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Harmonic Announces Second Quarter Results; Increasing Sales and New Optical and Digital
Products

July 22, 2004
SUNNYVALE, Calif.--(BUSINESS WIRE)--July 22, 2004--Harmonic Inc. (Nasdaq:HLIT) today announced its results for the quarter ended July 2, 2004.

For the second quarter of 2004, the Company reported net sales of $57.0 million, up from $55.1 million in the previous quarter and up from $41.7
million in the second quarter of 2003. The revenue growth reflects increased shipments to cable and satellite customers worldwide. International sales
represented 44% of total sales for the second quarter of 2004, up from 33% in the previous quarter, due principally to the completion of initial customer
acceptance testing for a large international project.

The Company's CS division, which designs, manufactures and markets digital headend systems for a number of markets, had divisional net sales of
$33.3 million in the second quarter of 2004, up from $27.1 million in the same period of 2003. The BAN division, which designs, manufactures and
markets fiber optic products primarily for broadband cable networks, had divisional net sales of $23.7 million in the second quarter of 2004, up from
$14.6 million in the same period of 2003.

"We are pleased with our sales growth, our improved results from operations and our introduction of exciting new products in the second quarter," said
Anthony J. Ley, Chairman, President and Chief Executive Officer. "We saw increasing demand from our international and domestic cable customers
who continue to deploy more equipment to offer video-on-demand, high-definition (HD) programming, new digital channels, cable telephony and IP
services. We continued to extend our technology leadership with the introduction of new digital encoders and optical transmission systems, including
the initial deployments of our new Commercial Services Solution to enable cable operators to provide broadband services to businesses, schools and
government offices.”

"Our satellite customers continue to expand the number of HD and digital channels, and a number of telephone companies are exploring different
approaches to offer competitive digital video services. Across our different markets, we are helping customers in their plans to migrate to
next-generation network transmission and video compression technologies. While the timing of customer deployments remains difficult to predict, we
expect that intensifying competition among our customers, along with the ever-increasing bandwidth and technical requirements for new services, will
continue to drive growing demand for our fiber optic and digital products in the second half of 2004 and beyond."

The GAAP net loss for the second quarter of 2004 was $1.8 million, or $0.02 per share, compared to a net loss of $11.7 million, or $0.19 per share, for
the same period of 2003. The GAAP results for the second quarter include a credit relating to the sale of previously reserved inventory of $1.2 million.

Excluding the inventory benefit described above and the effects of non-cash accounting charges for the amortization of intangibles, the non-GAAP net
income for the second quarter of 2004 was $0.5 million, or $0.01 per share. This compares to a non-GAAP net loss of $6.6 million, or $0.11 per share,
for the same period of 2003.

At the end of the second quarter of 2004, the Company had cash, cash equivalents and short-term investments of $92.2 million, compared to $108.4
million at the end of the first quarter. The decline in the cash position primarily reflected increases in working capital requirements, particularly in
receivables, as well as approximately $4.8 million paid under a tax-sharing agreement from an acquisition completed in 2000.

Harmonic's conference call regarding its second quarter 2004 results will be held today, July 22, 2004, at 2:00 p.m. Pacific (5:00 p.m. Eastern). A
listen-only broadcast of the conference call can be accessed on the Company's website at www.harmonicinc.com or by calling +1-415-908-4707
(Reservation No. 21180559). The replay will be available after 5:00 p.m. on July 22 at the same website address or by calling +1-402-977-9140
(Reservation No. 21180559).

About Harmonic Inc.

Harmonic Inc. is a leading provider of digital video, broadband optical networking and IP delivery systems to cable, satellite, telecom and broadcast
network operators. Harmonic's open standards-based solutions for the headend through the last mile enable customers to develop new revenue
sources and a competitive advantage by offering powerful interactive video, voice and data services such as video-on-demand, high definition digital
television, telephony and Internet access.

