpany repurchased approximately 1.4 milli@neshof common stock
purchases at an average price of $7.50 per shdeg thre stock repurchase program authorized orugepd, 2016. All common
shares repurchased have been canceled and retired.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUN TANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.
ITEM 9A. CONTROLS AND PROCEDURES
(&) EVALUATION OF DISCLOSURE CONTROLS AND PROCEDU RES

Our management is responsible for establishingraaidtaining "disclosure controls and procedurestiéfined in Rule 13a-
15(e) under the Exchange Act) for our Company suemthat the information required to be discldsgds in reports that we file
or submit under the Exchange Act was (i) recorgedcessed, summarized and reported within the pieniods specified in the
SEC's rules and (i) accumulated and communicatedit management, including our principal executind principal financial
officers, to allow timely decisions regarding rewgui disclosures. Based on the evaluation of ostadigre controls and procedures
as of July 2, 2016, our CEO and CFO have conclildatdue to the existence of a material weakneskisasssed below, our
disclosure controls and procedures were not effechiotwithstanding the identified material wealg)esir management believes
the consolidated financial statements includecis Annual Report on Form 10-K fairly representlhmaterial respects our
Consolidated Statements of Operations, Consolidatzments of Comprehensive Income (Loss), Categelil Balance Sheets,
Consolidated Statements of Cash Flows, and CordetidStatements of Stockholders’ Equity at andHemperiods presented in
accordance with U.S. GAAP.

(b) MANAGEMENT’'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Our management is responsible for establishingraaidtaining adequate internal control over finah@porting (as defined
in Rule 13a-15(f) under the Exchange Act). Our ngamaent, including our chief executive officer aridef financial officer,
conducted an evaluation of the effectiveness ofrdarnal control over financial reporting basedloaframework in thénternal
Control-Integrated Frameworf2013) issued by the Committee of Sponsoring Qegaions of the Treadway Commission. Based
on its evaluation under the framework in thernal Control-Integrated Framewof2013), our management concluded that we did
not maintain effective internal control over fingalcreporting as of July 2, 2016 because of a jasly reported material
weakness in our internal control over financialming as reported in Item 4 on Form 10-Q/A forteatthe interim periods ended
October 3, 2015, January 2, 2016, and April 2, 28 as described below.

A material weakness is a deficiency, or a combamadf deficiencies, in internal control over fingalaeporting such that
there is a reasonable possibility that a materiastatement of the annual or interim financialestagnts will not be prevented or
detected on a timely basis. During the preparatiothe Company'’s fiscal 2016 Annual Report on FAi®rK, the Company’s
management identified a material weakness in darrial controls over financial reporting. Specifigahe internal controls with
respect to the determination of the interim incdmeprovision were not designed at a precisionllevédentify the use of an
inaccurate tax rate. This control deficiency caelsult in a misstatement of the related accourruals or disclosures that would
result in a material misstatement to the interimsmdidated financial statements that would notte@nted or detected. For the
quarters ended October 3, 2015, January 2, 2018@il®, 2016, this control deficiency did resitmisstatements of our income
tax expense and income taxes payable.

The Company’s internal control over financial repay as of July 2, 2016 has been audited by PritsWwauseCoopers LLP,
an independent registered public accounting fisystated in their report which appears in this AadiReport on Form 10-K under
Item 8.

(c) CHANGES IN INTERNAL CONTROL OVER FINANCIAL RE PORTING

There have been no changes in our internal coowe financial reporting as defined in Exchange Rate 13a-15(f) that
occurred during our most recently completed fisgerter that have materially affected, or are neaisly likely to materially affect,
our internal control over financial reporting.

(d) PLAN FOR REMEDIATION OF MATERIAL WEAKNESS IN INTERNAL CONTROLS OVER FINANCIAL
REPORTING

The Company will implement an enhanced processlasigjn a control to ensure a more precise revidledhterim income
tax provision beginning in the first quarter otfi$2017. In accordance with the Company’s intecaatrol over financial reporting
compliance program, the material weakness desmmatnnot be remediated in full until the enhanpestesses have been
operational for a period of time and successfudbted. Such remediation is anticipated to be caeglater in fiscal 2017.
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ITEM 9B. OTHER INFORMATION
None.
PART Ill
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE

Information regarding the Company’s executive @fficand directors required by this Item is incoaent by reference to the
section entitled “Proposal One—Elections of Direstan the Company’s Definitive Proxy Statementannection with the 2016
Annual Meeting of Stockholders (the “Proxy Statetflemvhich will be filed with the Securities and Exange Commission within
120 days after the fiscal year ended July 2, 2Bt6rmation required by Item 405 of Regulation Sskhcorporated by reference
to the section entitled “Beneficial Ownership Repay Compliance” in the Proxy Statement.

