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Approximate date of commencement of proposed sale to the public: As soon as practicable after this Registration Statement is
declared effective.

            If any of the securities being registered on this Form are offered on a delayed or continuous basis pursuant to Rule 415 under the
Securities Act of 1933, as amended (the "Securities Act") please check the following box. o

            If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, please check the
following box and list the Securities Act registration statement number of the earlier effective registration statement for the same offering. o

            If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, please check the following box and list
the Securities Act registration statement number of the earlier effective registration statement for the same offering. o

            If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, please check the following box and list
the Securities Act registration statement number of the earlier effective registration statement for the same offering. o

CALCULATION OF REGISTRATION FEE

Title of Each Class of Securities to be
Registered

Amount to be
Registered(1)

Proposed Maximum
Aggregate Offering
Price Per Share(2)

Proposed Maximum
Aggregate Offering

Price(2)
Amount of

Registration Fee(3)

Common Stock,par value $.001 per share 9,200,000 $27.365 $251,758,000 $7,729

(1)
Includes 1,200,000 shares of common stock to cover the underwriters' option to purchase additional shares, if any.

(2)
Estimated solely for the purpose of computing the registration fee in accordance with Rule 457(c) under the Securities Act of 1933, as
amended.

(3)
Calculated pursuant to Rule 457(c) based on the average of the high and low sales prices reported in the consolidated reporting system
of the Nasdaq Global Market on October 10, 2007.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date
until the Registrant shall file a further amendment which specifically states that this Registration Statement shall thereafter become
effective in accordance with Section 8(a) of the Securities Act or until the Registration Statement shall become effective on such date as
the Commission, acting pursuant to Section 8(a), may determine.
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Filed Pursuant to Rule 424(b)(4)
Registration No. 333-141092       

The information in this prospectus is not complete and may be changed. We may not sell these securities until the registration statement
filed with the Securities and Exchange Commission is effective. This prospectus is not an offer to sell these securities and it is not
soliciting offers to buy these securities in any state where the offer or sale is not permitted.

Subject to Completion. Dated October 15, 2007

                      Shares

Starent Networks, Corp.

Common Stock

          Starent Networks is offering                    of the shares to be sold in the offering. The selling stockholders identified in this prospectus,
including our president and chief executive officer, are offering an additional                    shares. Starent Networks will not receive any of the
proceeds from the sale of the shares being sold by the selling stockholders.

          Our common stock is listed on the Nasdaq Global Market under the symbol "STAR." The last reported sale price of our common stock on
October 12, 2007 was $27.42 per share.

See "Risk Factors" on page 7 to read about factors you should consider before buying shares of common stock.

Neither the Securities and Exchange Commission nor any other regulatory body has approved or disapproved of these securities
or passed upon the accuracy or adequacy of this prospectus. Any representation to the contrary is a criminal offense.

Per share Total

Public offering price $ $
Underwriting discount $ $
Proceeds, before expenses, to Starent Networks $ $
Proceeds, before expenses, to the selling stockholders $ $
          To the extent that the underwriters sell more than                      shares of common stock, the underwriters have the option to purchase up to
an additional                    shares from Starent Networks at the public offering price less the underwriting discount.

          The underwriters expect to deliver the shares against payment in New York, New York on                          , 2007.

Goldman, Sachs & Co. Lehman Brothers

JPMorgan Thomas Weisel Partners LLC

Prospectus dated                          , 2007.
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PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus. You should read the following summary together with the
more detailed information appearing in this prospectus, including our consolidated financial statements and related notes, and the risk factors
beginning on page 7, before deciding whether to purchase shares of our common stock. Unless the context otherwise requires, we use the terms
"Starent," "Starent Networks," "our company," "we," "us" and "our" in this prospectus to refer to Starent Networks, Corp. and its subsidiaries.

Starent Networks

Overview

          Starent Networks is a leading provider of infrastructure hardware and software products and services that enable mobile operators to
deliver multimedia services to their subscribers. We have created hardware and software products that provide network functions and services,
including access from a wide range of radio networks to the operator's packet core network. A packet core network splits traffic into multiple
pieces of data, or packets, that are routed over an Internet Protocol, or IP, network and enables mobile operators to deliver multimedia services.
Our products and services also provide management of subscriber sessions moving between networks and application of billing and other
session policies. Our products and services provide high performance and system intelligence by combining significant computing power,
memory and traffic handling capabilities with a flexible, high availability operating system and other proprietary software. Our products
integrate multiple network functions and services needed for the delivery of advanced multimedia services, such as video, Internet access,
voice-over-IP, e-mail, mobile TV, photo sharing and gaming.

          Mobile operators are aggressively deploying next-generation wireless networks, such as third generation, or 3G, networks, that are capable
of delivering high quality, mobile multimedia services to subscribers. In deploying these new networks, mobile operators are seeking packet core
network hardware and software that can deliver multimedia services with high performance and simplicity and provide high reliability. We have
developed our multimedia core network platforms and our proprietary software specifically to address the needs of packet-based mobile
networks. Our multimedia core network platforms consist of the ST16, which has been deployed since 2003, and our recently introduced ST40,
which became generally available in the third quarter of 2007.

          We sell our hardware and software products to leading mobile operators around the world both directly and through OEMs, system
integrators and distributors. We believe the deployment of our products by over 60 mobile operators in 25 countries�including many of the
world's largest mobile operators�makes Starent Networks a leading provider of infrastructure products and services that enable mobile operators
to deliver multimedia services to their subscribers. We became profitable in 2005, and in 2006 our revenues were $94.4 million and our net
income was $3.6 million, including interest income of $2.3 million. For the six months ended June 30, 2007, our revenues were $58.5 million
and our net income was $5.7 million, including interest income of $1.6 million. As of June 30, 2007, we had an accumulated deficit of
$99.8 million.

Industry Background

          Mobile operators have been aggressively upgrading their networks for a variety of reasons, including in large part due to increasing
mobile subscriber demand for a wide range of multimedia services. Several factors are accelerating the growth of data-rich multimedia traffic on
mobile wireless networks, including continued growth in the number of mobile subscribers worldwide, an increasingly mobile and
interconnected society in which information is accessible and communications are available all the time regardless of location, and a
proliferation of mobile devices designed for multimedia services.

1

Edgar Filing: Starent Networks, Corp. - Form S-1

4



          In order to deliver a high-quality subscriber experience in this multimedia environment, mobile operators require infrastructure hardware
and software products that are able to identify and manage individual communications sessions, handle significant traffic and integrate services.
The hardware and software must also allow mobile operators to simplify and easily upgrade their networks, deliver quality of service, reliability
and availability and support multiple radio access technologies.

          Historically, mobile operators seeking to address these challenges have been required to retrofit network infrastructure hardware and
software originally designed for wireline networks. These products utilizing repurposed network switches, routers and off-the-shelf enterprise
servers are unable to sufficiently satisfy the needs of mobile operators to deliver efficient and reliable multimedia services. While routers and
network switches are capable of forwarding packets of information, they lack the integrated processing power, memory and software needed to
examine individual packets and apply defined business policies and subscriber services to them. To address these shortcomings, mobile
operators typically connect repurposed switches and routers with numerous enterprise servers in multi-element configurations. These repurposed
products offer limited intelligence about subscriber sessions, can result in limited network performance and reliability and can be costly to
operate and upgrade.

Our Products and Services

          Our hardware and software products provide six key, integrated capabilities that create enhanced revenue opportunities and facilitate
reduced costs for mobile operators:

�
Intelligence to shape the subscriber experience.  Our products and services combine custom software with significant
processing power and memory to conduct a detailed inspection of each subscriber session and to associate that session with a
subscriber need, operator service requirement or operator business policy.

�
High performance.  Our products are capable of handling increasing amounts of network traffic to support a large number of
subscribers on one platform and provide high bandwidth and data processing rates for improved traffic capacity and flow. In
addition, our products provide high call transaction rates, which enhance the ability of our products to handle increasing
amounts of network traffic, reduce unwanted delays in network traffic and allow the subscriber to have quick access to
network services.

�
Simple and flexible network architecture.  Our products allow mobile operators to integrate a number of network functions
and enhanced services into a single hardware platform. In addition to providing network functions such as access,
management of subscriber sessions moving between networks and application of billing and other session policies, our
platforms are also capable of integrating advanced services that are typically deployed out of line from the session stream
elsewhere in the network, such as enhanced charging and billing, firewall protection, security and content filtering.

�
Reliability and redundancy.  Our system architecture provides a high level of resiliency and protects the subscriber's
experience because all of our platforms' system resources, including those used for redundancy, can be shared. Our
platforms employ hardware redundancy as well as high-availability software techniques, such as session recovery, fault
containment and state replication.

�
Support multiple radio access technologies.  Our products are capable of supporting multiple radio access technologies,
including CDMA and GSM/UMTS, which are the two principal radio access technologies in use today. This capability
allows mobile operators to deliver a uniform service experience to subscribers from a single platform, simplifying the
network and limiting operator costs.

2
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�
Well positioned for future technology upgrades.  While designed for use in today's mobile networks, our products are also
readily upgradeable to respond to evolving mobile operator environments or requirements and new technologies. Our
platforms can typically provide new network functions or enhanced services through a software upgrade.

Our Strategy

          Our goal is to strengthen our leadership in the mobile network infrastructure market. Principal elements of our strategy include the
following:

�
Extend our technological leadership.  We believe we have market leading products and services today, and we will continue
to invest in research and development to maintain our leadership position through the introduction of new products and
enhancements to existing products.

�
Increase market penetration.  As mobile operators continue to increase network coverage and capacity, as well as their
service offerings, they create new sales opportunities for us. We intend to increase our market penetration of both CDMA
and GSM/UMTS operators. We believe a significant opportunity for growth is from sales to GSM/UMTS operators as they
continue to transition to high-bandwidth networks.

�
Expand into evolving markets.  We plan to address new radio access network architectures and technologies and leverage
our products' access independence � the flexibility and power to deploy a single hardware platform across multiple access
architectures and technologies.

�
Increase the number of features.  We plan to continue to develop new features based on specific customer requests and
anticipated market needs.

�
Expand our sales channels.  We intend to expand our existing relationships with mobile operators, pursue new direct and
OEM, system integrator and distributor relationships to sell our products and expand our direct sales force.

�
Continue to offer a high level of support.  We believe one critical factor of our success has been our focused support and
technical expertise. We intend to continue to offer a high level of customer support.

Risks Associated with Our Business

          Our business is subject to numerous risks and uncertainties, as more fully described under "Risk Factors" beginning on page 7, which you
should carefully consider prior to deciding whether to invest in our common stock. For example:

�
we compete in new and rapidly evolving markets and have a limited operating history, which makes it difficult to predict our
future operating results;

�
our past operating results have fluctuated significantly, and likely will continue to fluctuate significantly, which makes it
difficult to predict our operating results and could cause our operating results to fall below expectations;

�
we depend on a limited number of customers for a substantial portion of our revenues, and the loss of a key customer or any
significant adverse change in the size or terms of orders from a key customer could significantly reduce our revenues;

�
we rely on a single line of products focused on a single market, and if the market for those products does not develop as we
anticipate, our revenues may decline or fail to grow, which would adversely affect our operating results; and

�
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the market in which we compete is highly competitive and competitive pressures from existing and new companies may
have a material adverse effect on our business.

Corporate Information

          We were incorporated in Delaware in August 2000. Our principal executive offices are located at 30 International Place, Tewksbury,
Massachusetts 01876, and our telephone number is (978) 851-1100. Our website address is www.starentnetworks.com. Information contained on
our website is not incorporated by reference into this prospectus, and you should not consider information contained on our website to be part of
this prospectus or in deciding whether to purchase shares of our common stock.

          "Starent," "ST16," "ST40," the Starent Networks logo and other trademarks or service marks of Starent Networks appearing in this
prospectus are the property of Starent Networks. This prospectus contains additional trade names, trademarks and service marks of other
companies.
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The Offering

Common stock offered by Starent Networks, Corp.                     shares
Common stock offered by the selling stockholders                     shares
Common stock to be outstanding after this offering                     shares
Use of proceeds We intend to use the net proceeds from this offering

for working capital and other general corporate
purposes, including the development of new
products, sales and marketing activities and capital
expenditures. We may use a portion of the proceeds
for the acquisition of, or investment in, companies,
technologies, products or assets that complement our
business. We will not receive any proceeds from the
shares sold by the selling stockholders. The selling
stockholders include our president and chief
executive officer. See "Use of Proceeds" for more
information.

Risk Factors You should read the "Risk Factors" section and other
information included in this prospectus for a
discussion of factors to consider carefully before
deciding to invest in shares of our common stock.

Nasdaq Global Market symbol "STAR"
          The number of shares of our common stock to be outstanding after this offering is based on the number of shares of common stock
outstanding as of June 30, 2007, and excludes:

�
8,446,958 shares of common stock issuable upon the exercise of stock options outstanding as of June 30, 2007, at a weighted
average exercise price of $3.43 per share, of which options to purchase 2,319,237 shares of our common stock were
exercisable as of June 30, 2007 with a weighted average exercise price of $1.14 per share; and

�
3,481,108 shares of common stock available for future issuance under our equity compensation plans as of June 30, 2007.

Except as otherwise noted, all information in this prospectus assumes no exercise by the underwriters of their option to purchase up
to                   additional shares.

4
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SUMMARY CONSOLIDATED FINANCIAL DATA

          The following tables summarize the consolidated financial data for our business for the periods presented. You should read the following
summary financial data in conjunction with "Selected Consolidated Financial Data," "Management's Discussion and Analysis of Financial
Condition and Results of Operations," and the financial statements and related notes, all included elsewhere in this prospectus.

Year Ended December 31,
Six Months Ended June

30,

2004 2005 2006 2006 2007

(unaudited)

(in thousands, except per share data)

Statement of Operations Data:
Revenues:
Product $ 29,453 $ 51,819 $ 81,061 $ 29,466 $ 49,573
Service 4,942 7,841 13,289 5,357 8,923

Total revenues 34,395 59,660 94,350 34,823 58,496
Cost of revenues:
Product 12,633 12,285 25,640 7,294 10,754
Service 812 1,358 2,086 704 3,329

Total cost of revenues 13,445 13,643 27,726 7,998 14,083

Gross profit 20,950 46,017 66,624 26,825 44,413

Operating expenses:
Research and development 13,303 18,107 25,980 9,705 17,651
Sales and marketing 18,445 19,785 30,311 12,745 15,936
General and administrative 3,185 7,352 8,515 3,499 6,242

Total operating expenses 34,933 45,244 64,806 25,949 39,829

Income (loss) from operations (13,983) 773 1,818 876 4,584
Total other income, net 95 644 2,237 848 1,509

Income (loss) before income tax expense (13,888) 1,417 4,055 1,724 6,093
Income tax expense (160) (513) (413) (143) (407)

Net income (loss) $ (14,048) $ 904 $ 3,642 $ 1,581 $ 5,686

Net income (loss) per share applicable to common
stockholders:
Basic $ (3.28) $ (0.97) $ (0.62) $ (0.35) $ 0.04

Diluted $ (3.28) $ (0.97) $ (0.62) $ (0.35) $ 0.03

Weighted average shares used in computing net income
(loss) per share applicable to common shareholders:
Basic 6,197 6,642 7,026 6,838 15,864
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Year Ended December 31,
Six Months Ended June

30,

Diluted 6,197 6,642 7,026 6,838 21,769
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          The as adjusted balance sheet data give effect to our sale of                    shares of common stock offered by this prospectus at an assumed
public offering price of $            per share, which is the last reported sale price of our common stock on October     , 2007 after deducting the
estimated underwriting discount and offering expenses payable by us.

As of June 30, 2007

Actual As Adjusted

(unaudited)
(in thousands)

Balance Sheet Data:
Cash, cash equivalents and short-term investments $ 157,165 $
Working capital 139,441
Total assets 214,709
Indebtedness � �
Total stockholders' equity 152,444

6
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RISK FACTORS

An investment in our common stock involves a high degree of risk. In deciding whether to invest, you should carefully consider the
following risk factors. Any of the following risks could have a material adverse effect on our business, financial condition, results of operations
or prospects and cause the value of our common stock to decline, which could cause you to lose all or part of your investment. When
determining whether to invest, you should also refer to the other information in this prospectus, including the financial statements and related
notes.

Risks Related to Our Business and Industry

We compete in new and rapidly evolving markets and have a limited operating history, which makes it difficult to predict our future
operating results.

          We were incorporated in August 2000, and deployed our first commercial product in the first quarter of 2003. We have a limited operating
history in an industry characterized by rapid technological change, changing customer needs, evolving industry standards and frequent
introductions of new products and services. We believe our limited operating history and the characteristics of our industry make it difficult to
forecast our future operating results. You should consider and evaluate our prospects in light of risks faced by companies such as ours, which
include challenges in accurate financial planning as a result of limited historical data and the uncertainties resulting from a relatively limited
time period in which to implement and evaluate our business strategies, as compared to companies with longer operating histories.

Our past operating results have fluctuated significantly, and likely will continue to fluctuate significantly, which makes it difficult to predict
our operating results and could cause our operating results to fall below expectations.

          Our operating results have historically fluctuated significantly from period to period and we expect our operating results to continue to
fluctuate due to a variety of factors, many of which are outside of our control. As a result, comparing our operating results on a period-to-period
basis may not be meaningful. You should not rely on our past results as an indication of our future performance. If our revenues or operating
results fall below the expectations of investors or securities analysts or below any guidance we may provide to the market, the price of our
common stock could decline.

          In addition to other risk factors listed in this "Risk Factors" section, factors that may affect our operating results include:

�
fluctuations in demand, sales cycles and prices for our products and services;

�
reductions in customers' budgets for mobile network infrastructure purchases and delays in their purchasing decisions;

�
the timing of recognizing revenue in any given period as a result of software revenue recognition rules;

�
the sale of our products in the timeframes we anticipate, including the number and size of orders in each period;

�
the level of our customer concentration and our ability to generate purchases in any particular period from large customers;

�
our ability to develop, introduce and ship in a timely manner new products and product enhancements that meet customer
requirements;

�
the timing of product releases or upgrades by us or by our competitors;
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�
any significant changes in the competitive dynamics of our markets, including new entrants or substantial discounting of
products;

�
our ability to control costs, including our operating expenses and the costs of the components we purchase; and

�
general economic conditions in our domestic and international markets.

We depend on a limited number of customers for a substantial portion of our revenues. The loss of a key customer or any significant adverse
change in the size or terms of orders from a key customer could significantly reduce our revenues.

          We derive a substantial portion of our revenues from a limited number of customers partly due to the nature of the mobile communications
industry. During any given fiscal period, a small number of customers may account for a significant percentage of our revenues. For example, in
2006 we had two customers that each accounted for more than 10% of our revenues and in the aggregate represented 83% of our revenues, and
for the six months ended June 30, 2007, we had four customers that each accounted for more than 10% of our revenues and in the aggregate
represented 90% of our revenues. In addition, we do not have long-term volume purchase contracts with our customers or other commitments
that ensure future sales of our products to existing customers. The loss of any key customer, or our inability to generate anticipated revenue from
them, would significantly and adversely affect our business, financial condition and results of operations. In addition, a change in the timing or
size of a purchase by any one of our key customers can result in significant variations in our revenue and operating results from period to period.
Our operating results for the foreseeable future will continue to depend on our ability to effect sales to a small number of customers and any
revenue growth will depend on our success selling additional products to our large customers and expanding our customer base to include
additional customers that deploy our products in large-scale networks serving significant numbers of subscribers.

          Moreover, many of our key customers are large mobile operators that have substantial purchasing power and leverage in negotiating
contractual arrangements with us. These customers may require us to agree to terms and conditions that could result in increased costs and
decreased revenues that could adversely affect our operating results.

We rely on a single line of products focused on a single market. If the market for those products does not develop as we anticipate, our
revenues may decline or fail to grow, which would adversely affect our operating results.

          We derive, and expect to continue to derive, all of our revenues from a single line of products that provide network functions and services
to mobile operators' packet core networks. The market for our products is relatively new and still evolving, and it is uncertain whether our
products will achieve and sustain high levels of demand and market acceptance. Our success will depend to a substantial extent on the
willingness of mobile operators to continue to implement packet-based, multimedia network infrastructure. Factors that could impair the rate of
growth of multimedia networks include:

�
lower than anticipated demand by subscribers for multimedia services;

�
budgetary constraints of mobile operators;

�
uncertainties on the part of mobile operators as to the particular 3G or 4G access technologies they select for deployment in
their networks; and
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�
delays in the development or availability of all the network elements necessary for the mobile operator to deploy its
next-generation multimedia network.

If mobile operators do not continue to implement packet core networks, the market for our products may not continue to develop or may develop
more slowly than we expect, either of which would significantly adversely affect our revenues and profitability.

If our new platform, the ST40, does not achieve widespread market acceptance, our operating results will suffer.