Harmonic (Nasdaq:HLIT) is headquartered in Sunnyvale, California with R&D, sales and system integration centers worldwide. The Company's
customers, including many of the world's largest communications providers, deliver services in virtually every country. Visit www.harmonicinc.com for
more information.

This press release contains forward-looking statements within the meaning of Section 27(a) of the Securities Act of 1933 and Section 21(e) of the
Securities Exchange Act of 1934, including statements related to our new Commercial Services Solutions' ability to enable cable operators to provide
broadband services to businesses, schools and government offices; customer plans to migrate to next-generation network transmission and video
compression technologies; our expectation that intensifying competition among our customers, along with ever-increasing bandwidth and technical
requirements for new services, will continue to drive growing demand for our fiber optic and digital products in the second half of 2004 and beyond.
Our expectations and beliefs regarding these matters may not materialize, and actual results in future periods are subject to risks and uncertainties
that could cause actual results to differ materially from those projected. These risks include delays or decreases in capital spending in the cable and
satellite industry, customer concentration and consolidation, general economic conditions, market acceptance of new or existing Harmonic products,
losses of one or more key customers, risks associated with Harmonic's international operations, inventory management problems, the effect of
competition, difficulties associated with rapid technological changes in Harmonic's markets, the need to introduce new and enhanced products, and
risks associated with a cyclical and unpredictable sales cycle. The forward-looking statements contained in this press release are also subject to other



risks and uncertainties, including those more fully described in Harmonic's filings with the Securities and Exchange Commission including its Annual
Report filed on Form 10-K for the year ended December 31, 2003, its quarterly reports on Form 10-Q and its current reports on Form 8-K. Harmonic
does not undertake to update any forward-looking statements.

Editor's Note: Product and company names used here are trademarks or registered trademarks of their respective companies.

Har noni ¢ | nc.
Condensed Consol i dat ed Bal ance Sheets
(I'n thousands)

July 2, 2004 Decenber 31, 2003

(Unaudi t ed)
Asset s
Current assets:
Cash and cash equival ents $ 15, 353 $ 41, 877
Short-termi nvest nents 76, 847 70, 720
Accounts recei vabl e, net 39, 103 38, 528
I nventories 30, 359 22,425
Prepai d expenses and ot her assets 7,765 6, 196
Total current assets 169, 427 179, 746
Property and equi pnent, net 21,131 23,458
I ntangi bl es and ot her assets 14, 559 21,522
$ 205, 117 $ 224,726
Liabilities and stockhol ders' equity
Current liabilities:
CQurrent portion of long-termdebt $ 957 $ 1,027
Accounts payabl e 13, 037 14, 863
I ncone taxes payabl e 6, 884 6, 935
Deferred revenue 4,991 11,712
Accrued liabilities 42,152 49, 820
Total current liabilities 68, 021 84, 357
Long-term debt, less current portion 915 629
Accrued excess facilities costs 26, 191 28, 627
G her non-current liabilities 5, 469 4,952
Total liabilities 100, 596 118, 565
St ockhol ders' equity:
Common st ock 2,039, 596 2, 036, 593
Accunul ated deficit (1, 934, 903) (1, 930, 558)
Accunul at ed ot her conprehensive
i ncone (172) 126
Total stockhol ders' equity 104, 521 106, 161




Har moni ¢ 1 nc
Condensed Consol i dated Statements of Operations
(I'n thousands, except per share data)
(Unaudi t ed)

Three Months Ended Six Mont hs Ended

July 2, June 27, July 2, June 27

2004 2003 2004 2003

Net sal es $57,011 $ 41,653 $112,117 $ 78,694
Cost of sales 34,715 28, 901 67, 933 55, 195
Goss profit 22,296 12, 752 44,184 23, 499
Oper ati ng expenses:

Research and devel opmnent 8, 311 8, 431 17, 161 16, 934

Sel l'ing, general and

adm ni strative 13, 529 14, 408 27,524 26, 471

Anortization of intangibles 1,933 1,933 3, 866 3, 866
Total operating expenses 23,773 24,772 48, 551 47,271
Loss from operations (1,477) (12,020) (4,367) (23,772
I nterest and other
i ncome/ (expense) (191) 438 222 623
Loss before inconme taxes (1,668) (11,582) (4, 145) (23, 149)
Provi sion for incone taxes 100 100 200 200
Net | oss $(1,768) $(11,682) $ (4,345) $(23,349)
Net | oss per share

Basi ¢ $ (0.02) $ (0.19) $ (0.06) $ (0.39)

Diluted $(0.02) $ (0.19) $ (0.06) $ (0.39)
Wei ght ed average shares

Basi c 71, 832 60, 462 71,772 60, 457

Diluted 71, 832 60, 462 71,772 60, 457

Har nmoni ¢ 1 nc
Non- GAAP Condensed Consol i dated Statenments of Operations (1)
(I'n thousands, except per share data)
(Unaudi t ed)

Three Mont hs Ended Si x Mont hs Ended



July 2, June 27, July 2, June 27

2004 2003 2004 2003

Net sal es $57,011 $41,653 $112,117 $ 78,694
Cost of sales 34,359 28, 406 66, 704 54, 217
Goss profit 22,652 13, 247 45, 413 24, A77
Qper ati ng expenses:

Research and devel opmnent 8, 311 8,431 17, 161 16, 934

Sel l'ing, general and

adm ni strative 13, 529 11, 738 27,524 23, 801
Total operating expenses 21,840 20,169 44,685 40, 735
Non- GAAP i ncone/ (|l oss) from

operati ons 812 (6,922) 728 (16, 258)
I nterest and other

i ncome/ (expense) (191) 438 222 623
Non- GAAP i ncone/ (|1 oss) before

i nconme taxes 621 (6, 484) 950 (15, 635)
Provi sion for incone taxes 100 100 200 200
Non- GAAP net i ncomne/ (| oss) $ 521 $(6,584) $ 750 $(15, 835)
Net | oss per share

Basi c $ 0.01 $(0.11) $ 0.01 $ (0.26)

D luted $ 0.01 $(0.11) $ 0.01 $ (0.26)
Wei ght ed average shares

Basi c 71,832 60, 462 71,772 60, 457

Dl uted 72,690 60, 462 72,903 60, 457

1. These Non- GAAP Condensed Consolidated Statenents of Qperations are
provi ded to enhance overal | understanding of our current financia
performance and our prospects for the future. The presentation of
this Non-GAAP information is not intended to be considered in
isolation or as a substitute for results prepared in accordance
with GAAP and is not necessarily conparable to Non-GAAP results
publ i shed by other conpanies. A table reconciling the Non- GAAP net
i ncome/ (1 oss) to the GAAP net |oss foll ows bel ow

Harnonic I nc
Non- GAAP t 0 GAAP Loss Reconciliation



(Unaudi t ed)

(I'n thousands) Three Months Ended Six Months Ended
July 2, June 27, July 2, June 27
2004 2003 2004 2003
Non- GAAP net incone/ (| oss) $ 521 $ (6,584) $ 750 $(15,835)
Items charged to cost of sales
Anortization of intangibles (1, 540) (1,540) (3,080) (3, 080)
Real i zed margin on reserved
product sold 1,184 1, 045 1, 851 2,102
Total of charges to cost of sales (356) (495) (1, 229) (978)

Itens charged to operating expenses:
Anortization of intangibles (1, 933) (1,933) (3, 866) (3, 866)
Loss on litigation settlenent -- (2,670) -- (2,670)
Total of charges to operating

expenses (1, 933) (4,603) (3,866) (6, 536)

GAAP net | oss $(1,768) $(11,682) $(4,345) $(23,349)

CONTACT: Harnmoni c | nc.
Robin N. Dickson, 408-542-2500 (Chief Financial Oficer)
or
St r eet Connect
M chael Newman, 408-542-2760 (| nvestor Rel ations)

SQURCE: Harnoni ¢ | nc.