The Company has adopted the “Viavi Code of Busi@ssluct” as its code of ethics, which is appliedblall employees,
officers and directors of the Company. The fultt@f¢he Viavi Code of Business Conduct is avadabider Corporate Governance
Information which can be found under the Investatson the Company’s website at www.viavisoluticos.

ITEM 11. EXECUTIVE COMPENSATION

Information required by this Item is incorporatedrbference to the sections entitled “Executive ensation,” “Director
Compensation,” “Compensation Program Risk Assessiri@orporate Governance—Compensation Committéerlocks and
Insider Participation,” and “Compensation Commitieport” in the Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIA L OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Information regarding security ownership of certa@neficial owners and management is incorporayegfierence to the
section entitled “Security Ownership of Certain Bficial Owners and Management” in the Proxy Statame

Information regarding the Company’s stockholderrappd and non-approved equity compensation plansasporated by
reference to the section entitled “Equity CompeinsaPlans” in the Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS, AND DIRECTOR INDEPENDENCE

Information required by this Item is incorporatedrieference to the sections entitled “Certain Refethips and Related
Person Transactions,” and “Code of Ethics,” “Dicedhdependence,” and “Board Committees and Mesgtimgder the “Corporate
Governance” heading in the Proxy Statement.

ITEM 14. PRINCIPALACCOUNTING FEES AND SERVICES

Information required by this item is incorporatedéference to the section entitled “Audit and Naudit Fees” in the Proxy
Statement.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(&) The following items are filed as part of this Anh&eport on Form 10-K:
(1) Financial Statements:

Page
Report of Independent Registered Public Accourfimm 49
Consolidated Statements of Operations—Years Enalgd?J 2016, June 27, 2015, and June 28, 2014 50
Consolidated Statements of Comprehensive (Losgniiee—Years Ended July 2, 2016, June 27, 2015 arel .
28, 2014 51
Consolidated Balance Sheets—July 2, 2016 and Jur#2025 52
Consolidated Statements of Cash Flows—Years Enadlgd?J2016, June 27, 2015, and June 28, 2014 53
Consolidated Statements of Stockholders’ Equity—§¥@&aded July 2, 2016, June 27, 2015, and Jun28, 54
Notes to Consolidated Financial Statements 55

(2) Financial Statement Schedules:

All financial statement schedules have been omlttsthuse the required information is not preseatriounts
sufficient to require submission of the schedut,applicable, or because the required informasdncluded in
the Consolidated Financial Statements or Notegtber

(3) Exhibits:
See Item 15(b)

(b)  Exhibits:
The following exhibits are filed herewith or areanporated by reference to exhibits previouslhdfildth the Securities and
Exchange Commission.

Incorporated by Reference Filed
Exhibit No. Exhibit Description Form Exhibit Filing Date Herewith

Agreement and Plan of Merger, dated December 63,204 and
among NI Holdings I, Inc., a Delaware corporatithe Company,
Jade Acquisition I, Inc., a Delaware corporatiod armolly owned
subsidiary of the Company, Thoma Bravo, LLC, a belee limited )
el liability company, solely in its capacity as Repmettive for NI e el 12/11/2013
Holdings’ stockholders, Thoma Bravo Fund X, L.PQelaware
limited partnership, and Thoma Bravo Fund X-A.,.L&PDelaware
limited partnership.

Contribution Agreement by and between JDS Unipl@sporation )
22 and Lumentum Operations LLC 8-K 21 8/5/2015
23 Membership Interest Transfer Agreement by and betvwidS 8-K 29 8/5/2015

Uniphase Corporation and Lumentum Inc.
Separation and Distribution Agreement by and betwH2S

2.4 Uniphase Corporation, Lumentum Holdings Inc. ancheatum 8-K 2.3 8/5/2015
Operations LLC

3.1 Restated Certificate of Incorporation 8-K 3.1 11/18/2013

3.2 Certificate of Amendment to Restated Certificaténzrporation 8-K 3.1 8/5/2015

3.5 Amended and Restated Bylaws of Viavi Solutions Inc. 8-K 3.1 6/1/2016
Indenture, dated as of August 21, 2013, betweenURighase )

4.1 Corporation and Wells Fargo Bank, National Assagrgtas Trustee 8-K 41 8/21/2013

4.2 Form of 0.625% Senior Convertible Debentures dig820 8-K 4.2 8/21/2013
Stockholder’s and Registration Rights Agreemenaihg between )