          In April 2007, we announced our ST40 platform, which became generally available in the third quarter of 2007. We expect to begin
recording revenues from shipments of the ST40 in the fourth quarter of 2007, and a significant portion of our anticipated revenues in the fourth
quarter of 2007 and beyond are expected to be generated from sales of the ST40. The current deployments of the ST40 by our customers are in
their initial stages, and we cannot assure you that the ST40 will achieve its performance specifications or meet our customers' expectations. In
addition, our future sales and operating results will depend, to a significant extent, on the successful introduction and marketing of the ST40. In
order to achieve market penetration for the ST40, we may be required to incur additional expenses in marketing and sales in advance of the
realization of actual sales. There can be no assurance that the ST40 will achieve widespread acceptance in the market. If we incur delays in the
manufacture and shipment of the ST40 or customer testing and verification takes longer than anticipated, the ST40 does not achieve our planned
levels of sales or the ST40 does not achieve performance specifications, our operating results will suffer and our competitive position could be
impaired.

The market in which we compete is highly competitive and competitive pressures from existing and new companies may have a material
adverse effect on our business, revenues, growth rates and market share.

          We compete in a highly competitive industry that is influenced by many factors, including customer demands for:

�
reliable, high performance products;

�
system ability to handle increasing amounts of network traffic and service integration capabilities;

�
system intelligence;

�
breadth of network interoperability, access independence and standards support;

�
high levels of customer support and customer interaction; and

�
competitive pricing.

          We expect competition in the mobile network infrastructure industry to intensify significantly in the future. Other companies may
introduce new products in the same markets we serve or intend to enter. This competition could result in increased pricing pressure, reduced
profit margins, increased sales and marketing expenses and failure to increase, or the loss of, market share, any of which would likely seriously
harm our business, operating results or financial condition.

          Competitive products may in the future have better performance, lower prices and broader acceptance than our products. Our primary
competitors include Cisco Systems, Inc., LM Ericsson Telephone Co., Nokia Corporation and UTStarcom, Inc., each of which has a longer
operating history, greater name recognition, a larger customer base and significantly greater financial, technical, sales, marketing and other
resources than we do. Potential customers may prefer to
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purchase from their existing suppliers rather than a new supplier regardless of product performance or features. In addition, many of our
competitors have a broader range of products and may be able to offer concessions to potential customers on bundled purchases that we are not
able to match because we currently offer only a single line of products. We also face competition from a number of companies with more limited
market share generally or by geography and newer market entrants.

          If our market continues to develop and expand, we could face increased competition from other established companies, as well as
emerging companies. For example, OEMs, system integrators and distributors currently selling our products could market products and services
that compete with our products and services. In addition, some of our competitors have made acquisitions or entered into partnerships or other
strategic relationships with one another to offer a more comprehensive solution than they individually had offered. We expect this trend to
continue as companies attempt to strengthen or maintain their market positions in an evolving industry and as companies enter into partnerships,
or are acquired. Many of the companies driving this consolidation trend have significantly greater financial, technical and other resources than
we do and are better positioned to acquire and offer complementary products and technologies. The companies resulting from these possible
consolidations may create more compelling product offerings and be able to offer greater pricing flexibility, making it more difficult for us to
compete effectively, including on the basis of price, sales and marketing programs, technology or product functionality. Continued industry
consolidation may adversely impact customers' perceptions of the viability of smaller and even medium-sized technology companies and
consequently customers' willingness to purchase from such companies. These pressures could materially adversely affect our business, operating
results and financial condition.

Our sales cycles can be long and unpredictable, and our sales efforts require considerable time and expense.

          Our sales cycles typically are long and unpredictable, and our sales efforts require considerable time and expense. Our sales efforts
involve educating our customers about the use and benefit of our products, including their technical capabilities and potential cost savings.
Customers typically undertake a significant evaluation process before making a purchase, in some cases over twelve months. We spend
substantial time and resources in our sales efforts without any assurance that our efforts will produce any sales. In addition, product purchases
are frequently subject to budget constraints, multiple approvals, and unplanned administrative, processing and other delays. Our long sales cycle
may cause our revenues and operating results to fluctuate significantly.

Demand for our products depends on the rate that mobile operators expand and enhance their mobile networks in order to provide
multimedia services.

          Our future success as a provider of network infrastructure products and services for mobile operators ultimately depends on the continued
growth of the mobile communications industry and, in particular, the continued deployment and expansion of mobile multimedia services.
Increased demand by mobile subscribers for voice communications and multimedia services delivered over mobile network systems will be
necessary to justify capital expenditure commitments by mobile operators to invest in the improvement and expansion of their networks.
Demand for multimedia services might not continue to increase if there is limited availability or market acceptance of mobile devices designed
for such services, the multimedia content offered through mobile networks does not attract widespread interest or the quality of service available
through mobile networks does not meet customer expectations. If long-term expectations for mobile multimedia services are not realized or do
not support a sustainable business model, operators may not commit significant
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capital expenditures to upgrade their networks to provide these services, the demand for our products and services will decrease, and we may not
be able to sustain or increase our levels of revenues or profitability in the future.

A significant portion of our future revenues depends on our ability to further penetrate the GSM/UMTS market and our failure to do so
could significantly interfere with our future growth.

          The two principal radio access interfaces in use today for mobile communications are Code Division Multiple Access, or CDMA, and
Global System for Mobile Communications/Universal Mobile Telecommunications System, or GSM/UMTS. To date, we have achieved our
highest number of deployments in the CDMA market, which has transitioned faster to high-bandwidth networks. However, significantly more
operators worldwide currently utilize GSM/UMTS than CDMA technologies. In order to continue our growth, we believe it is important that we
continue to expand into the GSM/UMTS market. To date, we have established a relationship with a major GSM/UMTS operator, and we intend
to devote significant sales and marketing resources to further penetrate the GSM/UMTS market. If GSM/UMTS operators do not transition or
delay their transition to high-bandwidth networks, or if we are unable to establish relationships with additional GSM/UMTS operators, we may
not be able to grow our business as expected and our results of operations will be adversely affected.

We rely on OEMs, system integrators and distributors to sell some of our products, and our failure to develop and manage our distribution
channels could adversely affect our business.

          For our sales to mobile operators, we rely in part on establishing and maintaining successful relationships with original equipment
manufacturers, or OEMs, system integrators and distributors. A significant amount of our revenues is derived through these indirect sales.
Accordingly, our revenues depend in large part on the effective performance of these distribution relationships. By relying on these indirect sales
channels we may have less contact with the end users of our products, thereby potentially making it more difficult for us to establish brand
awareness, ensure proper delivery and installation of our products, service ongoing customer requirements and respond to evolving customer
needs. Developing relationships with qualified OEMs, system integrators and distributors and training them in our technology and product
offerings requires significant time and resources. In order to develop and expand our distribution channels, we must continue to scale and
improve our processes and procedures that support our OEM, system integrator and distributor relationships, including investment in systems
and training. We have no minimum purchase commitments with any of our OEMs, system integrators or distributors, and our contracts with
them do not prohibit them from offering products or services that compete with ours. Our competitors may be effective in providing incentives
to existing and potential OEMs, system integrators and distributors to favor their products or to prevent or reduce sales of our products. Our
OEMs, system integrators and distributors may choose not to offer our products exclusively or at all. Our failure to establish and maintain
successful relationships with our OEMs, system integrators and distributors would likely materially adversely affect our business, operating
results and financial condition.

We terminated our OEM relationships with Nortel Networks. If we are unable to establish strong relationships with the mobile operators
formerly serviced by Nortel Networks under our CDMA agreement, our business will be harmed.

          We had two OEM agreements with Nortel Networks, one relating to the CDMA market and one relating to the GSM/UMTS market. We
terminated the agreement relating to the CDMA market effective March 2007 because we were no longer strategically aligned with Nortel
Networks on future packet core products for mobile operators and to allow specific major mobile operators to
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purchase directly from us. Under the terms of the agreement, Nortel Networks has a right to continue to purchase our CDMA products for
delivery through December 2008. The termination of the CDMA agreement could disrupt our relationships with CDMA mobile operators
formerly serviced by Nortel Networks. We have established direct relationships with some of the CDMA operators formerly serviced by Nortel
Networks and we are currently seeking to establish additional direct sales relationships with other CDMA operators formerly serviced by Nortel
Networks. We are also currently in discussions to establish a new reseller relationship with Nortel Networks to continue to service other CDMA
operators. Our business may be harmed if we are unable to directly or indirectly continue selling our products to the other CDMA operators
formerly serviced by Nortel Networks. In addition, our business may be adversely affected if we are unable to enter into a new CDMA reseller
relationship with Nortel Networks.

          We also terminated the agreement relating to the GSM/UMTS market effective December 2006 because there was a lack of strategic
alignment on future packet core products for mobile operators between us and Nortel Networks and because there had been no sales of our
products under that agreement. The growth of our business may be limited if we are unable to establish a direct or indirect sales relationship with
other GSM/UMTS mobile operators.

We have a significant accumulated deficit, and we may not be able to maintain profitability.

          Although we were profitable in 2005 and 2006 and for the six months ended June 30, 2007, we incurred net losses for the preceding three
years. Our net losses were approximately $25.8 million in 2002, $26.4 million in 2003 and $14.0 million in 2004. As a result of our net losses,
we had an accumulated deficit of $99.8 million as of June 30, 2007. We will need to generate significant revenues and control our operating
expenses and other expenditures to maintain profitability. If we are unable to remain profitable, the market price of our common stock could
decline.

If network functions and services similar to those offered by our products are incorporated into existing or new mobile network
infrastructure products, demand by mobile operators for our products may diminish.

          Mobile network infrastructures are continually evolving with changing industry standards and the introduction of new technologies and
network elements. Network functions and services provided by our products located on the packet core network may be provided by different
network elements within these networks. Other providers of mobile network infrastructure products may add network functions and services
provided by our products to their existing products or offer new products with similar characteristics for different parts of the network
infrastructure.

          The inclusion of, or the announcement of an intent to include, functionality and services perceived to be similar to those offered by our
products in competitor products within or outside the packet core network could have an adverse effect on our ability to market and sell our
products. Furthermore, even if the network functions and services offered by our competitors are more limited than those provided by our
products, a significant number of customers may elect to accept limited functionality or services in lieu of adding our products to their network.
The adoption of these competitive products or different approaches to their network infrastructure by mobile operators could have an adverse
effect on our business, operating results and financial condition.

The applications of existing or future accounting standards could result in significant fluctuations in our operating results.

          We recognize our product software license revenue in accordance with AICPA Statement of Position, or SOP, 97-2, Software Revenue
Recognition, and related amendments and interpretations
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and SOP 98-9, Modification of SOP 97-2, Software Revenue Recognition with Respect to Certain Transactions. Under these accounting
standards, even if we deliver products to, and collect cash from, a customer in a given fiscal period, we may be required to defer recognizing
revenue from the sale of such product until a future period when all the conditions necessary for revenue recognition have been satisfied.
Conditions that can cause delays in revenue recognition include software arrangements that have undelivered elements for which we have not
yet established vendor specific objective evidence of fair value; requirements that we deliver services for significant enhancements or
modifications to customize our software for a particular customer; or material customer acceptance criteria. Our customer contracts typically
include one or more of these types of conditions. Therefore, we often must defer revenue recognition for a period of time after our products are
delivered and billed to a customer, and such deferral may extend over one or more fiscal quarters. The period of deferral, if any, depends on the
specific terms and conditions of each customer contract, and therefore it is difficult for us to predict with accuracy at the beginning of any fiscal
period the amount of revenues that we will be able to recognize from anticipated customer shipments in that period. Moreover, any changes in
interpretations and guidance as to SOP 97-2 could have a significant effect on our reported financial results.

We may have difficulty acquiring new customers due to the high costs of switching mobile network infrastructure providers or equipment.

          Mobile network operators typically make substantial investments when deploying a mobile network infrastructure. Once a mobile network
operator has deployed a mobile network infrastructure for a particular portion of their network, it is often difficult and costly to switch to another
vendor's infrastructure. Unless we are able to persuasively demonstrate that our products offer performance, functionality or cost advantages that
materially outweigh a customer's expense of switching from a competitor's product, it will be difficult for us to generate sales once that
competitor's equipment has been deployed. Accordingly, if a customer has already deployed a competitor's product for their network
infrastructure, it may be difficult for us to sell our products to that customer.

Our ability to sell our products is highly dependent on the quality of our support and services offerings, and our failure to offer high quality
support and services would have a material adverse effect on our sales and results of operations.

          Once our products are deployed within our customers' networks, our customers depend on our support organization to resolve issues
relating to our products. A high level of support is critical for the successful marketing and sale of our products and future enhancements. If we,
or our OEMs, system integrators or distributors, do not effectively assist our customers in deploying our products, help our customers quickly
resolve post-deployment issues, and provide effective ongoing support, it would adversely affect our ability to sell our products to existing
customers and could harm our reputation with potential customers. In addition, as we expand our operations internationally, our support
organization will face additional challenges, including those associated with delivering support, training and documentation in languages other
than English. As a result, our failure to maintain high quality support and services could have a material adverse effect on our business,
operating results and financial condition.

The mobile network infrastructure industry is, and likely will continue to be, characterized by rapid technological changes in networks and
standards, which will require us to develop new products and product enhancements, and could render our existing products obsolete.

          Mobile operators have been aggressively upgrading their networks, and new industry standards for access technologies, such as third
generation, or 3G, and more advanced fourth
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generation, or 4G, technologies continue to evolve. Continuing technological changes in the mobile communications industry and in the mobile
network infrastructure industry could undermine our competitive position or make our products obsolete, either generally or for particular types
of services. Our future success will depend upon our ability to accurately predict and respond to new technology standards. We must develop
and introduce a variety of new capabilities and enhancements to our existing product offerings, as well as introduce new product offerings, to
address the changing standards and technological needs of the network infrastructure market. A failure to accurately predict and respond to
evolving technologies, to introduce on a timely basis new products and enhancements in response to evolving technologies and standards, or to
address changing needs in our current markets or expand into new markets may cause existing and potential customers to forego purchases of
our products or purchase from our competitors. The introduction of new products embodying new technologies or the emergence of new
industry standards could render our existing products uncompetitive from a pricing standpoint, obsolete or unmarketable.

Our products are complex and may take longer to develop than anticipated and we may not recognize revenues from new products or
product enhancements until after we have incurred significant development costs.

          Some of our products must be tailored to meet customer specifications. As a result, we often develop new features and enhancements to
our products. These product enhancements often take substantial time to develop because of their complexity and because customer
specifications sometimes change during the development cycle. We often do not recognize revenue from our new products or enhancements
until we have incurred significant development costs, and our operating results will suffer if sales of new products or enhancements fail to meet
our expectations.

There is no assurance that our research and development investments will lead to successful new products or enhancements.

          We will continue to invest in research and development for the introduction of new products and enhancements to existing products
designed to improve the capacity, data processing rates and features of our products and services. We must also continue to develop new features
and functionality for our products based on specific customer requests and anticipated market needs. However, research and development in the
mobile network infrastructure industry is complex, expensive and subject to uncertainty. In 2005 and 2006, our research and development
expenses were $18.1 million, or approximately 30% of our total revenues, and $26.0 million, or approximately 28% of our total revenues,
respectively; and for the six months ended June 30, 2007 these expenses were $17.7 million, or approximately 30% of our total revenues. We
believe that we must continue to dedicate a significant amount of resources to our research and development efforts to maintain our competitive
position. If we continue to expend a significant amount of resources on research and development and our efforts do not lead to the successful
introduction of products or product enhancements that are competitive in the marketplace, there could be a material adverse effect on our
business, operating results, financial condition and market share. We may not be able to anticipate market needs and develop products and
product enhancements that meet those needs, and any new products or product enhancements that we introduce may not achieve any significant
degree of market acceptance.

If our products do not interoperate with our customers' networks, installations will be delayed or cancelled, which would harm our business.

          Our products must interoperate with our customers' existing networks, which often have different specifications, utilize multiple protocol
standards and products from multiple vendors, and
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contain multiple generations of products that have been added over time. If we find errors in the existing software or defects in the hardware
used in our customers' networks or problematic network configurations or settings, as we have in the past, we may have to modify our software
or hardware so that our products will interoperate with our customers' networks. This could cause longer installation times for our products or
order cancellations and could harm our relationship with existing and future customers, any of which would adversely affect our business,
operating results and financial condition.

          In addition, our customers may require that we demonstrate that our products interoperate with network elements offered by our
competitors, and we may need our competitors' cooperation to conduct such testing and validation. Any unwillingness of our competitors to
cooperate with us in performing these interoperability tests or our inability to demonstrate interoperability would likely have an adverse effect on
our ability to market our products.

Our products are highly technical and may contain undetected software or hardware errors, which could cause harm to our reputation and
adversely affect our business.

          Our products are highly technical and complex. When deployed, they are critical to the mobile operator networks. Our products have
contained and may contain undetected errors, defects or security vulnerabilities. Some errors in our products may only be discovered after a
product has been installed and used by mobile operators. Any errors, defects or security vulnerabilities discovered in our products after
commercial release could result in loss of revenues or delay in revenue recognition, loss of customers and increased service and warranty cost,
any of which could adversely affect our business, operating results and financial condition. In addition, we could face claims for product
liability, tort or breach of warranty, including claims relating to changes to our products made by our OEMs, system integrators or distributors.
Our contracts with customers generally contain provisions relating to warranty disclaimers and liability limitations, which may be ineffective.
Defending a lawsuit, regardless of its merit, is costly and may divert management's attention away from the business and adversely affect the
market's perception of us and our products. In addition, if our business liability insurance coverage is inadequate or future coverage is
unavailable on acceptable terms or at all, our operating results and financial condition could be adversely impacted.

We are susceptible to shortages or price fluctuations in our supply chain. Any shortages or price fluctuations in components used in our
products could delay shipment of our products, which could materially adversely affect our business.

          Shortages in components that we use in our products are possible and our ability to predict the availability of such components may be
limited. Some of these components are available only from single or limited sources of supply. The process of qualifying alternate sources for
components, if available at all, may be time consuming, difficult and costly. In addition, the lead times associated with certain components are
lengthy and preclude rapid changes in quantity requirements and delivery schedules. Any growth in our business or the economy is likely to
create greater pressures on us and our suppliers to project overall component demand accurately and to establish appropriate component
inventory levels. In addition, increased demand by third parties for the components we use in our products may lead to decreased availability and
higher prices for those components. We carry very little inventory of our products and product components, and we rely on our suppliers to
deliver necessary components to our contract manufacturer in a timely manner based on forecasts we provide. We generally rely on purchase
orders rather than long-term contracts with our suppliers. As a result, even if available, we may not be able to secure sufficient components at
reasonable prices or of acceptable quality to build products in a timely manner,
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which would seriously impact our ability to deliver products to our customers, and our business, operating results and financial condition would
be adversely affected.

We depend on a single contract manufacturer with whom we do not have a long-term supply contract, and changes to this relationship may
result in delays or disruptions that could harm our business.

          We depend on Plexus Corp., an independent contract manufacturer, to manufacture and assemble our products. We rely on purchase
orders with our contract manufacturer and do not have long-term supply arrangements in place. As a result, our contract manufacturer is not
obligated to supply products to us for any specific period, quantity or price. Our orders may represent a relatively small percentage of the overall
orders received by our contract manufacturer from its customers. As a result, fulfilling our orders may not be considered a priority by our
contract manufacturer in the event the contract manufacturer is constrained in its ability to fulfill all of its customer obligations in a timely
manner.

          It is time consuming and costly to qualify and implement a contract manufacturer relationship. Therefore, if our contract manufacturer
suffers an interruption in its business, or experiences delays, disruptions or quality control problems in its manufacturing operations, or we have
to change or add additional contract manufacturers, our ability to ship products to our customers would be delayed and our business, operating
results and financial condition would be adversely affected.

If we fail to predict accurately our manufacturing requirements, we could incur additional costs or experience manufacturing delays that
could harm our business.

          We provide demand forecasts to our contract manufacturer. If we overestimate our requirements, our contract manufacturer may assess
charges or we may have liabilities for excess inventory, each of which could negatively affect our gross margins. Conversely, because lead times
for required materials and components vary significantly and depend on factors such as the specific supplier, contract terms and the demand for
each component at a given time, if we underestimate our requirements, our contract manufacturer may have inadequate materials and
components required to produce our products, which could interrupt manufacturing of our products and result in delays in shipments and
deferral or loss of revenues.

If we fail to retain our key personnel, we may not be able to achieve our anticipated level of growth and our business could suffer.

          Our future depends, in part, on our ability to attract and retain key personnel, including the continued contributions of our executive
officers and other key technical personnel, each of whom would be difficult to replace. In particular, Ashraf M. Dahod, our president, chief
executive officer and chairman is critical to the management of our business and operations, as well as the development of our strategic
direction. The loss of services of Mr. Dahod or other executive officers or key personnel or the inability to continue to attract qualified personnel
could have a material adverse effect on our business. Mr. Dahod is not a party to an employment agreement with us and, therefore, may
terminate his employment with us at any time, with no advance notice. The replacement of Mr. Dahod would involve significant time and
expense and may significantly delay or prevent the achievement of our business objectives.

Competition for our employees is intense, and we may not be able to attract and retain the highly skilled employees that we need to support
our business.

          Competition for highly skilled technical personnel is extremely intense and we continue to face difficulty identifying and hiring qualified
personnel in many areas of our business. In particular, we
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face significant challenges hiring and retaining personnel in India for research and development activities because the market for such personnel
is increasingly competitive. We may not be able to hire and retain such personnel at compensation levels consistent with our existing
compensation and salary structure. Many of the companies with which we compete for hiring experienced employees have greater resources
than we have and may be able to offer more attractive terms of employment. In addition, we invest significant time and expense in training our
employees, which increases their value to competitors who may seek to recruit them. If we fail to retain our employees, we could incur
significant expenses replacing employees and the quality of our products and services and our ability to provide such products and services
could diminish, resulting in a material adverse affect on our business. Furthermore, in making employment decisions, particularly in
high-technology industries, candidates often consider the value of the equity they are to receive in connection with their employment. Therefore,
significant volatility in the price of our stock after this offering may adversely affect our ability to attract or retain personnel.

Our international sales and operations subject us to additional risks that may adversely affect our operating results.

          Over the last several years, we derived a significant portion of our revenues from customers outside the United States, and we continue to
expand our international operations. As of June 30, 2007, approximately 59% of our employees were located abroad, including 250 employees
located in India. In addition, we have sales and technical support personnel in numerous countries worldwide. We expect to continue to add
personnel in additional countries. Any continued expansion into international markets will require significant resources and management
attention and will subject us to new regulatory, economic and political risks, and we cannot be sure that any further international expansion will
be successful. Among the risks we believe are most likely to affect us with respect to our international operations are:

�
the difficulty of managing and staffing international offices and the increased travel, infrastructure and legal compliance
costs associated with multiple international locations;

�
difficulties in enforcing contracts and collecting accounts receivable, and longer payment cycles, especially in emerging
markets;

�
our ability to comply with differing technical standards and certification requirements outside North America;

�
unexpected changes in regulatory requirements;

�
reduced protection for intellectual property rights in some countries;

�
new and different sources of competition;

�
fluctuations in exchange rates; and

�
tariffs and trade barriers, import/export controls, and other regulatory or contractual limitations on our ability to sell or
develop our products in certain foreign markets.

          As we continue to expand our business globally, our success will depend, in large part, on our ability to anticipate and effectively manage
these and other risks associated with our international operations. Our failure to manage any of these risks successfully could harm our
international operations and reduce our international sales, adversely affecting our business, operating results and financial condition.
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We may need additional capital in the future, which may not be available to us on favorable terms, or at all, and may dilute your ownership
of our common stock.

          We have historically relied on outside financing and cash from operations to fund our operations, capital expenditures and expansion. We
may require additional capital from equity or debt financing in the future to:

�
take advantage of strategic opportunities including more rapid expansion of our business or the acquisition of
complementary products, technologies or businesses; and

�
develop new products or enhancements to existing products.

          We may not be able to secure timely additional financing on favorable terms, or at all. The terms of any additional financing may place
limits on our financial and operating flexibility. If we raise additional funds through further issuances of equity, convertible debt securities or
other securities convertible into equity, our existing stockholders could suffer significant dilution in their percentage ownership of our company,
and any new securities we issue could have rights, preferences and privileges senior to those of holders of our common stock, including shares
of common stock sold in this offering. If we are unable to obtain adequate financing or financing on terms satisfactory to us, if and when we
require it, our ability to grow or support our business and to respond to business challenges could be significantly limited.

We may engage in future acquisitions that could disrupt our business, cause dilution to our stockholders and harm our business, operating
results or financial condition.

          While we currently have no acquisitions of other businesses pending or planned, we have, from time to time, evaluated acquisition
opportunities and may pursue acquisition opportunities in the future. We have very little experience consummating acquisitions, and therefore
our ability as an organization to make acquisitions is unproven. We may not be able to find suitable acquisition candidates and we may not be
able to complete acquisitions on favorable terms, if at all. If we do complete acquisitions, we may not ultimately strengthen our competitive
position or achieve our goals, or such acquisitions may be viewed negatively by customers, financial markets or investors. In addition, any
acquisitions that we make could lead to difficulties in integrating personnel and operations from the acquired businesses and in retaining and
motivating key personnel from these businesses. Acquisitions may disrupt our ongoing operations, divert management from day-to-day
responsibilities, increase our expenses or adversely impact our business, operating results and financial condition. Future acquisitions may
reduce our cash available for operations and other uses and could result in an increase in amortization expense related to identifiable assets
acquired, potentially dilutive issuances of equity securities or the incurrence of debt, which could harm our business, operating results and
financial condition.

If we fail to manage future growth effectively, our business could be harmed.

          We have expanded our operations significantly since inception and anticipate that further significant expansion will be required. For
example, our revenues increased from $34.4 million in 2004 to $94.4 million in 2006, and the number of our employees increased from 117 at
the beginning of 2004 to 501 as of June 30, 2007. This growth has placed significant demands on our management, as well as our financial and
operational resources. If we do not effectively manage our future growth, the efficiency of our operations and the quality of our products could
suffer, which could adversely affect our business and operating results. To effectively manage this growth, we will need to continue to:

�
implement appropriate operational, financial and management controls, systems and procedures, including continued
implementation of our enterprise-wide financial system;
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�
expand our manufacturing capacity and scale of production;

�
expand our sales, marketing and distribution infrastructure and capabilities; and

�
provide adequate training and supervision to maintain high quality standards.

We will incur significant increased costs as a result of operating as a public company, and our management will be required to devote
substantial time to new compliance initiatives.

          As a public company, we have begun to incur significant legal, accounting and other expenses that we did not incur as a private company.
In addition, the Sarbanes-Oxley Act of 2002, and rules subsequently implemented by the Securities and Exchange Commission and the Nasdaq
Stock Market, impose additional requirements on public companies, including requiring changes in corporate governance practices. Our
management and other personnel will need to devote a substantial amount of time to these compliance initiatives. Moreover, these rules and
regulations will increase our legal and financial compliance costs and will make some activities more time-consuming and costly. For example,
we expect these rules and regulations to make it more difficult and more expensive for us to obtain director and officer liability insurance, and
we may be required to accept reduced policy limits and coverage or incur substantial additional costs to maintain the same or similar coverage.
These rules and regulations could also make it more difficult for us to attract and retain qualified persons to serve on our board of directors, our
board committees or as executive officers.

          In addition, the Sarbanes-Oxley Act requires, among other things, that we maintain effective internal control over financial reporting and
disclosure controls and procedures. In particular, for the year ending December 31, 2008, we must perform system and process evaluation and
testing of our internal control over financial reporting to allow management and our independent registered public accounting firm to report on
the effectiveness of our internal control over financial reporting, as required by Section 404 of the Sarbanes-Oxley Act. Our testing, or the
subsequent testing by our independent registered public accounting firm, may reveal deficiencies in our internal control over financial reporting
that are deemed to be material weaknesses. Our compliance with Section 404 will require that we incur substantial expense and expend
significant management time on compliance-related issues. We will need to hire additional accounting and financial staff with appropriate public
company experience and technical accounting knowledge. Moreover, if we are not able to comply with the requirements of Section 404 in a
timely manner, or if we or our independent registered public accounting firm identify deficiencies in our internal control over financial reporting
that are deemed to be material weaknesses, the market price of our stock could decline and we could be subject to sanctions or investigations by
the Nasdaq Stock Market, the Securities and Exchange Commission or other regulatory authorities, which would require additional financial and
management resources.

We are subject to governmental export and import controls that could subject us to liability or impair our ability to compete in international
markets.

          Our products are subject to United States export controls and may be exported outside the United States only with the required level of
export license or through an export license exception, because we incorporate encryption technology into our products. In addition, various
countries regulate the import of certain encryption technology and have enacted laws that could limit our ability to distribute our products or
could limit our customers' ability to implement our products in those countries. Changes in our products or changes in export and import
regulations may create delays in the introduction of our products in international markets, prevent our customers with international operations
from deploying our products throughout their networks or, in some cases, prevent the export or import of our products to certain countries
altogether. Any change in export or
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import laws and regulations, shifts in approach to the enforcement or scope of existing laws and regulations, or change in the countries, persons
or technologies targeted by such regulations, could result in decreased use of our products by, or in our decreased ability to export or sell our
products to, existing or potential customers with international operations. Any decreased use of our products or limitation on our ability to export
or sell our products would likely adversely affect our business, operating results and financial condition.

Compliance with environmental matters and worker health and safety laws could be costly, and noncompliance with these laws could have a
material adverse effect on our results of operations, expenses and financial condition.

          Some of our operations use substances regulated under various federal, state, local and international laws governing the environment and
worker health and safety, including those governing the discharge of pollutants into the ground, air and water, the management and disposal of
hazardous substances and wastes, and the cleanup of contaminated sites. Some of our products are subject to various federal, state, local and
international laws governing chemical substances in electronic products. We could be subject to increased costs, fines, civil or criminal
sanctions, third-party property damage or personal injury claims if we violate or become liable under environmental and/or worker health and
safety laws.

          In January 2003, the European Union, or EU, issued two directives relating to chemical substances in electronic products. The Waste
Electrical and Electronic Equipment Directive, referred to as WEEE, requires producers of electrical goods to pay for specified collection,
recycling, treatment and disposal of past and future covered products. The deadline for enacting and implementing the WEEE directive was
August 13, 2004, although extensions were granted in some countries. Producers became financially responsible under WEEE related legislation
beginning in August 2005. The other directive, the Restriction on the use of certain Hazardous Substances, referred to as RoHS, restricts lead
and other hazardous substances in electronic equipment placed on the EU market after July 1, 2006. If we fail to comply with these directives,
we may suffer a loss of revenues, be unable to sell our products in certain markets and countries, be subject to penalties and fines or suffer a
competitive disadvantage. Similar legislation could be enacted in other jurisdictions, including in China, Japan or the United States, and the
scope of new legislation with respect to currently unregulated substances is uncertain. Costs to comply with WEEE or RoHS related legislation
or similar future legislation, if applicable, could include costs associated with modifying our products, recycling and other waste processing
costs, legal and regulatory costs and insurance costs. We are currently in compliance with these directives; however, we have incurred
significant costs related to compliance with current requirements. The costs to comply with current and future environmental and worker health
and safety laws may have a material adverse effect on our results of operations, expenses and financial condition.

Risks Related to our Intellectual Property

Our ability to compete and the success of our business could be jeopardized if we are unable to rely on our patent rights.

          Our success and ability to compete depends in part upon our ability to obtain protection in the United States and other countries for our
products by establishing and maintaining intellectual property rights relating to or incorporated into our technology and products. We own a
variety of patents and patent applications in the United States and corresponding patents and patent applications in foreign jurisdictions.
However, we have not obtained patent protection in each market in which we plan to compete. To date, our patent portfolio has not prevented
other companies from competing against us, and we do not know how successful we would be if we sought to enforce our patent rights against
suspected infringers. Our pending and future patent
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applications may not issue as patents or, if issued, may not issue in a form that will be advantageous to us. Even if issued, patents may be
challenged, narrowed, invalidated or circumvented, which could limit our ability to stop competitors from marketing similar products or limit the
length of term of patent protection we may have for our products. Changes in either patent laws or in interpretations of patent laws in the United
States and other countries may diminish the value of our intellectual property or narrow the scope of our patent protection. Any circumstance or
change that results in patent protection not being available for our products could adversely affect our business, financial condition and results of
operations.

If we are unable to protect the confidentiality of our unpatented proprietary information and know-how, the value of our technology and
products could be adversely affected.

          In addition to patented technology, we rely upon unpatented proprietary technology, processes and know-how. We generally seek to
protect this information in part by confidentiality agreements with our employees, consultants and third parties. These agreements may be
breached, and we may not have adequate remedies for any such breach. In addition, our trade secrets may otherwise become known or be
independently developed by competitors. If we are unable to protect the confidentiality of our proprietary information and know-how, the value
of our technology and products could be adversely affected, which could in turn adversely affect our business, financial condition and results of
operations.

Claims by others that we infringe their proprietary technology could force us to incur significant costs.

          Third parties have asserted, and may assert in the future, claims that our products infringe patents or patent applications under which we
do not hold licenses or other rights. Third parties may own or control these patents and patent applications in the United States and abroad.
These third parties have brought, and could in the future bring, claims against us that would cause us to incur substantial expenses and, if
successfully asserted against us, could cause us to pay substantial damages. Further, if a patent infringement suit were brought against us, we
could be forced to stop or delay manufacturing or sales of the product that is the subject of the suit. In addition we could be forced to redesign
the product that uses any allegedly infringing technology.

          We are presently defending two patent infringement lawsuits brought by UTStarcom, Inc. In February 2005, UTStarcom filed a lawsuit
asserting infringement of a patent in the United States District Court for the Northern District of California relating to a prepaid billing function
we provided to one of our customers. This patent lawsuit by UTStarcom has been stayed pending a reissue proceeding of the patent asserted in
the case. Such a reissue proceeding may take a year or longer to complete. After the reissue proceeding, the stay of the lawsuit likely will be
lifted and the lawsuit may proceed. If this occurs, we will continue to defend ourselves in this litigation, which will require a significant
investment of time and financial resources. A finding that we have infringed this patent may require us to pay damages based on our past sale of
the prepaid billing function and, in addition, may force us to limit or cease development, manufacturing and sales of the prepaid billing function.
This could adversely affect our business, financial condition and results of operations.

          In May 2007, UTStarcom filed a lawsuit against us and a number of our employees and former employees in the United States District
Court for the Northern District of Illinois alleging violations of the Illinois trade secrets act, infringement of five patents assigned to UTStarcom,
intentional interference with UTStarcom's business relations and declarations of ownership relating to one of our patents and three of our patent
applications. The complaint contains allegations, among others, that a number of former employees of a business unit UTStarcom acquired, who
subsequently worked for us, took UTStarcom's trade secrets with them and improperly used those trade secrets
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to develop, manufacture and market our 3G wireless products, and that such products incorporate UTStarcom confidential technical information,
including UTStarcom's proprietary virtual private network and EV-DO features. UTStarcom further alleges that we have disclosed UTStarcom's
trade secrets in one of our patents and three of our patent applications, and that these patent applications legally belong to UTStarcom based on
the inventors' previous work at the business unit acquired by UTStarcom. In the lawsuit, UTStarcom seeks unspecified monetary damages,
injunctive relief, declarations of ownership relating to the specified patent and patent applications owned by us, costs and attorneys fees. We will
vigorously defend ourselves in this litigation and we have filed counterclaims. The defense of this lawsuit and the prosecution of our
counterclaims will require significant investment of time and financial resources. A finding in UTStarcom's favor in this lawsuit may require us
to pay substantial damages based on the past sales of our ST16 product, may force us to limit or cease development, manufacturing and sales of
the ST16 and ST40, which are our only product platforms, may require that key employees be transferred to other positions or functions, or
temporarily prohibited from working for us, and may result in the loss or assignment of ownership of a specified patent and three patent
applications owned by us. This could adversely affect our business, financial condition and results of operations.

          As a result of patent infringement claims, or in order to avoid potential claims, we may choose or be required to seek a license from the
third party and be required to pay license fees or royalties or both. These licenses may not be available on acceptable terms, or at all. Even if we
were able to obtain a license, the rights may be nonexclusive, which could result in our competitors gaining access to the same intellectual
property. Ultimately, we could be forced to cease some aspect of our business operations if, as a result of actual or threatened patent
infringement claims, we are unable to enter into licenses on acceptable terms. This could significantly and adversely affect our business,
financial condition and results of operations.

          In addition to infringement claims against us, we may become a party to other types of patent litigation and other proceedings, including
interference proceedings declared by the United States Patent and Trademark Office and opposition proceedings in the European Patent Office,
regarding intellectual property rights with respect to our products and technology. The cost to us of any patent litigation or other proceeding,
even if resolved in our favor, could be substantial. Some of our competitors may be able to sustain the costs of such litigation or proceedings
more effectively than we can because of their greater financial resources. Uncertainties resulting from the initiation and continuation of patent
litigation or other proceedings could have a material adverse effect on our ability to compete in the marketplace. Patent litigation and other
proceedings may also require significant commitments of time by our management.

Our use of open source could impose limitations on our ability to commercialize our products.

          We incorporate open source software into our products. Although we monitor our use of open source software closely, the terms of many
open source licenses to which we are subject have not been interpreted by United States or foreign courts, and there is a risk that such licenses
could be construed in a manner that imposes unanticipated conditions or restrictions on our ability to commercialize our products. In such event,
we could be required to seek licenses from third parties in order to continue offering our products, to re-engineer our products or to discontinue
sales of our products, any of which could materially adversely affect our business.

We rely on the availability of licenses for intellectual property from third parties, and if these licenses are not available to us on
commercially reasonable terms, product sales and development may be delayed.

          We incorporate certain third-party technologies, including software programs, into our products and may need to utilize additional
third-party technologies in the future. However, licenses
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to relevant third-party technology may not continue to be available to us on commercially reasonable terms, or at all. Therefore, we could face
delays in product releases until alternative technology can be identified, licensed or developed, and integrated into our current products. These
delays, if they occur, could materially adversely affect our business.

Risks Related to this Offering and Ownership of Our Common Stock

The market price of our common stock may be volatile, and you may not be able to resell shares of our common stock at or above the price
you paid.

          The trading price of our common stock is likely to be volatile and could be subject to wide fluctuations in response to various factors.
Some of the factors that may cause the market price of our common stock to fluctuate include:

�
fluctuations in our quarterly financial results or the quarterly financial results of companies perceived to be similar to us;

�
changes in estimates of our financial results or recommendations by securities analysts;

�
failure of any of our products to achieve or maintain market acceptance;

�
changes in market valuations of similar companies;

�
success of competitive products;

�
changes in our capital structure, such as future issuances of securities or the incurrence of additional debt;

�
announcements by us or our competitors of significant products, contracts, acquisitions or strategic alliances;

�
regulatory developments in the United States, foreign countries or both;

�
litigation involving our company, our general industry or both;

�
additions or departures of key personnel;

�
investors' general perception of us;

�
changes in general economic, industry and market conditions; and

�
changes in regulatory and other dynamics.

          In addition, if the market for technology stocks or the stock market in general experiences a loss of investor confidence, the trading price
of our common stock could decline for reasons unrelated to our business, financial condition or results of operations. If any of the foregoing
occurs, it could cause our stock price to fall and may expose us to class action lawsuits that, even if unsuccessful, could be costly to defend and a
distraction to management.

Future sales of shares by existing stockholders could cause our stock price to decline.
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          If our stockholders sell substantial amounts of our common stock in the public market, the trading price of our common stock could
decline. The perception in the public market that our stockholders might sell shares of common stock could also cause the market price of our
common stock to decline. Based on shares outstanding as of June 30, 2007, upon completion of this offering, we will have
outstanding                  shares of common stock, assuming no exercise of the underwriters' option to purchase additional shares. On December 3,
2007, subject to extension or modification as discussed below,                          shares of our common stock will become eligible for sale in the
public market upon expiration of the 180-day contractual lock-up period pursuant to
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lock-up agreements entered into in connection with our initial public offering. Some of our stockholders (including some of those who entered
into agreements in connection with our initial public offering) have entered into lock-up agreements in connection with this offering. After all of
the agreements entered into in connection with this offering expire (which will occur 90 days after the date of the final prospectus for this
offering, subject to extension or modification as discussed below), an additional             shares of our common stock will be eligible for sale in
the public market.

          The 180-day contractual lock-up period relating to our initial public offering and the 90-day contractual lock-up period relating to this
offering may be extended or reduced as described below. If during the last 17 days of the relevant contractual lock-up period we issue an
earnings release or announce material news or a material event, the contractual lock-up period will continue to apply until the expiration of the
18-day period beginning on the issuance of the earnings release or the announcement of the material news or material event. With respect to the
180-day contractual lock-up period entered into in connection with our initial public offering, if we announce, prior to the expiration of the
contractual lock-up period, that we will release earnings results during the 15-day period following the last day of the contractual lock-up period,
the lock-up restrictions on resale will be automatically extended until the expiration of the 18-day period beginning on the date of the release of
the earnings results. With respect to the 90-day contractual lock-up period entered into in connection with this offering, prior to the expiration of
the contractual lock-up period, if we announce that we will release earnings results during the 15-day period following the last day of the
contractual lock-up period, the lock-up restrictions on resale will expire on the day 18 days prior to the scheduled earnings release so long as we
issue a press release and accompanying current report on Form 8-K announcing the early release date at least three days before the early release
date. If we do not publicly announce the early release date by such time, the lock-up restrictions will instead continue to apply until the
expiration of the 18-day period beginning on the issuance of the earnings release. Additionally, in any event the lock-up period entered into in
connection with this offering will continue through and including January 15, 2008.