4.3 JDS Uniphase Corporation and Lumentum Holdings Inc. 8-K 4.1 8/5/2015

102 Amended and Restated 1993 Flexible Stock Inceritiae 10-Q 101 2/11/2002

(Amended and Restated as of November 9, 2001)
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10.3
10.4
10.5
10.6

10.7

10.9
10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.20

10.24
21.1
23.1

31.1

31.2

32.1

32.2

101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Restated 1998 Employee Stock Purchase Plan

Amended and Restated 1999 Canadian Employee Stockdse
Plan (Amended and Restated as of July 31, 2002)

Restated 2005 Acquisition Equity Incentive Plan

2005 Acquisition Equity Incentive Plan Form of St&@ption
Award Agreement

2005 Acquisition Equity Incentive Plan Form of Ri&sed Stock
Unit Award Agreement

Form of Indemnification Agreement
Restated 2003 Equity Incentive Plan

Separation Agreement between JDS Uniphase Corporatid Rex
Jackson dated February 24, 2015

Separation Agreement between the JDS Uniphase €xdigo and
David Heard, dated October 23, 2014

Separation Agreement and General Release betweenSblutions
Inc. and Thomas Waechter dated August 13, 2015

Employment Agreement between Viavi Solutions Imd ichard
Belluzzo dated August 19, 2015

Tax Matters Agreement by and between JDS Uniphaspdtation
and Lumentum Holdings Inc.

Employee Matters Agreement by and between JDS @siph
Corporation, Lumentum Holdings Inc. and Lumenturrefations
LLC

Intellectual Property Matters Agreement by and leetwJDS
Uniphase Corporation and Lumentum Operations LLC

Viavi Solutions Inc. 2015 Change of Control Bereflan, effectivi
December 14

2003 Equity Incentive Plan Form of Stock Option AdvAgreemen
(for the U.S)

2003 Equity Incentive Plan Form of Restricted Stolclit Award
Agreement (for the U.S)

Subsidiaries of Viavi Solutions Inc.

Consent of Independent Registered Public Accourkinm
(PricewaterhouseCoopers LLP)

Certification of the Chief Executive Officer pursiido Securities
Exchange Act Rules 13a-14(a) and 15d-14(a), astadqqrsuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer pursudo Securities
Exchange Act Rules 13a-14(a) and 15d-14(a), astadqursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Executive Officer pursiido 18
U.S.C. Section 1350, as adopted pursuant to Se@@iérof the
Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer pursudo 18
U.S.C. Section 1350, as adopted pursuant to Segfi6rof the
Sarbanes-Oxley Act of 2002.

XBRL Instance

XBRL Taxonomy Extension Schema

XBRL Taxonomy Extension Calculation

XBRL Taxonomy Extension Definition Linkbase Docurhen
XBRL Taxonomy Extension Label Linkbase

XBRL Taxonomy Extension Presentation
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10.2
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10.1

10.20

10.24

8/25/2015
9/17/2002
8/25/2015
9/30/2005

9/30/2005

4/20/2015
8/25/2015

2/26/2015

10/23/2014

8/19/2015

8/19/2015

8/5/2015

8/5/2015

8/5/2015

12/17/2015

8/31/2010

8/31/2010

X

X X X X X X
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ITEM 16. 10-K SUMMARY

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or)1di(the Securities Exchange Act of 1934, the Reayi¢ has duly caused

this report on Form 10-K to be signed on its bebglthe undersigned, thereunto duly authorized.

Date: August 30, 2016

VIAVI SOLUTIONS INC.

By: /s/ AMAR MALETIRA

Name: Amar Maletira

Title: Executive Vice President and Chief Financial Office
(Duly Authorized Officer and Principal Financialdan

Accounting Officer)

Pursuant to the requirements of the Securities &xgé Act of 1934, this Annual Report on Form 10a heen signed below

by the following persons on behalf of the Registieard in the capacities and on the dates indicated.

Signature
/s/ OLEG KHAYKIN

Oleg Khaykin

/sl AMAR MALETIRA

Amar Maletira

/s/ RICHARD BELLUZZO

Richard Belluzzo

/s/ KEITH BARNES

Keith Barnes

/sl TOR BRAHAM

Tor Braham

/sl TIMOTHY E. CAMPOS

Timothy E. Campos

/s/ DONALD COLVIN

Donald Colvin

/sl MASOOD JABBAR

Masood Jabbar

/sl PAMELA STRAYER

Pamela Strayer

Title

President and Chief Executive @#r

(Principal Executive Officer)

Executive Vice President and Chignancial Officer
(Principal Financial and Accountindfier)

Chairman

Director

Director

Director

Director

Director

Director
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