          In addition, 4,980,573 shares of common stock subject to a 180-day contractual lock-up with us relating to our initial public offering will
become eligible for sale in the public market on December 3, 2007. We may release these shares from these restrictions at our discretion without
the prior written consent of either Goldman, Sachs & Co. or Lehman Brothers Inc.

          In addition, as of June 30, 2007, we had options to purchase a total of 8,446,958 shares of our common stock outstanding under our equity
incentive plans, of which 2,319,237 were vested. We have filed a Form S-8 registration statement to register all of the shares issuable under our
equity incentive plans. The market price of shares of our common stock may drop significantly when the restrictions on resale by our existing
stockholders lapse and our stockholders are able to sell shares of our common stock into the market. A decline in the price of shares of our
common stock may cause you to lose part or all of your investment in our shares of common stock.

          Some of our existing stockholders have demand and incidental registration rights to require us to register with the Securities and Exchange
Commission up to 45,064,641 shares of our common stock. If we register these shares of common stock, the stockholders would be able to sell
those shares freely in the public market.

          See the section titled "Shares Eligible for Future Sale" for a discussion of the lock-up agreements and other transfer restrictions.
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We do not currently intend to pay dividends on our common stock and, consequently, your ability to achieve a return on your investment will
depend on appreciation in the price of our common stock.

          We do not expect to pay cash dividends on our common stock, including the common stock issued in this offering. Any future dividend
payments are within the absolute discretion of our board of directors and will depend on, among other things, our results of operations, working
capital requirements, capital expenditure requirements, financial condition, contractual restrictions, business opportunities, anticipated cash
needs, provisions of applicable law and other factors that our board of directors may deem relevant. We may not generate sufficient cash from
operations in the future to pay dividends on our common stock. See "Dividend Policy."

Insiders will continue to have substantial control over us after this offering and will be able to influence corporate matters.

          Upon completion of this offering, our directors and executive officers and their affiliates will beneficially own, in the aggregate,
approximately          % of our outstanding common stock, assuming no exercise of the underwriters' option to purchase additional shares. As a
result, these stockholders will be able to exercise significant influence over all matters requiring stockholder approval, including the election of
directors and approval of significant corporate transactions, such as a merger or other sale of our company or its assets. This concentration of
ownership could limit your ability to influence corporate matters and may have the effect of delaying or preventing a third-party from acquiring
control over us. For information regarding the ownership of our outstanding stock by our executive officers and directors and their affiliates, see
the section titled "Principal and Selling Stockholders."

If securities or industry analysts do not publish research or publish inaccurate or unfavorable research about our business, our stock price
and trading volume could decline.

          The trading market for our common stock will depend in part on the research and reports that securities or industry analysts publish about
us or our business. We do not currently have and may never obtain research coverage by securities and industry analysts. If no securities or
industry analysts commence coverage of our company, the trading price for our stock would be negatively impacted. In the event we obtain
securities or industry analyst coverage, if one or more of the analysts who covers us downgrades our stock or publishes inaccurate or
unfavorable research about our business, our stock price would likely decline. If one or more of these analysts ceases coverage of our company
or fails to publish reports on us regularly, demand for our stock could decrease, which could cause our stock price and trading volume to decline.

Anti-takeover provisions in our charter documents and Delaware law could discourage, delay or prevent a change in control of our company
and may affect the trading price of our common stock.

          We are a Delaware corporation and the anti-takeover provisions of the Delaware General Corporation Law may discourage, delay or
prevent a change in control by prohibiting us from engaging in a business combination with an interested stockholder for a period of three years
after the person becomes an interested stockholder, even if a change in control would be beneficial to our existing stockholders. In addition, our
restated certificate of incorporation and amended and restated bylaws may discourage, delay or prevent a change in our management or control
over us
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that stockholders may consider favorable. Our restated certificate of incorporation and amended and restated bylaws:

�
authorize the issuance of "blank check" preferred stock that could be issued by our board of directors to thwart a takeover
attempt;

�
establish a classified board of directors, as a result of which the successors to the directors whose terms have expired will be
elected to serve from the time of election and qualification until the third annual meeting following their election;

�
require that directors only be removed from office for cause and only upon a supermajority stockholder vote;

�
provide that vacancies on the board of directors, including newly created directorships, may be filled only by a majority vote
of directors then in office;

�
limit who may call special meetings of stockholders;

�
prohibit stockholder action by written consent, requiring all actions to be taken at a meeting of the stockholders; and

�
require supermajority stockholder voting to effect certain amendments to our restated certificate of incorporation and
amended and restated bylaws.

          For more information regarding these and other provisions, see the section titled "Description of Capital Stock � Anti-Takeover Effects of
Our Charter and Bylaws and Delaware Law."

Our management will have broad discretion over the use of the proceeds we receive in this offering and might not apply the proceeds in ways
that increase the value of your investment.

          Our management will have broad discretion to use the net proceeds from this offering, and you will be relying on the judgment of our
management regarding the application of these proceeds. Our management might not apply the net proceeds of this offering in ways that
increase the value of your investment. We expect to use the net proceeds from this offering for general corporate purposes, including working
capital and capital expenditures, which may in the future include investments in, or acquisitions of, complementary businesses, services or
technologies. We have not allocated these net proceeds for any specific purposes. You will not have the opportunity to influence our decisions
on how to use the net proceeds from this offering.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

          This prospectus contains forward-looking statements that involve substantial risks and uncertainties. All statements, other than statements
of historical facts, included in this prospectus regarding our strategy, future operations, future financial position, future revenues, projected costs,
prospects, plans, objectives of management and expected market growth are forward-looking statements. The words "anticipate," "believe,"
"estimate," "expect," "intend," "may," "plan," "predict," "project," "will," "would" and similar expressions are intended to identify
forward-looking statements, although not all forward-looking statements contain these identifying words. These forward-looking statements
include, among other things, statements about:

�
our ability to attract and retain customers;

�
our financial performance;

�
our research and development activities;

�
the advantages of our products and services as compared to those of others;

�
our ability to establish and maintain intellectual property rights;

�
our ability to retain and hire necessary employees and appropriately staff our operations; and

�
our estimates regarding capital requirements and needs for additional financing.

          We may not actually achieve the plans, intentions or expectations disclosed in our forward-looking statements, and you should not place
undue reliance on our forward-looking statements. Actual results or events could differ materially from the plans, intentions and expectations
disclosed in the forward-looking statements we make. We have included important factors in the cautionary statements included in this
prospectus, particularly in the "Risk Factors" section, that could cause actual results or events to differ materially from the forward-looking
statements that we make. Our forward-looking statements do not reflect the potential impact of any future acquisitions, mergers, dispositions,
joint ventures or investments we may make.

          You should read this prospectus and the documents that we have filed as exhibits to the registration statement, of which this prospectus is
a part, completely and with the understanding that our actual future results may be materially different from what we expect. We do not assume
any obligation to update any forward-looking statements, whether as a result of new information, future events or otherwise, except as required
by law.
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USE OF PROCEEDS

          We estimate that we will receive net proceeds from this offering of approximately $        million, based on an assumed public offering
price of $       per share, which is the last reported sale price of our common stock on October     , 2007, after deducting the estimated
underwriting discounts and commissions and offering expenses payable by us. If the underwriters exercise their option to purchase additional
shares, we estimate that we will receive an additional $        million in net proceeds. At an assumed public offering price of $       per share, the
selling stockholders will receive $        million from their sale of our common stock in this offering, after deducting the estimated underwriting
discount. We will not receive any proceeds from the sale of shares of common stock by the selling stockholders. Our president and chief
executive officer is selling shares of common stock in this offering. See "Principal and Selling Stockholders."

          A $1.00 increase (decrease) in the assumed public offering price of $          per share would increase (decrease) the net proceeds to us from
this offering by $            million and increase (decrease) the net proceeds to the selling stockholders from this offering by $            million,
assuming the number of shares offered by us and the selling stockholders, as set forth on the cover of this prospectus, remains the same.

          We intend to use the net proceeds from this offering for working capital and other general corporate purposes, which may include
financing our growth, developing new products, and funding capital expenditures, acquisitions and investments. In addition, the other principal
purposes for this offering are to:

�
facilitate our future access to the public capital markets;

�
increase our visibility in our markets;

�
provide liquidity for our existing stockholders;

�
improve the effectiveness of our equity compensation plans in attracting and retaining key employees; and

�
enhance our ability to acquire other businesses, products or technologies.

We have not yet determined with any certainty the manner in which we will allocate these net proceeds. Management will retain broad
discretion in the allocation and use of the net proceeds from this offering. The amounts and timing of these expenditures will vary depending on
a number of factors, including the amount of cash generated by our operations, competitive and technological developments, and the rate of
growth, if any, of our business. For example, if we were to expand our operations more rapidly than anticipated by our current plans, a greater
portion of the proceeds would likely be used for the construction and expansion of facilities, working capital and other capital expenditures.
Alternatively, if we were to engage in an acquisition that contained a significant cash component, some or all of the proceeds might be used for
that purpose.

          Although we may use a portion of the proceeds for the acquisition of, or investment in, companies, technologies, products or assets that
complement our business, we have no present understandings, commitments or agreements to enter into any acquisitions or make any
investments. We cannot assure you that we will make any acquisitions or investments in the future.

          Pending specific utilization of the net proceeds as described above, we intend to invest the net proceeds of the offering in short-term
investment grade and U.S. government securities.
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PRICE RANGE OF COMMON STOCK

          Our common stock commenced trading on the Nasdaq Global Market under the symbol "STAR" on June 6, 2007. The following table sets
forth, for the periods indicated, the high and low reported sales prices of our common stock as reported on the Nasdaq Global Market:

High Low

2007
Second quarter (from June 6, 2007) $ 17.00 $ 13.29
Third quarter $ 24.11 $ 13.55
Fourth quarter (through October 12, 2007) $ 29.00 $ 21.42
          As of October 12, 2007, there were 313 holders of record of our common stock. The last reported sale price of the common stock on
October 12, 2007 was $27.42 per share.

DIVIDEND POLICY

          We have never paid or declared any cash dividends on our common stock. We currently intend to retain earnings, if any, to finance the
growth and development of our business, and we do not expect to pay any cash dividends on our common stock in the foreseeable future.
Payment of future dividends, if any, will be at the discretion of the board of directors and will depend on our financial condition, results of
operations, capital requirements, restrictions contained in current or future financing instruments, and other factors the board deems relevant.
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CAPITALIZATION

          The following table sets forth our capitalization as of June 30, 2007:

�
on an actual basis; and

�
on an as adjusted basis to reflect our issuance and sale of               shares of common stock in this offering at an assumed
public offering price of $          per share, which is the last reported sale price of our common stock on October     , 2007,
after deducting the estimated underwriting discount and offering expenses payable by us.

          You should read this table together with our financial statements and the related notes appearing at the end of this prospectus and the
"Management's Discussion and Analysis of Financial Condition and Results of Operations" section of this prospectus.

As of June 30, 2007

Actual As Adjusted

(unaudited)
(in thousands, except share

and per share data)

Stockholders' equity:
Preferred stock, $0.001 par value:

5,000,000 shares authorized and no shares issued or outstanding, actual or as
adjusted � �
Common stock, $0.001 par value:

250,000,000 shares authorized, 63,969,186 shares issued and outstanding,
actual and        shares issued and outstanding, as adjusted(1) $ 64
Additional paid-in capital 252,220
Accumulated other comprehensive loss (9) (9)
Accumulated deficit (99,831) (99,831)

Total stockholders' equity $ 152,444 $

(1)
For accounting purposes only, the number of issued and outstanding shares does not include 555,483 shares of restricted stock. These
shares are subject to repurchase by us until such shares are vested. See Note 11 to our consolidated financial statements for more
information.

          A $1.00 increase (decrease) in the assumed public offering price of $        per share would increase (decrease) each of additional paid-in
capital and total stockholders' equity in the as adjusted column by $        million, assuming the number of shares offered by us, as set forth on the
cover of this prospectus, remains the same and after deducting the estimated underwriting discount and offering expenses payable by us.

          The table above is based on 64,524,669 shares of our common stock outstanding as of June 30, 2007 and does not include:

�
8,446,958 shares of common stock issuable upon the exercise of stock options outstanding as of June 30, 2007 at a weighted
average exercise price of $3.43 per share, of which options to purchase 2,319,237 shares were exercisable as of June 30,
2007 at a weighted average exercise price of $1.14 per share; and

�
3,481,108 shares of common stock available for future issuance under our equity compensation plans as of June 30, 2007.
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SELECTED CONSOLIDATED FINANCIAL DATA

          The following tables summarize our consolidated financial data for the periods presented. You should read the following selected
consolidated financial data in conjunction with our financial statements and the related notes appearing at the end of this prospectus and the
"Management's Discussion and Analysis of Financial Condition and Results of Operations" section of this prospectus.

          We have derived the statement of operations data for the years ended December 31, 2004, 2005 and 2006 and the balance sheet data as of
December 31, 2005 and 2006 from our audited consolidated financial statements, which are included in this prospectus. We have derived the
statement of operations data for the year ended December 31, 2003 and the balance sheet data as of December 31, 2003 and 2004 from our
audited consolidated financial statements, which are not included in this prospectus. We have derived the statement of operations data for the
year ended December 31, 2002 and the balance sheet data as of December 31, 2002 from our unaudited consolidated financial statements, which
are not included in this prospectus. We derived the consolidated financial data for the six months ended June 30, 2006 and 2007 and as of
June 30, 2007 from our unaudited consolidated financial statements, which are included elsewhere in this prospectus. In the opinion of
management, the unaudited consolidated financial statements have been prepared on the same basis as our audited financial statements and
include all adjustments, consisting of normal recurring adjustments and accruals, necessary for the fair statement of the financial information set
forth in those statements. Our historical results for any prior period are not necessarily indicative of results to be expected for any future period.

Year Ended December 31,
Six Months Ended

June 30,

2002 2003 2004 2005 2006 2006 2007

(unaudited) (unaudited)

(in thousands, except per share data)

Statement of Operations Data:
Revenues $ �$ 182 $ 34,395 $ 59,660 $ 94,350 $ 34,823 $ 58,496
Cost of revenues 410 1,109 13,445 13,643 27,726 7,998 14,083

Gross profit (410) (927) 20,950 46,017 66,624 26,825 44,413

Operating expenses:
Research and development 18,500 14,748 13,303 18,107 25,980 9,705 17,651
Sales and marketing 4,417 8,289 18,445 19,785 30,311 12,745 15,936
General and administrative 1,954 2,470 3,185 7,352 8,515 3,499 6,242

Total operating expenses 24,871 25,507 34,933 45,244 64,806 25,949 39,829

Income (loss) from operations (25,281) (26,434) (13,983) 773 1,818 876 4,584
Other income (expense), net (484) (8) 95 644 2,237 848 1,509

Income (loss) before income tax expense (25,765) (26,442) (13,888) 1,417 4,055 1,724 6,093
Income tax expense � � (160) (513) (413) (143) (407)

Net income (loss) $ (25,765) $ (26,442) $ (14,048) $ 904 $ 3,642 $ 1,581 $ 5,686

Net income (loss) per share applicable to common
stockholders:

Basic $ (8.84) $ (6.39) $ (3.28) $ (0.97) $ (0.62) $ (0.35) $ 0.04

Diluted $ (8.84) $ (6.39) $ (3.28) $ (0.97) $ (0.62) $ (0.35) $ 0.03

Weighted average shares used in computing net
income (loss) per share applicable to common
shareholders:
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Year Ended December 31,
Six Months Ended

June 30,

Basic 3,223 4,825 6,197 6,642 7,026 6,838 15,864

Diluted 3,223 4,825 6,197 6,642 7,026 6,838 21,769
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As of December 31,
As of

June 30,
20072002 2003 2004 2005 2006

(unaudited) (unaudited)

(in thousands)

Balance Sheet Data:
Cash, cash equivalents and short-term
investments $ 13,653 $ 2,036 $ 20,819 $ 37,489 $ 60,154 $ 157,165
Working capital 11,090 1,889 10,002 41,490 19,305 139,441
Total assets 21,412 17,262 63,892 84,353 104,267 214,709
Indebtedness � � 197 33 � �
Redeemable convertible preferred stock 56,786 64,153 97,043 122,282 130,270 �
Total stockholders' equity (deficit) (46,434) (77,091) (97,092) (103,202) (105,511) 152,444
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis of our financial condition and results of operations together with our financial
statements and the related notes and other financial information included elsewhere in this prospectus. Some of the information contained in this
discussion and analysis or set forth elsewhere in this prospectus, including information with respect to our plans and strategy for our business
and related financing, includes forward-looking statements that involve risks and uncertainties. You should review the "Risk Factors" section of
this prospectus for a discussion of important factors that could cause actual results to differ materially from the results described in or implied
by the forward-looking statements contained in the following discussion and analysis.

Overview

          Starent Networks is a leading provider of infrastructure hardware and software products and services that enable mobile operators to
deliver multimedia services to their subscribers. We have created hardware and software products that provide network functions and services,
including access from a wide range of radio networks to the operator's packet core network. Our products and services also provide management
of subscriber sessions moving between networks and application of billing and other session policies. Our products and services provide high
performance and system intelligence by combining significant computing power, memory and traffic handling capabilities with a flexible, high
availability operating system and other proprietary software. Our products integrate multiple network functions and services needed for the
delivery of advanced multimedia services, such as video, Internet access, voice-over-IP, e-mail, mobile TV, photo sharing and gaming.

          Our products consist of both hardware and software and can be configured to meet a number of customer needs. A typical purchase
consists of our ST16, the Starent operating system and other proprietary software, and our Starent Web EMS management system. In April 2007
we announced the ST40, which provides improved performance, capacity and functionality and became generally available in the third quarter
of 2007. A customer typically purchases our products with specific capacity and functionality, and may upgrade their system over time through a
combination of software and hardware purchases. We sell our products and services to mobile operators around the world both directly and
indirectly through our relationships with OEMs, system integrators and distributors. Since the first commercial deployment of our products in
2003, our products have been deployed by over 60 mobile operators in 25 countries. To date, we have had the greatest success in the CDMA
market, but have begun to focus on the GSM/UMTS market. We believe penetration of the GSM/UMTS market is important to our future
growth since mobile operators utilizing this technology provide services to approximately 80% of the worldwide mobile voice and data services
subscribers.

          We received our first purchase order from one of the world's largest GSM operators in June 2006 and have expanded our relationship with
this customer during 2007. We plan to continue to expand our current relationships, and to develop new relationships, with GSM/UMTS mobile
operators. Many of these operators are located outside of the United States and developing these relationships requires significant time and
various interoperability and verification testing. Therefore, these activities will require continued substantial investment in our sales and
marketing personnel. We expect to begin recording revenues from shipments of the ST40 in the fourth quarter of 2007. Our revenue growth will
depend on the acceptance of our ST40, the continued acceptance of our ST16 and applications and services related to our platforms, further
penetration of the GSM/UMTS market, increased adoption of mobile multimedia services and continued migration to packet-based networks by
mobile operators.
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          Since our inception in August 2000, we have raised an aggregate of approximately $227 million through a series of equity financings, a
portion of which we invested in expanding our research and development organization, building our sales force and initiating our marketing and
administration operations. We have incurred significant losses to date, and as of June 30, 2007 we had an accumulated deficit of $99.8 million.
We became profitable in 2005 and were also profitable in 2006 and in the first half of 2007. Our profitability will be affected by additional
expenses that we incur to expand sales, marketing, research and development and general and administrative capabilities in order to grow our
business.

          We maintain our corporate headquarters in Tewksbury, Massachusetts, and also have sales and development offices in various locations
worldwide. We conduct our research and development activities at two locations in India and two locations in the United States. As of June 30,
2007, we had 501 employees worldwide. Our revenues for 2006 were $94.4 million and $58.5 million for the six months ended June 30, 2007,
our net income for 2006 was $3.6 million and $5.7 million for the six months ended June 30, 2007 and we had $63.7 million and $40.9 million
of deferred revenue as of December 31, 2006 and June 30, 2007, respectively.

Revenues

          Our revenues consist of both product revenues and services revenues. We derive product revenues from the sale of our hardware products
and the licensing of our software. Services revenues are generated from:

�
maintenance and technical support associated with our software;

�
hardware repair and maintenance services; and

�
implementation, training and professional services.

          We recognize revenue in accordance with Statement of Position, or SOP 97-2, Software Revenue Recognition and SOP 98-9, Modification
of SOP 97-2, Software Revenue Recognition, With Respect to Certain Transactions. Accordingly, revenue is recognized when persuasive
evidence of an arrangement exists, delivery has occurred, the price is fixed or determinable and collection is probable.

          Mobile operators can purchase our products and license our software in various configurations, depending on their requirements for
capacity, features and protocols. Typically, a mobile operator purchases a small amount of equipment for testing and trial purposes and, once
testing is complete, purchases the necessary products to meet their initial capacity and feature requirements. As their capacity requirements
increase, operators may purchase additional hardware or license additional software. The level of our sales is significantly influenced by the
extent to which mobile operators make capital investments to enhance and expand their networks to provide multimedia services. Mobile
operators' capital investments will be influenced by the demand for multimedia services by their customers.

          We offer our products and services through our direct sales force to mobile operators and indirectly through relationships with OEMs,
system integrators and distributors. The OEMs, system integrators and distributors generally purchase our products after they have received a
purchase order from their customers and do not maintain an inventory of our products in anticipation of sales to their customers.

          In 2004, we entered into OEM agreements with Nortel Networks relating to the CDMA market and the GSM/UMTS market. Sales to
Nortel Networks, all of which were made under the CDMA agreement, accounted for more than 40% of our revenues in 2006. In
December 2006, we terminated both OEM agreements. Under the terms of the CDMA agreement, Nortel Networks has a
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right to continue to purchase our CDMA products for delivery through December 2008. Although the termination of the CDMA agreement
could disrupt our relationships with CDMA mobile operators formerly serviced by Nortel Networks, we have established and continue seeking
to establish additional direct sales relationships with other CDMA operators formerly serviced by Nortel Networks. In addition, we are currently
in discussions to establish a new reseller relationship with Nortel Networks. As a result, we do not believe that the termination of the Nortel
Networks OEM agreements will significantly impact our revenues.

          We believe our revenues will vary significantly from period-to-period as a result of the following:

�
Fluctuations in the timing of customer orders.  Mobile operators require significant lead times to incorporate changes and
enhancements into their networks to ensure the various network components are interoperable. These lead times and
interoperability testing requirements result in an extended sales cycle and can lead to uneven purchasing patterns. In
addition, our reliance on a relatively small number of customers placing relatively few but large orders contributes to the
variability of our revenues.

�
The timing of revenue recognition in relation to the shipment of products.  Our products contain software which is not
incidental to our products. Therefore, we recognize revenue pursuant to the requirements of SOP 97-2. Due to the
requirements of this statement and its related interpretations, certain features of our customer arrangements, such as
customer acceptance terms in many of our customer contracts and the need for us to establish fair values of our products and
services based on facts specific to our operations, we often defer recognition of revenue for a significant period of time after
shipment.

          The variability of our revenues directly impacts our operating performance in any particular period since a significant portion of our
operating costs, such as prototypes and related equipment and sales commissions, are either fixed in the short-term or may not vary
proportionately with recorded revenues.

Cost of Revenues

          Cost of revenues consists of costs of products sold and services provided. Cost of products consists primarily of payments to a third party
manufacturer for purchased materials and services and internal costs, such as salaries and benefits related to personnel, provision for inventory
obsolescence and related overhead. The use of an outsourced manufacturer enables us to conserve working capital, adjust to fluctuations in
demand and provide for timely delivery to our customers. Cost of services consists primarily of salaries and benefits related to professional
services and technical support personnel, product repair costs, depreciation and related overhead.

Gross Profit

          Our gross profit has been, and will be, affected by many factors, including the demand for our products and services, the average selling
price of our products, which in turn depends on the mix of product configurations sold, new product introductions, the region of the world in
which our customers are located and the volume and costs of manufacturing our hardware products.

Operating Expenses

          Our operating expenses consist primarily of personal costs including salaries, commissions bonuses, share-based compensation and related
benefits and taxes; prototype costs related to the design and development of new products and enhancement of existing products; and consulting,
travel and depreciation expenses. The expenses are classified into the following categories for
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reporting purposes: research and development, sales and marketing and general and administrative. Following is a brief description of the key
types of expenses in each of the categories.

�
Research and development expense consists primarily of personnel costs, prototype costs, consulting services and
depreciation. Research and development activities, including hardware and software development and quality assurance
testing, primarily occur at two locations in the United States and two locations in India.

�
Sales and marketing expense consists primarily of personnel costs, travel and marketing programs such as trade shows.
Commissions are a significant component of our sales personnel costs and are recorded as expense when earned which is not
necessarily directly proportionate to the amount of revenues recorded since commissions are generally earned at the time we
accept customer orders and revenue is recorded once all revenue recognition criteria have been met.

�
General and administrative expense consists primarily of personnel costs related to our executive, finance, human resource
and information technology organizations, professional fees, insurance and other related overhead.

Other Income (Expense)

          Other income (expense) primarily consists of interest income earned on cash and short-term investments. We have historically invested
our cash in money market funds and other short-term, high-grade investments.

          Other income (expense) also includes gains (losses) from foreign currency transactions of our foreign subsidiaries. The functional
currency of our foreign operations is the U.S. dollar. Accordingly, all assets and liabilities, except certain long-term assets, of these international
subsidiaries are remeasured into U.S. dollars using the exchange rates in effect at the balance sheet date. Revenues and expenses of these
international subsidiaries are generally remeasured into U.S. dollars at the average rates in effect during the year.

Accretion of Redeemable Convertible Preferred Stock

          Accretion of redeemable convertible preferred stock includes accrued dividends on each series of our preferred stock.

Application of Critical Accounting Policies and Use of Estimates

          Our financial statements are prepared in accordance with accounting principles generally accepted in the United States of America. The
preparation of these financial statements and related disclosures require us to make estimates, assumptions and judgments that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. We base our estimates on historical experience and on various other assumptions that we
believe to be reasonable under the circumstances. We evaluate our estimates and assumptions on an ongoing basis. Our actual results may differ
significantly from these estimates under different assumptions or conditions.

          We believe that of our significant accounting policies, which are described in note 3 to the financial statements included in this prospectus,
the following accounting policies involve a greater degree of judgment and complexity. Accordingly, we believe these are the most critical to
fully understand and evaluate our financial condition and results of operations.
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Revenue Recognition

          Generally, our revenues are generated through fulfillment of contractual arrangements that contain multiple elements, including equipment
with embedded software and services, such as installation, training, consulting and maintenance and support, known as M&S. We recognize
revenue in accordance with Statement of Position, or SOP 97-2, Software Revenue Recognition and SOP 98-9, Modification of SOP 97-2,
Software Revenue Recognition, With Respect to Certain Transactions. Accordingly, revenue is recognized when persuasive evidence of an
arrangement exists, delivery has occurred, the price is fixed or determinable and collection is probable. Certain of these requirements, most
notably the customer acceptance terms generally included in our contracts and our need to establish fair values of our products and services
based on facts specific to our operations, are critical to the timing and extent of our revenue recognition. As a result of these factors, a significant
majority of our contractual arrangements result in the deferral of revenue and the time period for deferral may be significant. In addition, in
certain circumstances, pricing considerations must be assessed to determine whether the price is fixed or determinable.

          Product revenues consist of revenues from sales of our hardware and licensing of our software. Product sales generally include a perpetual
license to our software. Product revenues are generally recognized at shipment or upon customer acceptance, assuming all other revenue
recognition criteria are met. Substantially all of our products have been sold in conjunction with product support services, which consist of
software updates and product support. Software updates provide customers with rights to unspecified software product upgrades and to
maintenance releases and patches released during the term of the support period. Revenues for support services are recognized on a straight-line
basis over the service contract term, which is generally 12 to 15 months.

          Pursuant to SOP 97-2 revenue is allocated to deliverables based on vendor specific objective evidence of fair value, known as VSOE,
when VSOE exists. Generally, all revenues for an arrangement are deferred when VSOE does not exist for any undelivered element. However,
revenue is recognized ratably over the contractual M&S period when M&S is the only undelivered element. If VSOE exists for the undelivered
elements, but not the delivered elements, revenue is recognized under the residual method set forth in SOP 98-9, which provides that revenue is
recognized based on the difference between the total arrangement fee and the VSOE of the undelivered elements. Revenue for the undelivered
elements is then recorded as those elements are delivered. When we defer revenue in an arrangement, the related product costs are also deferred,
subject to their realizability, and recognized over the same period as the related revenue.

          The determination of VSOE is highly judgmental and is a key factor in determining whether revenue may be recognized or must be
deferred and the extent to which it may be recognized once the various elements of an arrangement are delivered. We assess VSOE based on
previous sales of products and services, the type and size of customer, renewal rates in contracts and the geographic location of the customer.
We monitor VSOE on an ongoing basis. As noted above, most of our arrangements include multiple elements, some of which are delivered in or
over future periods. Therefore a change in our assessment of, or our inability to establish, VSOE for products or services may result in
significant variation in our revenues and operating results.

          In arrangements where cash consideration is paid to a customer, the payments are recorded in accordance with EITF 01-9, Accounting for
Consideration Given by a Vendor to a Customer (Including a Reseller of the Vendor's Products), which generally requires the consideration be
recorded as a reduction of revenues.
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Share-Based Compensation

          Prior to January 1, 2006, we accounted for our stock-based awards to employees using the intrinsic value method prescribed in
Accounting Principles Board, or APB, Opinion 25, Accounting for Stock Issued to Employees, and related interpretations. Under the intrinsic
value method, compensation expense is measured on the date of the grant as the difference between the deemed fair value of our common stock
and the exercise or purchase price multiplied by the number of stock options or restricted stock awards granted. In addition, through
December 31, 2005, we accounted for share-based compensation expense for non-employees using the fair value method prescribed by
SFAS 123, applying the Black-Scholes option-pricing model, and recorded the fair value, for financial reporting purposes, of non-employee
stock options as an expense over either the vesting term of the option or the service period.

          In December 2004, the Financial Accounting Standards Board, or FASB, issued SFAS 123R, Share-Based Payment, which requires
companies to expense the fair value of employee stock options and other forms of share-based compensation. We adopted SFAS 123R effective
January 1, 2006. SFAS 123R requires nonpublic companies that used the minimum value method in SFAS 123 for either recognition or pro
forma disclosures to apply SFAS 123R using the prospective-transition method. As such, we will continue to apply APB Opinion 25 in future
periods to equity awards outstanding prior to the date of our adoption of SFAS 123R. In accordance with SFAS 123R, we will recognize the
compensation cost of stock-based awards on a graded-vesting basis over the vesting period of the award. Effective with the adoption of
SFAS 123R, we have elected to use the Black-Scholes option pricing model to determine the weighted average fair value of stock options
granted or modified.

          For the year ended December 31, 2006 and the six months ended June 30, 2007, we recorded expense of $1.7 million and $4.8 million,
respectively, in connection with stock-based awards. As of June 30, 2007, we had $14.8 million of unrecognized expense related to non-vested
options. This expense is expected to be recognized over a weighted average period of 1.2 years.

          As there was no public market for our common stock prior to our initial public offering, we have determined the volatility for options
granted after January 1, 2006 based on an analysis of reported data for a peer group of companies that issued options with substantially similar
terms. The expected volatility of options granted has been determined using an average of the historical volatility measures of this peer group of
companies. The expected volatility for options granted after January 1, 2006 was 64-68%. The expected life of options has been determined
utilizing the "simplified" method as prescribed by the SEC's Staff Accounting Bulletin No. 107, Share-Based Payment. The expected life of
options granted during each of the year ended December 31, 2006 and the six months ended June 30, 2007 was 6.25 years and the weighted
average risk free interest rate was 4.61-4.76%. The risk-free interest rate is based on a U.S. treasury instrument whose term is consistent with the
expected life of the stock options. We have not paid, and do not anticipate paying, cash dividends on our shares of common stock; therefore, the
expected dividend yield was assumed to be zero. In addition, SFAS 123R requires companies to utilize an estimated forfeiture rate when
calculating the expense for the period. As a result, we applied an estimated forfeiture rate of 3%, based on a review of our historical forfeitures,
to determine the expense recorded in our consolidated statements of operations. If this rate changes in future periods, our stock compensation
expense may increase or decrease significantly.

          In accordance with APB Opinion 25, share-based compensation expense resulted from stock option grants at exercise prices that, for
financial reporting purposes, were deemed to be below the estimated grant date fair value of the underlying common stock. During the years
ended December 31, 2004 and 2005, we granted options to purchase 4,152,000 shares of our common stock to our employees and consultants.
No compensation cost related to stock-based awards to
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employees was recorded for the years ended December 31, 2004 and 2005, as the exercise prices were deemed to equal or exceed the grant date
fair value of common stock.

          During 2004 and 2005, we relied on our board of directors, the members of which have extensive experience in the industry in which we
operate and all but one of whom are non-employee directors, to determine a reasonable estimate of the then fair value of our common stock.
Given the absence of an active market for our common stock, our board of directors determined the estimated fair value of our common stock on
the date of grant based on several factors, including:

�
the grants involved private, early stage company securities that were not liquid;

�
the prices at which our convertible preferred stock was issued by us to investors in transactions in February 2004 and from
May to September 2005 considering the rights, preferences and privileges of the convertible preferred stock relative to the
common stock;

�
important developments relating to our product;

�
our stage of development and business strategy;

�
our operating results;

�
the likelihood of achieving a liquidity event for shares of common stock, such as an initial public offering or sale of our
company, given prevailing market conditions; and

�
the state of the new issue market for similarly situated technology companies.

          During 2004 and 2005, our board also considered our customer base and our prospects for future growth. The board noted that our
bookings and revenues were generated almost exclusively from CDMA operators. However, because a majority of worldwide subscribers are
served by GSM/UMTS operators, management and the board of directors believed it was crucial for us to penetrate the GSM/UMTS market
before we could achieve a level of sustainable business growth that would enable any liquidity scenarios to be practical. At the time of each
option grant during 2004 and 2005, the board considered the factors discussed above and at various points throughout this period valued our
common stock between $0.30 and $1.65 per share.

          In February 2006, our board requested that an independent firm perform a contemporaneous valuation of our common stock. Our board
engaged Gordon Associates Inc., an independent third-party valuation firm, to perform this valuation. In connection with this valuation, the
valuation firm considered various liquidity alternatives, but determined that the probabilities and timing of the alternative liquidity scenarios
could not be reliably estimated. The valuation firm determined that the fair value of the common stock as of February 22, 2006 was $1.49 per
share. On April 18, 2006, our board of directors considered the results of the independent valuation, as well as other factors our board deemed
relevant, including that we had not yet penetrated the GSM/UMTS market, and decided to continue to value our common stock at $1.65 per
share.

          In June 2006, we received a purchase order from one of the world's largest GSM operators. This purchase order represented a significant
event in our development as it provided an opportunity to enter into the GSM/UMTS market and provided credibility for our products with other
GSM/UMTS operators, including our GSM customer's affiliates that operate networks in a significant number of countries in Europe.

          In August 2006, our board of directors requested the valuation firm to update their February 2006 report. The valuation firm updated their
valuation, which resulted in a determination that the value of our common stock as of August 30, 2006 was $1.64 per share. On September 29,
2006, our board of directors considered the results of the August 2006 independent valuation, as
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well as other factors the board deemed relevant, and decided to continue to value our common stock at $1.65 per share.

          In November 2006, our board of directors requested the valuation firm to perform another valuation, which resulted in a valuation of $5.13
per share of common stock as of November 27, 2006. The November 2006 valuation was prepared utilizing the probability weighted expected
return method as prescribed by the AICPA Practice Aid, Valuation of Privately-Held-Company Equity Securities Issued as Compensation,
referred to as the Practice Aid. This valuation took into consideration the following scenarios:

�
completion of an initial public offering;

�
sale to a strategic acquirer;

�
remaining private; and

�
liquidation at a price at or below the liquidation preference.

          On December 14, 2006, our board of directors considered the results of the November 2006 valuation and determined to value our
common stock at $5.13 per share as of that date.

          In connection with the preparation of our financial statements for the year ended December 31, 2006, we examined the valuations of our
common stock after June 2006, the point in time of our first significant GSM/UMTS purchase order. As noted above, the $5.13 per share value
determined in the November 2006 valuation was utilized for financial reporting purposes to record share-based compensation for awards granted
on December 14 and December 22, 2006. We retrospectively reviewed the August 2006 valuation for financial reporting purposes and prepared
an analysis of that valuation that included the values of the alternative liquidation scenarios as determined in the November 2006 valuation. As a
result of this analysis, we retrospectively determined that the fair value of our common stock for financial reporting purposes as of the June,
September and October 2006 stock option grant dates was $1.92, $3.99, and $4.49 per share, respectively.

          In January 2007 and again in March 2007, our board of directors requested the valuation firm to update their November 2006 valuation.
The valuation firm conducted these valuation updates utilizing the probability weighted expected return method as prescribed by the Practice
Aid, and considered the same scenarios as utilized in the November 2006 valuation. The valuation firm's January 2007 update resulted in a
determination that the value of our common stock as of January 26, 2007 was $5.87 per share. On February 8, 2007, our board of directors
considered the results of the January 2007 independent valuation, as well as other factors the board deemed relevant, and determined to value
our common stock at $5.87 per share as of that date. The valuation firm's March 2007 update resulted in a determination that the value of our
common stock as of March 19, 2007 was $7.58 per share. On April 13, 2007, our board of directors considered the results of the March 2007
independent valuation, as well as other factors the board deemed relevant, and determined to value our common stock at $8.25 per share as of
that date.
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          The following is a summary of stock option and restricted stock grants during 2006 and through April 2007:

Grants Made During 2006 and
through April 2007

Number of
Option and
Restricted

Shares Granted(a)

Exercise or
Purchase
Price

Fair Value of
Common Stock

February 2, 2006 48,665 $ 1.65(b) $ 1.65
April 18, 2006 971,970 1.65(c) 1.65
June 15, 2006 225,997 1.65(c) 1.92(e)
September 29, 2006 1,230,640 1.65(c) 3.99(e)
October 25, 2006 23,999 1.65(c) 4.49(e)
December 14, 2006 363,653 5.13(d) 5.13
December 22, 2006 199,998 5.13(d) 5.13
January 10, 2007 266,666 5.13(c) 5.13
February 8, 2007 433,333 5.87(d) 5.87
February 9, 2007 384,619 5.87(d) 5.87
March 2, 2007 47,330 5.87(d) 5.87
April 13, 2007 1,066,628 8.25(c) 8.25

(a)
Excludes an aggregate of 3,252 shares of restricted stock granted to our employees at no cost during 2006 and 2007. These shares of
restricted stock vested immediately upon grant. We recorded compensation expense for these stock grants based upon the fair value of
our common stock on the date of grant as determined by our board of directors.

(b)
The exercise or purchase price for the award was equal to the fair value of our common stock as determined in a contemporaneous
valuation by our board of directors.

(c)
The exercise or purchase price for the award was equal to the fair value of our common stock as determined in a contemporaneous
valuation by our board of directors, which considered, among other factors, the then most recent common stock valuation performed
by the valuation firm. The exercise price was at least equal to the fair market value as determined in the then most recent valuation.

(d)
The exercise or purchase price for the award was equal to the fair value of our common stock as determined by our board of directors,
based upon a contemporaneous valuation of our common stock by the valuation firm.

(e)
Retrospectively reassessed for financial reporting purposes in connection with the preparation of our financial statements for the year
ended December 31, 2006.

          As described above, the determination of the fair value of our common stock required the assessment of many quantitative and qualitative
factors. Examples of these factors include the following:

�
our capital structure, including preferential payments, dividend rights and restrictions;

�
the lack of an active public market for our common and preferred stock;

�
industry background and information;

�
developments relating to our products and services;
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�
our financial results, both actual and forecasted; and

�
performance of similarly situated technology companies.

Our board of directors determined the fair value of our common stock taking into consideration these factors and the results of the various
valuations prepared by our valuation firm, as indicated in the table above.
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          On May 15, 2007, we, in consultation with the managing underwriters of our initial public offering, determined our estimated offering
price range of $9.00 to $11.00 per share. The estimated initial public offering price range was based on current market conditions and updated
comparable company market data, and was contingent on our continuing business execution. From February 2, 2006 through April 13, 2007, we
granted share-based awards as indicated in the table above. During this period, the value of our common stock increased primarily as a result of
our improved operating results, our success developing relationships with GSM/UMTS operators and the increased probability of a potential
initial public offering. Based on the increased probability of a potential initial public offering, the discount used by our valuation firm for the
lack of an active market for our common stock was reduced from 30% in the February 2006 valuation to 10% in the March 2007 valuation. The
difference between the fair value of our common stock on each grant date and $10.00, the mid-point of the initial estimated price range for our
initial public offering filed with the SEC on May 18, 2007, declined in each quarter since the beginning of 2006.

          The significant factors contributing to the difference between the fair value of our common stock as determined by our board of directors
and the initial estimated price range for our initial public offering filed with the SEC on May 18, 2007 were:

�
a discount for lack of a public market for our common stock was not included in determining the estimated initial public
offering price;

�
our operating results improved as revenues were $27.6 million in the first quarter of 2007, a 92% increase over the first
quarter of 2006;

�
the valuation firm utilized market and income approaches in their valuations while only a market comparable approach was
applied in determining the estimated initial public offering price; and

�
companies considered in the market comparable approach used to determine the estimated initial public offering price
included companies recently completing public offerings.

Inventory

          We carry our inventory at the lower of historical cost or net realizable value assuming inventory items are consumed on a first-in, first-out
basis. We recognize inventory losses based on obsolescence and levels in excess of forecasted demand. In these cases, inventory is written down
to estimated realizable value based on historical usage and expected demand. Inherent in our estimates of market value in determining inventory
valuation are estimates related to economic trends, future demand for our products and technical obsolescence of our products. If future demand
or market conditions are less favorable than our projections, additional inventory write-downs could be required and would be reflected in the
cost of revenues in the period the revision is made. To date, we have not been required to revise any of our assumptions or estimates used to
determine our inventory valuations.

          When products have been delivered, but the product revenues associated with the arrangement have been deferred as a result of not
meeting the revenue recognition criteria required by SOP 97-2, we defer the related inventory costs for the delivered items.

Income Taxes

          We are subject to income taxes in both the United States and foreign jurisdictions and we use estimates in determining our provisions for
income taxes. We account for income taxes in accordance with SFAS 109, Accounting for Income Taxes, which is the asset and liability method
for accounting and reporting for income taxes. Under SFAS 109, deferred tax assets and liabilities are recognized based on temporary
differences between the financial reporting and income tax bases of assets and liabilities using statutory rates.

42

Edgar Filing: Starent Networks, Corp. - Form S-1

51



           As of December 31, 2006, we had U.S. federal net operating loss carryforwards for income tax purposes of $63.1 million that expire
beginning in 2022 and state net operating loss carryforwards of $65.5 million that expire beginning in 2007. We also had U.S. federal tax credits
of $3.0 million that expire beginning in 2020 and state research and development credits of $652,000 that expire beginning in 2018. The Internal
Revenue Code contains provisions that limit the net operating losses and tax credit carryforwards available to be used in any given year in the
event of certain circumstances, including significant changes in ownership interests, as defined.

          During the year ended December 31, 2006, we recorded income tax expense of $413,000 which consisted primarily of provisions
associated with various state and foreign jurisdictions. Income tax expense related to our international subsidiaries generally results from taxable
income generated by the subsidiary pursuant to intercompany service agreements. We believe the compensation associated with these service
agreements is reasonable in light of the level and nature of services performed by our subsidiaries. However, if a foreign tax jurisdiction or the
Internal Revenue Service were to challenge these arrangements, we could be subject to additional income tax expense either in the United States
or the foreign jurisdiction.

          Our income tax expense consists primarily of provisions associated with various state and foreign jurisdictions as well as federal
alternative minimum tax. Income tax expense related to our international subsidiaries generally results from taxable income generated by the
subsidiary pursuant to intercompany service agreements. We believe the compensation associated with these service agreements is reasonable in
light of the level and nature of services performed by our subsidiaries. However, if a foreign tax jurisdiction or the Internal Revenue Service
were to challenge these arrangements, we could be subject to additional income tax expense either in the United States or the foreign
jurisdiction.

          Due to the uncertainty surrounding the realization of our deferred tax assets, based principally on operating losses, we have provided a full
valuation allowance against our various tax attributes. We will assess the level of valuation allowance required in future periods based on the
available positive and negative evidence at that point in time. Should more positive than negative evidence regarding the realizability of tax
attributes exist at a future point in time, the valuation allowance may be reduced or eliminated altogether. Reduction of the valuation allowance,
in whole or in part, would result in a non-cash reduction in income tax expense during the period of reduction.

          On January 1, 2007, we adopted the provisions of FASB Interpretation, or FIN, No. 48, Accounting for Uncertainty in Income Taxes, an
interpretation of SFAS 109. The new standard defines the threshold for recognizing the benefits of tax return positions in the financial statements
as "more-likely-than-not" to be sustained by the taxing authorities based solely on the technical merits of the position. If the recognition
threshold is met, the tax benefit is measured and recognized as the largest amount of tax benefit, in our judgment, which is greater than 50%
likely to be realized. We did not recognize any change in our reserves for uncertain tax positions as a result of the adoption of this standard. At
the adoption date of January 1, 2007, we had approximately $134,000 of unrecognized tax benefits the benefit of which, if recognized, would
favorably affect the income tax rate in future periods. At June 30, 2007, we had a liability of approximately $134,000 related to unrecognized tax
benefits.

          We recognize interest and penalties related to uncertain tax positions in income tax expense. Upon our adoption of FIN 48 and at June 30,
2007, we had an immaterial amount of accrued interest and penalties associated with our uncertain tax positions.

          We have accumulated significant losses from our inception in August 2000. Since the net operating losses may potentially be utilized in
future years to reduce taxable income, all of our tax years remain open to examination by the major taxing jurisdictions to which we are subject.
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Research and Development Expense

          Research and development expense includes costs incurred to develop intellectual property. Research and development costs are charged
to operations as incurred. The costs to develop new software and substantial enhancements to existing software are expensed as incurred until
technological feasibility has been established, at which time any additional costs would be capitalized. We have determined technological
feasibility is established at the time a working model of software is completed. The time period during which costs could be capitalized, from the
point of reaching technological feasibility until the time of general product release is short. Consequently, the amounts that could be capitalized
are not material to our financial position or results of operations and therefore have been charged to expense as incurred.

Results of Operations

Comparison of the Six Months Ended June 30, 2006 and 2007

Revenues

          The following table sets forth our revenues by type and geographic location of our customers.

Six Months Ended June 30,

2007 2006 Period-to-Period Change

Amount
% of

Revenues Amount
% of

Revenues Amount Percentage

(dollars in thousands)

Revenues:
Product $ 49,573 85% $ 29,466 85% $ 20,107 68%
Service 8,923 15 5,357 15 3,566 67

Total revenues $ 58,496 100% $ 34,823 100% $ 23,673 68%

Revenues by Customer Type:
Direct $ 29,094 50% $ 29,886 86% $ (792) (3)%
Indirect 29,402 50 4,937 14 24,465 496

Total revenues $ 58,496 100% $ 34,823 100% $ 23,673 68%

Revenues by Geography:
United States and Canada $ 36,936 63% $ 27,353 79% $ 9,583 35%
Japan 13,524 23 2,144 6 11,380 531
Korea 6,273 11 324 1 5,949 1,836
Rest of world 1,763 3 5,002 14 (3,239) (65)

Total revenues $ 58,496 100% $ 34,823 100% $ 23,673 68%

          Revenues increased $23.7 million, or 68%, in the six months ended June 30, 2007 as compared to the same period in 2006, primarily due
to increased product sales to existing customers. Product revenues, which include hardware and software sales, increased $20.1 million in the
first half of 2007 as compared to the same period in 2006 due primarily to increased sales to major mobile operators in the United States and
Canada and an increase related to the recognition of revenue in Japan deferred in prior periods since we delivered previously committed
software functionality during the quarter ended June 30, 2007. The increase in revenues from Korea was due primarily to the recognition of
approximately $5.5 million that was deferred at December 31, 2006 due to the delivery of specific software functionality during the first quarter
of 2007.
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Cost of Revenues and Gross Profit

Six Months Ended June 30,

2007 2006 Period-to-Period Change

Amount
% of Related
Revenues Amount

% of Related
Revenues Amount Percentage

(dollars in thousands)

Cost of revenues:
Product $ 10,754 22% $ 7,294 25% $ 3,460 47%
Services 3,329 37 704 13 2,625 373

Total cost of revenues $ 14,083 24% $ 7,998 23% $ 6,085 76%

Gross Profit:
Product $ 38,819 78% $ 22,172 75% $ 16,647 75%
Services 5,594 63 4,653 87 941 20

Total gross profit $ 44,413 76% $ 26,825 77% $ 17,588 66%

          Product gross margin increased three percentage points in the first six months of 2007 as compared to the same period in 2006 due
primarily to a higher proportion of software revenue in the first quarter of 2007.

          The $2.6 million increase in cost of services was primarily due to higher personnel costs, depreciation expense and overhead costs
associated with additional customer support and training personnel that were added during 2006 and in the first half of 2007. We anticipate cost
of services will increase in future periods as we continue to increase the number of customer support personnel we employ and continue to
expand our customer support testing facilities.

          Gross profit on services increased 20% during the first six months of 2007 as a result of the increase in our installed base though the
increase was at a lower rate than the growth in service revenue due to the increased costs of services described above.

          We believe our overall gross margin for the remainder of 2007 will decrease somewhat from the 76% achieved in the first half of 2007.

Operating Expenses

Six Months Ended June 30,

2007 2006 Period-to-Period Change

Amount
% of

Revenues Amount
% of

Revenues Amount Percentage

(dollars in thousands)

Research and development $ 17,651 30% $ 9,705 28% $ 7,946 82%
Sales and marketing 15,936 27 12,745 37 3,191 25
General and administrative 6,242 11 3,499 10 2,743 78

Total operating expenses $ 39,829 68% $ 25,949 75% $ 13,880 53%
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          Personnel Costs.    As discussed above, personnel costs are our largest expense representing 65% of our total operating expenses for the
six months ended June 30, 2007. These costs include a
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cash component and a stock component. The cash component of compensation included in each expense category is set forth below.

Six Months Ended
June 30,

2007 2006 Change

(dollars in thousands)

Research and development $ 9,468 $ 6,275 $ 3,193
Sales and marketing 9,535 8,410 1,125
General and administrative 2,266 1,323 943

Total cash-based compensation in operating expenses $ 21,269 $ 16,008 $ 5,261

          The increases in personnel costs above were due primarily to a higher number of employees in the six month period ended June 30, 2007
compared to the six month period ended June 30, 2006. We added 115 research and development employees, 32 sales and marketing employees
and 15 general and administrative employees since June 30, 2006 resulting in total employees of 501 at June 30, 2007.

          In addition to cash compensation, we provide share-based compensation to our employees which is a significant portion of our personnel
costs. These charges increased significantly in the six month period ended June 30, 2007 as compared to the same period of 2006 due primarily
to the increase in the fair value of our common stock at the time the share-based awards were granted and our higher number of employees. The
share-based compensation included in each expense category is set forth below.

Six Months Ended June 30,

2007 2006 Change

Research and development $ 2,141 $ 82 $ 2,059
Sales and marketing 993 98 895
General and administrative 1,422 44 1,378

Total share-based compensation in operating expenses $ 4,556 $ 224 $ 4,332

          Research and development.    Research and development expenses increased $7.9 million, or 82%, in the first half of 2007 from the same
period in 2006, and the percentage of these costs to revenues also increased. In addition to the increases in personnel costs of $5.3 million
described above, prototype costs were $1.6 million higher in the first half of 2007 as compared to the same period of 2006 due primarily to the
timing of testing of our ST40 platform.

          We intend to continue to invest significantly in our research and development efforts, which we believe are essential to maintaining our
competitive position. Accordingly, we anticipate personnel costs and depreciation expense to increase during the remainder of 2007 as we
continue to add quality assurance personnel and increase our test lab facilities.

          Sales and marketing.    For the first half of 2007, sales and marketing expenses increased $3.2 million, or 25%, as compared to the same
period in 2006, but were lower as a percentage of revenues. The spending increase was due primarily to higher personnel costs of $2.0 million,
higher travel expenses of approximately $514,000 and higher rent and facilities expense.

          We anticipate continuing to increase the number of sales and marketing personnel we employ in future periods to expand our geographic
presence, to address specific customer opportunities and to increase our revenues. The commission portion of sales personnel costs may vary
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significantly if our customer orders differ materially from the quotas established for our sales personnel. In addition, we expect to incur
additional expenses such as demonstration and interoperability testing associated with our ST40 platform in existing and new markets.

          General and administrative.    For the six months ended June 30, 2007, general and administrative expenses increased $2.7 million, or
78%, as compared to the same period in 2006 due primarily to the higher cash and share-based personnel costs discussed above and higher
consulting expenses of $494,000 related to enhancements to our enterprise financial system.

          We expect general and administrative expense to increase in future periods as we invest in infrastructure to support continued growth and
incur additional costs related to operating as a publicly-traded company, including increased audit and legal fees, costs of compliance with
securities and other regulations, investor relations and higher insurance premiums. In addition, we expect to incur additional costs associated
with our pending litigation.

          Interest income.    Interest income consists of income generated from the investment of our cash balances and short-term investments.
Interest income increased $686,000 for the six month period ended June 30, 2007 due to higher average balances and higher rates of return
during this period of 2007. In June 2007, our cash and short-term investment balance increased approximately $116.0 million due to the receipt
of the net proceeds of our initial public offering.

          Income tax expense.    For the six months ended June 30, 2007, we recorded income tax expense of $407,000 compared to $143,000 in the
same period of 2006. The increase in the 2007 period was due primarily to us being subject to federal alternative minimum tax in 2007 and not
in 2006. We anticipate that we will be subject to state and foreign income taxes and federal alternative minimum tax in future years. We have
significant net operating loss carryforwards and other deferred tax assets, but have recorded a valuation allowance against them due to the
uncertainty surrounding the timing and extent of realization of these tax attributes.

          Net income.    Net income increased approximately $4.1 million for the six months ended June 30, 2007 compared to the same period of
2006 due to the items discussed above.
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Comparison of Years Ended December 31, 2005 and 2006

Year Ended December 31,

Period-to-Period
Change2005 2006

Amount
% of

Revenues Amount
% of

Revenues Amount Percentage

(dollars in thousands)

Revenues:
Product $ 51,819 87% $ 81,061 86% $ 29,242 56%
Services 7,841 13 13,289 14 5,448 70

Total revenues $ 59,660 100% $ 94,350 100% $ 34,690 58

Cost of revenues:
Product $ 12,285 21% $ 25,640 27% $ 13,355 109%
Services 1,358 2 2,086 2 728 54

Total cost of revenues $ 13,643 23% $ 27,726 29% $ 14,083 103

Operating expenses:
Research and development $ 18,107 30% $ 25,980 28% $ 7,873 43%
Sales and marketing 19,785 33 30,311 32 10,526 53
General and administrative 7,352 12 8,515 9 1,163 16

Total operating expenses $ 45,244 76% $ 64,806 69% $ 19,562 43%

Revenues

          The following table sets forth our revenues by type and geographic location of our customers.

Year Ended December 31,

Period-to-Period
Change2005 2006

Amount
% of

Revenues Amount
% of

Revenues Amount Percentage

(dollars in thousands)

Revenues by Customer Type:
Direct $ 27,446 46% $ 46,964 50% $ 19,518 71%
Indirect 32,214 54 47,386 50 15,172 47

Total revenues $ 59,660 100% $ 94,350 100% $ 34,690 58

Revenues by Geography:
United States and Canada $ 28,691 48% $ 81,687 87% $ 52,996 185%
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Year Ended December 31,
Japan 18,718 31 4,227 4 (14,491) (77)
Korea 11,731 20 661 1 (11,070) (94)
Rest of world 520 1 7,775 8 7,255 1,395

Total revenues $ 59,660 100% $ 94,350 100% $ 34,690 58%

          Revenues increased $34.7 million in 2006, primarily due to increased product sales to existing customers and recognition of $39.2 million
of revenue that was deferred at December 31, 2005 as compared to the recognition in 2005 of $33.0 million that was deferred at December 31,
2004.

          Product revenues, which include hardware and software sales, increased $29.2 million from 2005 due primarily to increased sales to major
mobile operators in the United States and Canada. The decrease in revenues in Japan and Korea was due primarily to the incremental deferral of
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approximately $8.4 million related to Japan and $5.5 million related to Korea, as compared to the deferral at December 31, 2005. We anticipate
these deferred balances will be recognized during 2007. In addition, a portion of the decrease in revenues in Korea was due to 2005 being the
final period in which revenues were recognized on a subscription basis on a contract that expired on December 31, 2005. In 2006, $14.0 million
of our indirect revenue that had been deferred at December 31, 2005 was recognized based upon us establishing VSOE for maintenance and
support services for a type of customer. At that point in time, deferred revenue was adjusted to the fair value of the undelivered services in
accordance with SOP 97-2.

          Services revenues increased $5.4 million due primarily to increased maintenance and support services being provided on a larger installed
base during 2006.

Cost of Revenues and Gross Profit

Year Ended December 31,

Period-to-Period
Change2005 2006

Amount
% of Related
Revenues Amount

% of Related
Revenues Amount Percentage

(dollars in thousands)

Cost of Revenues:
Product $ 12,285 24% $ 25,640 32% $ 13,355 109%
Services 1,358 17 2,086 16 728 54

Total cost of revenues $ 13,643 23% $ 27,726 29% $ 14,083 103%

Gross Profit:
Product $ 39,534 76% $ 55,421 68% $ 15,887 40%
Services 6,483 83 11,203 84 4,720 73

Total gross profit $ 46,017 77% $ 66,624 71% $ 20,607 45%

          The $14.1 million increase in cost of revenues was attributable to the increase in hardware and software products sold during 2006 or
delivered in previous periods but recognized in revenues during 2006, and higher cost of services.

          Product gross margin percentage decreased 8 percentage points due primarily to the increase in the cost of products sold related to us
establishing VSOE for maintenance and support for a type of customer. As described above, we recorded additional revenues in 2006 as a result
of the establishment of VSOE; however, the cost of products associated with this revenue was higher because the arrangement obligated us to
provide certain products free of charge. We recognized $7.3 million of costs associated with the $14.0 million of revenue that was recognized
upon the establishment of VSOE in 2006. This cost in conjunction with lower average selling price for this OEM arrangement resulted in lower
gross margin percentage.

          We anticipate our direct sales relationships to contribute a higher percentage of our future revenues, which should result in a higher gross
product profit percentage. However, this increase in percentage may be somewhat offset by higher customer support costs as described below.

          During 2006, the $728,000 increase in cost of services was primarily due to higher salaries, incentives and benefits, depreciation expense
and overhead costs associated with additional customer support and training personnel that were added during 2006. We anticipate cost of
services to increase in future periods as we continue to increase the number of customer support personnel we employ. In addition to the
increased number of employees, we plan to expand our customer support testing facilities in 2007 which will increase cost of services. Many of
these costs will be fixed in nature and could therefore result in lower services gross profit in the future.
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           Gross profit on services increased 73% as a result of a substantial increase in maintenance, support and service revenues associated with
the growth in our installed product base without a corresponding proportionate increase in costs. However, we anticipate adding additional
employees and customer support testing facilities during 2007 which may reduce the services gross margin percentage in the future.

Operating Expenses

Year Ended December 31,

2005 2006 Period-to-Period
Change

% of
Revenues

% of
RevenuesAmount Amount Amount Percentage

(dollars in thousands)

Research and development $ 18,107 30% $ 25,980 28% $ 7,873 43%
Sales and marketing 19,785 33 30,311 32 10,526 53
General and administrative 7,352 12 8,515 9 1,163 16

Total operating expenses $ 45,244 76% $ 64,806 69% $ 19,562 43%

          Research and development.    Research and development expenses consisted primarily of the following significant items:

Year Ended December 31,

2005 2006 Period-to-Period
Change

% of
Revenues

% of
RevenuesAmount Amount Amount Percentage

(dollars in thousands)

Payroll and related expenses $ 9,938 17% $ 13,702 15% $ 3,764 38%
Prototypes and related equipment 3,215 5 4,415 5 1,200 37
Consulting 1,485 2 2,281 2 796 54
Depreciation 1,249 2 1,867 2 618 49
Share-based compensation 230 � 708 1 478 208
Other 1,990 3 3,007 3 1,017 51

Total research and development $ 18,107 30% $ 25,980 28% $ 7,873 43%

          Research and development expenses increased $7.9 million or 43% in 2006 from 2005, however the percentage of these costs to revenues
decreased as our revenues increased 58%. Following is a discussion of each significant item listed above:

�
Payroll and related expenses increased $3.8 million due to the addition of 89 employees of which 75 were located in India
and 14 of which were located in the United States. The majority of these additions were in software engineering and quality
assurance to develop and test additional software products.

�
Prototypes and related equipment include the cost of building and testing our hardware products and the cost of our
hardware products utilized to test our software products. These costs increased $1.2 million in 2006 largely due to the
increased personnel. Generally, it is necessary to provide testing equipment for a majority of the testing personnel added. In
addition, prototype expense increased due to development efforts related to enhancements to our hardware.
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�
Consulting expense primarily consists of contract employees utilized in the development and testing of our products. These
expenses increased $796,000 in 2006 as compared to 2005 as we utilized a higher number of contractors.

�
Depreciation expense increased $618,000 due primarily to capital expenditures for equipment and building improvements
and expansions.

�
Other expenses consist primarily of office, facilities and supplies costs. The increase in these costs was due primarily to
additional space required to accommodate increased personnel.

          Sales and marketing.    Sales and marketing expenses consisted primarily of the following significant items:

Year Ended December 31,

2005 2006 Period-to-Period
Change

% of
Revenues

% of
RevenuesAmount Amount Amount Percentage

(dollars in thousands)

Salaries and related expenses $ 8,251 14% $ 10,861 12% $ 2,610 32%
Commissions 3,350 6 10,221 11 6,871 205
Travel 3,548 6 3,398 4 (150) (4)
Consulting 1,185 2 1,712 2 527 44
Share-based compensation 28 � 404 � 376 1,343
Other 3,423 6 3,715 4 292 9

Total sales and marketing $ 19,785 33% $ 30,311 32% $ 10,526 53%

          Sales and marketing expenses increased $10.5 million, or 53%, as compared to 2005, and were slightly lower as a percentage of revenues.
Following is a discussion of each significant item listed above:

�
Salaries and related expenses increased $2.6 million during 2006 due to the addition of sales and marketing personnel.

�
Our sales personnel earn a significant portion of their compensation through commissions that are generally based upon
accepted customer orders and subsequent collections of amounts billed. Commissions increased $6.9 million in 2006, as
compared to 2005, due primarily to customer orders exceeding expectations primarily in the United States and Canada and
2006 customer orders exceeding 2005 orders by $38.3 million.

�
Consulting expenses consist primarily of sales contractors utilized in areas of the world in which we do not have employees
and costs associated with marketing and customer studies. The $527,000 increase in 2006 was due primarily to payments to
consultants paid on a contingent basis relative to a specific customer and additional market studies.

�
Other expense consists primarily of facilities, promotions and demonstration equipment for our customers.
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          General and administrative.    General and administrative expenses consisted primarily of the following significant items:

Year Ended December 31,

2005 2006 Period-to-Period
Change

% of
Revenues

% of
RevenuesAmount Amount Amount Percentage

(dollars in thousands)

Payroll and related expenses $ 2,106 4% $ 3,120 3% $ 1,014 48%
Professional fees 3,585 6 3,104 3 (481) (13)
Consulting 482 1 736 1 254 53
Share-based compensation � � 504 1 504 �
Other 1,179 2 1,051 1 (128) (11)

Total general and administrative $ 7,352 12% $ 8,515 9% $ 1,163 16%

          General and administrative expenses increased $1.2 million, or 16%, in 2006 as compared to 2005, and decreased as a percentage of
revenues. Following is a discussion of each significant item listed above:

�
Payroll and related expenses increased $1.0 million in 2006 as compared to 2005 due primarily to additional finance and
other administrative personnel and higher salaries and bonuses.

�
Professional fees primarily consist of legal and accounting fees. The $481,000 decrease in these costs was due primarily to
lower legal fees in 2006. In 2005, we incurred significant litigation costs related to our defense of certain patent infringement
claims which were not incurred in 2006. This reduction was partially offset by higher accounting and audit fees. In 2006, we
commenced an internal control reporting readiness program.

�
Consulting expenses primarily consist of contractors and system consultants fees. The increase of $254,000 in 2006 was
primarily due to additional finance contract employees utilized prior to permanently filling these positions and consulting
related to our enterprise financial system.

          Interest income.    Interest income consists of income generated from the investment of our cash balances and short-term investments. The
$1.5 million increase was due to higher average balances during 2006 as we generated significant cash from operations and to higher rates of
return on these balances.

          Income tax expense.    For the year ended December 31, 2006, we recorded income tax expense of $413,000 versus $513,000 in the prior
year. The decrease in 2006 was due primarily to us being subject to federal alternative minimum tax in 2005 and not in 2006. We anticipate that
we will be subject to state income taxes and federal alternative minimum taxes in future years. We have significant net operating loss
carryforwards and other deferred tax assets, but have recorded a valuation allowance against them due to the uncertainty surrounding the timing
and extent of realization of these tax attributes.

          Net income.    Net income increased approximately $2.7 million for the year ended December 31, 2006 to $3.6 million. This increase
resulted from the items discussed above, including the increase in interest income of $1.5 million.
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Comparison of Years Ended December 31, 2004 and 2005

Year Ended December 31,

2004 2005 Period-to-Period
Change

% of
Revenues

% of
RevenuesAmount Amount Amount Percentage

(dollars in thousands)

Revenues:
Product $ 29,453 86% $ 51,819 87% $ 22,366 76%
Services 4,942 14 7,841 13 2,899 59

Total revenues $ 34,395 100% $ 59,660 100% $ 25,265 73%

Cost of revenues:
Product $ 12,633 37% $ 12,285 21% $ (348) (3)%
Services 812 2 1,358 2 546 67

Total cost of revenues $ 13,445 39% $ 13,643 23% $ 198 1%

Operating expenses:
Research and development $ 13,303 39% $ 18,107 30% $ 4,804 36%
Sales and marketing 18,445 54 19,785 33 1,340 7
General and administrative 3,185 9 7,352 12 4,167 131

Total operating expenses $ 34,933 102% $ 45,244 76% $ 10,311 30%

Revenues

          The following table sets forth our revenues by type and geographic location of our customers.

Year Ended December 31,

2004 2005 Period-to-Period
Change

% of
Revenues

% of
RevenuesAmount Amount Amount Percentage

(dollars in thousands)

Revenues by Customer Type:
Direct $ 18,856 55% $ 27,446 46% $ 8,590 46%
Indirect 15,539 45 32,214 54 16,675 107

Total revenues $ 34,395 100% $ 59,660 100% $ 25,265 73%
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Year Ended December 31,

Revenues by Geography:
United States and Canada $ 17,102 50% $ 28,691 48% $ 11,589 68%
Japan 7,485 22 18,718 31 11,233 150
Korea 7,704 22 11,731 20 4,027 52
Rest of world 2,104 6 520 1 (1,584) (75)

Total revenues $ 34,395 100% $ 59,660 100% $ 25,265 73%

          Revenues increased $25.3 million in 2005, primarily due to increased product sales to existing customers and $33.0 million of revenue
recognized that was deferred at December 31, 2004 as compared to the recognition in 2004 of $16.1 million that was deferred at December 31,
2003.

          Product revenues, which include hardware and software sales, increased $22.4 million from 2004 due primarily to increased sales to major
mobile operators and the recognition of deferred
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revenue mentioned above. Revenues in Japan increased in 2005 primarily due to the recognition of $6.3 million more revenue from deferred
revenue in 2005 than 2004 and a lower amount of unbilled sales in 2005 than in 2004. The revenues increase related to Korea was due primarily
to the inclusion in 2005 of a full year of revenue recognized on a subscription basis for a particular customer compared to only eight months of
recognition in 2004.

          Services revenues increased $2.9 million due primarily to increased maintenance and support services being provided on a larger installed
base during 2005.

Cost of Revenues and Gross Profit

Year Ended December 31,

2004 2005 Period-to-Period
Change

% of
Related
Revenues

% of
Related
RevenuesAmount Amount Amount Percentage

(dollars in thousands)

Cost of Revenues:
Product $ 12,633 43% $ 12,285 24% $ (348) (3)%
Services 812 16 1,358 17 546 67

Total cost of revenues $ 13,445 39% $ 13,643 23% $ 198 1%

Gross Profit:
Product $ 16,820 57% $ 39,534 76% $ 22,714 135%
Services 4,130 84 6,483 83 2,353 57

Total gross profit $ 20,950 61% $ 46,017 77% $ 25,067 120%

          Cost of revenues was relatively unchanged in 2005 as compared to 2004 due primarily to 2004 including,

�
approximately $640,000 of charges related to warranty and repair costs that largely did not occur in 2005; and

�
an approximate $1.0 million addition to our excess and obsolete reserve which did not recur in 2005.

          Product gross margin increased 19% due primarily to the items discussed above and our 2005 sales having higher average selling prices
than 2004 sales primarily related to customers outside the United States and Canada.

          During 2005, the $546,000 increase in cost of services was primarily due to higher salaries, incentives and benefits and overhead costs
associated with additional support and training personnel that were added during 2005.

          Gross profit on services increased 57% in 2005 primarily as a result of higher maintenance, support and service revenues associated with
the growth in our installed product base without a corresponding increase in costs.
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Operating Expenses

Year Ended December 31,

2004 2005 Period-to-Period
Change

% of
Revenues

% of
RevenuesAmount Amount Amount Percentage

(dollars in thousands)

Research and development $ 13,303 39% $ 18,107 30% $ 4,804 36%
Sales and marketing 18,445 54 19,785 33 1,340 7
General and administrative 3,185 9 7,352 12 4,167 131

Total operating expenses $ 34,933 102% $ 45,244 76% $ 10,311 30%

          Research and development.    Research and development expenses consisted primarily of the following significant items:

Year Ended December 31,

2004 2005 Period-to-Period
Change

% of
Revenues

% of
RevenuesAmount Amount Amount Percentage

(dollars in thousands)

Payroll and related expenses $ 7,913 23% $ 9,938 17% $ 2,025 26%
Prototypes and related equipment 633 2 3,215 5 2,582 408
Consulting 879 3 1,485 2 606 69
Depreciation 1,339 4 1,249 2 (90) (7)
Share-based compensation 200 1 230 � 30 15
Other 2,339 7 1,990 3 (349) (15)

Total research and development $ 13,303 39% $ 18,107 30% $ 4,804 36%

          Research and development expenses increased $4.8 million or 36% from 2004, however the percentage of these costs to revenues
decreased as our revenues increased 73%. Following is a discussion of significant changes in the items listed above:

�
Payroll and related expenses increased $2.0 million due to the addition of 50 employees of which 41 were located in India
and 9 of which were located in the United States. The majority of these additions were in software engineering and quality
assurance in order to develop and test additional software products.

�
Prototypes and related equipment increased $2.6 million in 2005 driven largely by increased personnel. Generally, it is
necessary to provide testing equipment for a majority of the testing personnel added.

�
Consulting expense increased $606,000 in 2005 as compared to 2004 as we utilized a higher number of contractors than in
2004.

55

Edgar Filing: Starent Networks, Corp. - Form S-1

69



Edgar Filing: Starent Networks, Corp. - Form S-1

70



          Sales and marketing.    Sales and marketing expenses consisted primarily of the following significant items:

Year Ended December 31,

2004 2005 Period-to-Period
Change

% of
Revenues

% of
RevenuesAmount Amount Amount Percentage

(dollars in thousands)

Salaries and related expenses $ 5,928 17% $ 8,251 14% $ 2,323 39%
Commissions 6,821 20 3,350 6 (3,471) (51)
Travel 1,966 6 3,548 6 1,582 80
Consulting 1,382 4 1,185 2 (197) (14)
Share-based compensation � � 28 � 28 �
Other 2,348 7 3,423 6 1,075 46

Total sales and marketing $ 18,445 54% $ 19,785 33% $ 1,340 7%

          Sales and marketing expenses increased $1.3 million or 7% as compared to 2004; however, the percentage of these costs to revenues
decreased as our revenues increased 73%. Following is a discussion of the significant changes in the items listed above:

�
Salaries and related expenses increased $2.3 million during 2005 due to the addition of sales and marketing professionals.
Sales professionals were added to expand our geographic presence, to address specific customer opportunities and to
increase our revenues.

�
Our sales personnel earn a significant portion of their compensation through commissions that are generally based upon
accepted customer orders and subsequent collections of amounts billed. Commission expense decreased $3.5 million as
compared to 2004 due primarily to customer orders being lower than established sales quotas.

�
Travel costs increased in 2005 primarily as a result of the personnel hired during the year.

�
Other expense consists primarily of facilities, promotions and demonstration equipment for our customers. The increase in
2005 was due primarily to higher rent and related facility expenses.

          General and administrative.    General and administrative expenses consisted primarily of the following significant items:

Year Ended December 31,

2004 2005 Period-to-Period
Change

% of
Revenues

% of
RevenuesAmount Amount Amount Percentage

(dollars in thousands)

Payroll and related expenses $ 1,359 4% $ 2,106 4% $ 747 55%
Professional fees 1,305 4 3,585 6 2,280 175
Consulting 272 1 482 1 210 77
Other 249 1 1,179 2 930 373
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Year Ended December 31,

Total general and administrative $ 3,185 9% $ 7,352 12% $ 4,167 131%
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          General and administrative expenses increased $4.2 million or 131% as compared to 2004, and increased as a percentage of revenues.
Following is a discussion of each significant item listed above:

�
Payroll and related expenses increased $747,000 as compared to 2004 due primarily to additional finance and other
administrative personnel and higher salaries and bonuses.

�
Professional fees consist primarily of legal and accounting fees. The $2.3 million increase in these costs was due primarily to
higher legal fees in 2005. In 2005, we incurred significant litigation costs related to our defense of certain patent
infringement claims which were not incurred in 2004.

�
The increase of $210,000 in consulting expenses in 2005 was primarily due to higher translation and finance system
consulting and contractor fees.

          Interest income.    Interest income consists of income generated from the investment of our cash balances and short-term investments. The
$662,000 increase in 2005 was due to higher average cash and investment balances due primarily to the issuance of our Series E convertible
preferred stock during 2005 that generated net proceeds of approximately $17.9 million.

          Income tax expense.    For the year ended December 31, 2005, we recorded income tax expense of $513,000 as compared to $160,000 in
2004. The increase in 2005 was due primarily to us being subject to federal alternative minimum tax in 2005 and higher state income taxes. In
2004, income tax expense consisted primarily of taxes related to our international subsidiaries. We have significant net operating loss
carryforwards and other deferred tax assets, but have recorded a valuation allowance against them due to the uncertainty surrounding the timing
and extent of realization of these tax attributes.

          Net income (loss).    Net income totaled $904,000 for the year ended December 31, 2005 as compared to a net loss of $14.0 million for the
year ended December 31, 2004. The increase in net income was due primarily to the increase in revenues, which was partially offset by higher
operating expenses as discussed above.

Selected Quarterly Data

          The following table sets forth our unaudited quarterly consolidated statement of operations data for each of the six quarters ended June 30,
2007. In our opinion, the information presented has been prepared on the same basis as the audited consolidated financial statements included in
this prospectus, and reflects all necessary adjustments, consisting only of normal recurring
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adjustments, necessary for a fair presentation of this data. The results of historical periods are not necessarily indicative of the results of
operations for a full year or any future period.

For the Three Months Ended

March 31,
2006

June 30,
2006

September 30,
2006

December 31,
2006

March 31,
2007

June 30,
2007

(dollars in thousands)

Revenues:
Product $ 11,722 $ 17,744 $ 31,642 $ 19,952 $ 24,452 $ 25,121
Services 2,712 2,645 3,596 4,337 3,190 5,733

14,434 20,389 35,238 24,289 27,642 30,854

Cost of revenues:
Product 3,893 3,401 13,240 5,106 4,438 6,316
Services 341 363 429 953 1,387 1,942

4,234 3,764 13,669 6,059 5,825 8,258

Gross profit 10,200 16,625 21,569 18,230 21,817 22,596

Operating expenses:
Research and
development 3,642 6,064 7,421 8,853 10,066 7,585
Sales and
marketing 5,160 7,584 8,983 8,584 7,069 8,867
General and
administrative 1,516 1,983 2,317 2,699 2,844 3,398

Total operating
expenses 10,318 15,631 18,721 20,136 19,979 19,850

Income (loss) from
operations (118) 994 2,848 (1,906) 1,838 2,746
Other income
(expense), net 420 428 645 744 710 799

Income (loss) before
income tax expense 302 1,422 3,493 (1,162) 2,548 3,545
Income tax expense (50) (92) (243) (27) (243) (164)

Net income (loss) $ 252 $ 1,330 $ 3,250 $ (1,189) $ 2,305 $ 3,381

          Consistent with our historical experience, revenues fluctuated on a quarterly basis in 2006 and 2007 due to timing of customer orders and
revenue recognition in relation to the shipment of products. Revenues for the quarter ended September 30, 2006 included $15.7 million of
revenues associated with us establishing VSOE for maintenance and support for a type of customer, which did not recur in subsequent quarters.
This establishment of VSOE also resulted in the recognition of significant cost of products sold of approximately $7.6 million. These costs, in
addition to this customer having lower average sales prices, resulted in reduced gross margin.

          Research and development expenses increased in each quarter presented due primarily to the hiring of additional research and
development personnel, which in turn resulted in higher prototype and related equipment expense. In addition, we recognized a $2.0 million
payment from a customer for professional services, which was recorded as a reduction of research and development expense in the quarter ended
March 31, 2006. Research and development expenses decreased in the quarter ended June 30, 2007 due to higher prototype expenses in the
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previous quarter and a $1.4 million reimbursement in the quarter ended June 30, 2007 related to engineering services provided to a customer.

          Sales and marketing expenses increased due to the hiring of additional sales personnel and higher commissions in the quarter ended
September 30, 2006.
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          Our net loss of $1.2 million for the quarter ended December 31, 2006 was largely due to the recognition of $1.2 million of share-based
compensation in that period.

          Our operating results may fluctuate due to a variety of factors, many of which are outside of our control. As a result, comparing our
operating results on a period-to-period basis may not be meaningful. Most notably we believe our revenues will vary significantly from period to
period as a result of the following:

�
Fluctuations in the timing of customer orders. Mobile operators require significant lead times to incorporate changes and
enhancements into their networks to ensure the various network components are interoperable. These lead times and
interoperability testing requirements result in an extended sales cycle and can lead to uneven purchasing patterns. In
addition, our reliance on a relatively small number of customers contributes to the variability of revenues.

�
The timing of revenue recognition in relation to the shipment of products. Our products contain software which is not
incidental to our products, therefore we recognize revenue pursuant to the requirements of SOP 97-2 as discussed above.
Due to the requirements of this statement and its related interpretations, such as customer acceptance terms in most of our
contracts and the need for us to establish fair values of our products and services based on facts specific to our operations,
revenue recognition is often deferred for a significant period of time after shipment.

          The variability in our revenues directly impacts our operating performance in any particular period since a significant portion of our
operating costs, such as prototype and related equipment, share-based compensation and sales commissions, are either fixed in the short-term or
may not vary proportionately with recorded revenues. Commissions are recorded at the point in time we receive a customer order and revenue is
recorded at the point in time all of the criteria for revenue recognition have been met. Revenue recognition often occurs in a subsequent period.
The cost for prototype and related equipment may vary based on the number of testing personnel we hire and the number of products being
developed.

Liquidity and Capital Resources

Resources

          We funded our operations from 2000 through 2004 primarily with approximately $100.0 million of net proceeds from issuances of
convertible preferred stock. Since 2005, we have funded our operations principally with cash provided by operating activities, which was driven
mainly by our revenue growth.

          Cash, cash equivalents and short-term investments.    Our cash, cash equivalents and short term investments at June 30, 2007 of
$157.2 million were held for working capital purposes and were invested primarily in money market funds. We do not enter into investments for
trading or speculative purposes. Restricted cash, which totaled $1.0 million at December 31, 2006 and $592,000 at June 30, 2007, and was not
included in cash and cash equivalents, was held as collateral for letters of credit related to vendor and lease agreements.
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          Our net cash flows from operating, investing and financing activities for the periods indicated in the table below were as follows:

Year Ended December 31,

Six Months
Ended
June 30,

2004 2005 2006 2006 2007

(dollars in thousands)

Net cash provided by (used in) operating activities $ (4,095) $ 2,015 $ 31,056 $ 10,978 $ (10,976)
Net cash provided by (used in) investing activities $ (2,368) $ (20,488) $ (28,130) $ (6,003) $ 5,686
Net cash provided by (used in) financing activities $ 25,230 $ 17,780 $ 987 $ 76 $ 117,592
          Operating activities.    Cash from operating activities consists of significant components of the statements of operations adjusted for
changes in various working capital items including deferred revenues, accounts receivable, inventories, accounts payable, prepaid expenses and
various accrued expenses.

Six months ended June 30, 2007 compared to six months ended June 30, 2006.

          For the first six months of 2007, net cash used in operating activities was $11.0 million as compared to cash provided by
operating activities of $11.0 million in the same period in 2006. Cash received from customers decreased $7.9 million in the first half
of 2007 to $34.4 million from $42.3 million in the same period of 2006. This reduction was due primarily to lower accounts receivable
at the beginning of the 2007 period. In addition, cash paid for payroll and related expenses increased $7.3 million totaling
$21.5 million in 2007 compared to the same period in 2006, and cash paid for inventories was approximately $5.4 million higher in the
2007 period as compared to 2006. The increase in payroll and related expenses was due primarily to our increased headcount as
discussed above. The increase in cash paid for inventories was due primarily to our purchases of components related to the
introduction of our ST40 platform.

2005 compared to 2006.

          Net cash provided by operating activities was $31.1 million in 2006 as compared to $2.0 million in 2005. Cash received from
customers increased $45.0 million in 2006 to $112.1 million from $67.1 million in 2005 due primarily to higher shipments combined
with a reduction in accounts receivable of $4.0 million. The increase in cash receipts was partially offset by an increase in payments
for payroll and related expenses of $8.9 million, which totaled $35.5 million in 2006. The increase in payroll and related payments was
due primarily to our increased headcount and sales commissions as discussed above partially offset by an increase in our accruals for
these costs. Cash paid for inventories was $19.8 million in 2006 which was relatively consistent to the 2005 level of $20.3 million. In
addition to these significant receipts and payments, amounts paid for prototypes and related equipment, consulting, professional fees,
travel and other items increased during 2006 due primarily to our higher number of personnel, increased number of locations and
continued investment in infrastructure to support our growth.
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2004 compared to 2005.

          Net cash provided by operating activities was $2.0 million in 2005 as compared to $4.1 million used in operations during 2004.
Cash received from customers increased $21.2 million in 2005 to $67.1 million from $45.9 million in 2004 due primarily to an
increase in shipments. The increase in cash receipts was partially offset by an increase in payments for payroll and related expenses of
$7.6 million, which totaled $26.6 million in 2005 and increases in prototypes and related equipment, consulting, professional fees and
travel and entertainment. The increase in payroll and related expenses was due primarily to our increased headcount in 2005. We paid
approximately $20.3 million in 2005 for inventories, which increased approximately $1.0 million from 2004 due to higher shipments
in 2005. The increase in amounts paid for prototypes and related equipment, consulting and professional fees, travel and other items
increased during 2005 due primarily to our higher number of personnel, increased number of locations and continued investment in
infrastructure to support our growth.

          Investing activities.    Cash from investing activities consisted primarily of capital expenditures and purchases and sales of short-term
investments associated with our investment balances. The $5.7 million of cash provided by investing activities during the first half of 2007
consisted primarily of maturities for short-term investments partially offset by $10.1 million of capital expenditures. The $7.6 million increase in
cash used in investing activities in 2006 was due primarily to higher capital expenditures of $6.2 million, related primarily to office expansions
and equipment, and $1.2 million of higher net purchases of short-term investments as compared to 2005. Cash used in investing activities
increased $18.1 million in 2005 as compared to 2004, $17.4 million of which was due to higher net purchases of short-term investments and
$1.6 million of which was due to higher capital expenditures.

          Financing activities.    Cash from financing activities consisted primarily of cash received from the issuance of convertible preferred stock
and sales and exercises of our equity instruments. The increase in cash provided by financing activities of $117.6 million in the first half of 2007
was due primarily to approximately $127.0 million of cash received from the issuance of 10,580,226 shares of our common stock at $12.00 per
share in our initial public offering reduced by approximately $8.9 million of discounts and commissions and approximately $2.1 million of other
costs associated with the offering. The decrease in cash provided by financing activities of $16.8 million in 2006 was due primarily to
$17.9 million less proceeds from the issuance of convertible preferred stock partially offset by higher proceeds from the sales and exercises of
our restricted stock and stock options of $965,000. Cash provided by financing activities decreased $7.5 million in 2005 due primarily to lower
proceeds from the issuance of our convertible preferred stock of $7.0 million. At December 31, 2006 we had no long-term debt outstanding and
our restricted cash was our only asset pledged as collateral.

          We believe our existing cash and cash equivalents, short-term investments and cash flows from operating activities will be sufficient to
finance our planned growth, enhance our products and fund anticipated capital expenditures at least through 2009.

          We may use the net proceeds from this offering for working capital and other general corporate purposes, to finance accelerated growth,
develop new product lines and fund acquisitions and strategic investments. These future working capital requirements will depend on many
factors, including the rate of our revenues growth, our introduction of new products and enhancements and our expansion of sales and marketing
and product development activities. To the extent our existing resources and the proceeds of this offering are insufficient to fund these activities
we may need to raise additional funds through bank credit arrangements or public or private equity or debt financings. We also may need to raise
additional funds in the event we
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determine in the future to effect one or more acquisitions of businesses, technologies and products that complement our existing operations. In
the event additional funding is required, we may not be able to obtain bank credit arrangements or affect an equity or debt financing on terms
acceptable to us or at all.

Requirements

          Capital expenditures.    We have made capital expenditures primarily for testing and evaluation systems and equipment to support product
development, as well as for leasehold improvements and other general purposes to support our growth. Our capital expenditures totaled
$1.7 million in 2004, $3.4 million in 2005, $9.6 million in 2006 and $10.1 million in the six months ended June 30, 2007. We expect capital
expenditures to be approximately $18-20 million for the full year of 2007, primarily related to purchases of test equipment, equipment to support
product development, leasehold improvements and other general purposes to support our growth.

          Contractual obligations and requirements.    As of June 30, 2007, our commitments under operating leases and purchase obligations were
as set forth below. For purposes of the table below, purchase obligations are defined as agreements to purchase goods or services that are
enforceable and legally binding and that specify all significant terms, including, fixed or minimum quantities to be purchased, fixed, minimum
or variable pricing provisions, and the approximate timing of transactions.

Total
Remainder of

2007
1-3
Years

4-5
Years

More than
5 Years

(dollars in thousands)

Operating leases $ 6,410 $ 1,132 $ 3,616 $ 1,662 $ �
Purchase obligations 8,547 7,772 775 � �

Total $ 14,957 $ 8,904 $ 4,391 $ 1,662 $ �

Off-Balance-Sheet Arrangements

          We do not engage in any off balance sheet financing activities. We do not have any interest in entities referred to as variable interest
entities, which includes special purpose entities and other structured finance entities.

Quantitative and Qualitative Disclosures About Market Risk

          Market risk represents the risk of loss that may impact our financial position due to adverse changes in financial market prices and rates.
Our market risk exposure is primarily a result of fluctuations in foreign exchange rates and interest rates. We do not hold or issue financial
instruments for trading purposes.

Foreign Currency Exchange Risk

          To date, substantially all of our international customer agreements have been denominated in U.S. dollars. Accordingly, we have limited
exposure to foreign currency exchange rates and do not enter into foreign currency hedging transactions. The functional currency of our foreign
operations in Europe, Asia and South America is the U.S. dollar. Accordingly, all assets and liabilities of these foreign subsidiaries are
remeasured into U.S. dollars using the exchange rates in effect at the balance sheet date. Revenues and expenses of these foreign subsidiaries are
remeasured into U.S. dollars at the average rates in effect during the year. Any differences resulting from the remeasurement of assets, liabilities
and operations of these subsidiaries are recorded within other
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income (expense) in the consolidated statements of operations. If the foreign currency exchange rates fluctuated by 10% as of June 30, 2007, our
foreign exchange gain or loss would have fluctuated by approximately $147,000.

Interest Rate Risk

          At June 30, 2007, we had unrestricted cash and cash equivalents and short-term investments totaling $157.2 million. These amounts were
invested primarily in money market funds and high quality corporate and government securities. The unrestricted cash and cash equivalents were
held for working capital purposes. We do not enter into investments for trading or speculative purposes. Due to the short-term nature of these
investments, we believe that we do not have any material exposure to changes in the fair value of our investment portfolio as a result of changes
in interest rates. Declines in interest rates, however, would reduce future investment income.

Recent Accounting Pronouncements

          In July 2006, the FASB issued FASB Interpretation 48, Accounting for Uncertainty in Income Taxes, an interpretation of SFAS 109,
Accounting for Income Taxes, which prescribes a recognition threshold and measurement process for recording in the financial statements
uncertain tax positions taken or expected to be taken in a tax return. In addition, FIN 48 provides guidance on the derecognition, classification,
interest and penalties, accounting in interim periods and disclosure requirements for uncertain tax positions. The accounting provisions of FIN
48 were effective for us beginning on January 1, 2007. The adoption of FIN 48 did not have a material impact on our results of operations,
financial position or cash flows.

          In September 2006, the FASB issued SFAS 157, Fair Value Measurement, which provides guidance for using fair value to measure assets
and liabilities. In addition, SFAS 157 also provides guidance for expanded information about the extent to which companies measure assets and
liabilities at fair value, the information used to measure fair value and the effect of fair value measurements on earnings. SFAS 157 applies
whenever other standards require (or permit) assets or liabilities to be measured at fair value, but does not expand the use of fair value to any
new circumstances. The accounting provisions of SFAS 157 will be effective for us beginning January 1, 2008. We are in the process of
determining the effect the adoption of SFAS 157 will have on our consolidated financial statements.

          In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and Financial Liabilities, Including an
Amendment of FASB Statement No. 115. SFAS 159 allows entities to measure many financial instruments and certain other assets and liabilities
at fair value on an instrument-by-instrument basis (the fair value option). The fair value option represents step in the evolution of financial
reporting because it considerably expands the ability of entities to select the measurement attribute for certain assets and liabilities. We will be
required to adopt the provisions of SFAS 159 January 1, 2008, however earlier adoption is allowed. We will adopt this standard on January 1,
2008. We are in the process of determining the effect the adoption of SFAS 159 will have on our consolidated financial statements.

Change in Accountants

          Ernst & Young LLP previously served as our independent registered public accounting firm. On April 20, 2005, our board of directors
dismissed Ernst & Young LLP as our registered public accounting firm. As of April 20, 2005, Ernst & Young LLP had not begun its audit of our
consolidated financial statements as of and for the fiscal year ended December 31, 2004.

          Ernst & Young LLP's audit reports on our consolidated financial statements as of and for the years ended December 31, 2002 and 2003
did not contain any adverse opinion or disclaimer of
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opinion, nor were they qualified or modified as to uncertainty, audit scope or accounting principle except with respect to their audit report on our
2002 financial statements, which contained an explanatory paragraph to highlight a going concern uncertainty. In connection with its audits of
our financial statements as of December 31, 2002 and 2003 and for the years then ended and during the interim period from January 1, 2004
through April 20, 2005, there were no disagreements with Ernst & Young LLP on any matter of accounting principles or practices, financial
statement disclosure, or auditing scope or procedure, which disagreements, if not resolved to the satisfaction of Ernst & Young LLP, would have
caused Ernst & Young LLP to make reference to the subject matter of the disagreement in connection with its audit reports related to our fiscal
2002 and 2003 consolidated financial statements. During our two fiscal years ended December 31, 2002 and 2003 and during the interim period
from January 1, 2004 until April 20, 2005, there were no reportable events as defined in Item 304(a)(1)(v) of Regulation S-K.

          Subsequent to our dismissal of Ernst & Young LLP, management restated its financial statements as of and for the years ended
December 31, 2002 and 2003 principally related to the shifting of the recognition of approximately $3.5 million of revenue and the related cost
of revenue from 2003 to later periods. We have not consulted with Ernst & Young LLP with regard to the basis for those restatements. As
described below, our 2003 financial statements as presented in this prospectus have been audited by PricewaterhouseCoopers LLP and the 2002
financial statements as presented in this prospectus are unaudited.

          Also on April 20, 2005, our board of directors appointed PricewaterhouseCoopers LLP as our new independent registered public
accounting firm for the fiscal year ended December 31, 2005 and engaged PricewaterhouseCoopers LLP to conduct an audit of our consolidated
financial statements for the year ended December 31, 2004. In connection with this audit, PricewaterhouseCoopers LLP also audited our restated
2003 financial statements.

          We did not consult with PricewaterhouseCoopers LLP on any financial or accounting reporting matters before its appointment.
PricewaterhouseCoopers LLP has reported on our consolidated financial statements for each of the fiscal years ended December 31, 2003, 2004,
2005 and 2006 included in this prospectus.

          We delivered a copy of this disclosure to Ernst & Young LLP on October 12, 2007 and requested that Ernst & Young LLP furnish us with
a letter addressed to the SEC stating whether or not it agrees with the above statements regarding Ernst & Young LLP. Attached to the
registration statement of which this prospectus is a part, as Exhibit 16.1, is a copy of the letter of Ernst & Young LLP to the SEC dated
October 15, 2007.
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BUSINESS

Overview

          Starent Networks is a leading provider of infrastructure hardware and software products and services that enable mobile operators to
deliver multimedia services to their subscribers. We have created hardware and software products that provide core network functions and
services, including access from a wide range of radio networks to the operator's packet core network. Our products and services also provide
management of subscriber sessions moving between networks and application of billing and other session policies. Our products and services
provide high performance and system intelligence by combining significant computing power, memory and traffic handling capabilities with a
flexible, high availability operating system and other proprietary software. Our products integrate multiple network functions and services
needed for the delivery of advanced multimedia services, such as video, Internet access, voice-over-IP, e-mail, mobile TV, photo sharing and
gaming.

          Consumers and professionals are increasingly using mobile phones and other multimedia handheld devices to stay connected to each
other, to access the Internet, to utilize business applications and for entertainment. At the same time, mobile operators are experiencing declining
profits from voice services and increasing competitive pressures. To address these changes, mobile operators are deploying next-generation
wireless networks, such as third generation, or 3G, networks, that are capable of delivering high quality, mobile multimedia services to
subscribers. In deploying these new networks, mobile operators are seeking packet core network products and services that can deliver higher
performance and functionality than has been available from products repurposed from wireline applications.

          We have developed our multimedia core network platforms, the ST16 and the ST40, and our proprietary software specifically to address
the needs of packet-based mobile networks. Our products are designed to provide mobile operators with new revenue opportunities while also
reducing their costs. Our products possess a high degree of system intelligence that allows a mobile operator to understand the details of each
subscriber session, enabling individual subscriber management and network traffic flow control. Our products also offer high performance
capabilities, such as high capacity, significant data processing rates and high transaction rates, which increase the efficiency of the network and
enhance the mobile subscriber's experience. To increase reliability, our platforms employ hardware redundancy and high-availability software
techniques. By integrating several network functions into a single element, we allow mobile operators to simplify their networks. We designed
our products to be access independent in that they can function across a range of 2.5G, 3G and 4G mobile and wireless radio access networks.

          We sell our hardware and software products to leading mobile operators around the world both directly and through OEMs, system
integrators and distributors. We were founded in 2000 and our products were first used commercially by a mobile operator in the first quarter of
2003. Since 2003, our products have been deployed by over 60 mobile operators in 25 countries. We were profitable in fiscal years 2005 and
2006. In 2006, our revenues were $94.4 million and our net income was $3.6 million, including interest income of $2.3 million. For the six
months ended June 30, 2007 our revenues and net income were $58.5 million and $5.7 million, respectively. As of June 30, 2007, we had an
accumulated deficit of $99.8 million.

Industry Background

          Mobile operators today are experiencing some of the most dramatic changes to their business models since the advent of mobile
communications. These changes are the result of increased competition among mobile operators, the decline in average revenue per subscriber
from voice communications and the rapid increase in mobile subscriber demand for a wide range of multimedia services. To address each of
these trends, mobile operators are dramatically increasing
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the data services provided through their networks. For example, Verizon Wireless reported for the second quarter of 2007 that data revenues
were up 70.3% over the prior year period, contributing $1.8 billion, or 19% of all service revenue in the quarter. This trend is expected to
continue. Strategy Analytics, an independent research firm, forecasts that data services will account for 24% of subscriber revenue by 2011.
According to Strategy Analytics, global mobile data services revenue is expected to grow 15% annually over the next five years from
$106 billion in 2006 to $200 billion in 2011.

          Several factors are accelerating the growth of data-rich multimedia traffic on mobile wireless networks. The number of mobile subscribers
worldwide continues to grow as established markets experience increases in subscriber penetration and developing countries adopt mobile
communications more rapidly. According to Wireless Intelligence, an independent research firm, the number of worldwide mobile connections
is expected to grow 50% from 2.7 billion in 2006 to 4 billion in 2010. Another factor is our increasingly mobile and interconnected society in
which information is accessible and communications are available all the time regardless of location. Moreover, as individuals and enterprises
become accustomed to increased access to multimedia services on the Internet, including video, music downloads, multimedia messaging and
continuous information and news, there is an increasing desire to have mobile access to these services. Also contributing to the growth in traffic
is the proliferation of mobile devices designed for multimedia services, such as smart phones, personal digital assistants, laptop computers and
other handheld devices.

The Evolution of Mobile Voice and Data Networks

          Mobile operators have been aggressively upgrading their networks in response to the demands created by the growth in voice and
multimedia services. IDC, an independent research firm, estimates that capital expenditures in the global wireless infrastructure market in 2006
were more than $46.5 billion. In particular, mobile operators have made significant investments in upgrading from 2G to 3G radio access
technologies that can provide greater bandwidth needed to increase voice capacity and deliver high bandwidth data services.

          The two principal radio access interfaces in use today are Code Division Multiple Access, or CDMA, which is used primarily in the
United States and Asia, and Global System for Mobile Communications/Universal Mobile Telecommunications System, or GSM/UMTS, which
is used in most markets around the world. CDMA mobile operators are currently upgrading to CDMA2000 1X, 1xEV-DO Rev. 0 and 1xEV-DO
Rev. A, while GSM/UMTS operators are moving to High Speed Packet Access, or HSPA. Additionally, many operators are exploring more
advanced fourth generation, or 4G, access technologies, such as Mobile WiMax and Long Term Evolution/System Architecture Evolution, or
LTE/SAE.

          In addition to upgrading the radio access portion of their networks, mobile operators are deploying packet-based technology to supplement
or replace circuit-based technology. Traditional circuit networks, which were developed for voice communications, establish a dedicated circuit
for each call. However, circuit networks are relatively inefficient and do not allow for high-bandwidth multimedia services. Packet networks
split traffic into multiple pieces of data, or packets, that are routed over an Internet Protocol, or IP, network, eliminating the need to establish a
dedicated circuit for each call or session. The use of a packet core network increases network efficiency and lowers operating costs, while also
enabling an operator to deliver multimedia services. As more multimedia services are deployed, more traffic will flow over the packet network.
Over time, we expect mobile operators will convert entirely to packet networks not only for data services but also for all voice communications.
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          The following diagram illustrates the flow of traffic in both circuit-based and packet-based mobile networks:

          As mobile operators implement more multimedia services on their packet networks, they are looking to further standardize the delivery of
these services. New core network architecture standards are being developed, such as IP Multimedia Subsystem, or IMS, and Multimedia
Domain, or MMD. These standards will also be implemented by wireline operators. The implementation of these new delivery architecture
standards by both mobile and wireline operators will provide an opportunity for fixed-mobile convergence, which is the ability of a subscriber to
have a uniform service experience as they move between a mobile network, such as a 3G network, and a wireline or a fixed wireless network,
such as WiFi. With the convergence of mobile and wireline networks, telecommunications operators will be able to provide services to users
irrespective of their location, access technology and communications device.

The Need for Intelligent and Robust Network Products and Services

          As mobile networks transition to next-generation access technologies and become increasingly packet-based, many mobile operators want
their networks to be "intelligent." An intelligent network provides mobile operators with the ability to inspect data packets from individual
transactions in great detail. This deep packet inspection allows the mobile operator to shape each subscriber session using quality of service,
bandwidth allocation and traffic flow control. This ability to actively manage network traffic flows allows mobile operators to deliver a
consistent experience as subscribers roam through a mobile network or move across different types of networks. In order to offer reliable and
intelligent mobile networks that provide a high quality subscriber experience and are able to handle increasing amounts of network traffic,
operators require infrastructure products and services that:

�
Identify and manage individual communications sessions. The network needs to be able to identify, manage and manipulate
each subscriber session by applying policy and charging decisions based on the mobile operator's business model or
subscriber policies.

�
Handle significant traffic. As multimedia services dramatically increase the volume of network traffic, networks must be
capable of handling this traffic without diminishing the subscriber experience. This capability will require significant
computing power and data processing rates.
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�
Simplify the network. As mobile operators provide an increasing number of services and capabilities, they will need to
simplify their networks so they can limit the deployment of costly new equipment each time a new service or capability is
added.

�
Deliver quality of service, reliability and availability. As mobile subscribers pay a premium for advanced multimedia
services, they will demand that these advanced services be of high quality, reliable and available whenever the subscriber
wants to access them.

�
Support multiple radio access technologies and subscriber management. As mobile networks evolve to include different
access technologies, mobile operators need the ability to provide the same services regardless of access mode and to apply
common subscriber management tools, such as billing and subscriber authentication, across multiple access networks.

�
Are easy to upgrade. As networks continue to evolve rapidly, operators must be able to easily and cost effectively integrate
new access technologies and services with their existing networks and increase capacity.

          Historically, mobile operators deploying packet networks have been required to retrofit network infrastructure hardware and software
originally designed for wireline networks. These products have included repurposed network switches, routers and off-the-shelf enterprise
servers, none of which are able to sufficiently satisfy the needs of mobile operators to deliver efficient and reliable multimedia services.

          While routers and network switches are capable of forwarding packets of information, they lack the integrated processing power, memory
and software needed to examine individual packets and apply defined business policies and subscriber services to them. To overcome these
shortcomings, mobile operators typically connect the repurposed switches and routers with numerous enterprise servers in order to provide
services such as deep packet inspection, virtual private networks and firewalls. These multi-element configurations require network traffic to
make multiple hops through different networks and equipment for the additional services. This can cause network traffic delays and limit
subscriber and network visibility. These delays result in slower transmission speeds, a lower quality experience for the subscriber and potentially
lower service use. These delays also have a significant negative impact on real-time services, such as voice and streaming video.

          These multi-element configurations can also increase network complexity, resulting in a product that is difficult and expensive to scale
and often costly to operate. This complexity also makes the deployment of new network functions and addition of new subscriber services
time-consuming and expensive because it often requires a new configuration. Additionally, the need for redundancy to improve service
reliability further increases both the complexity and the cost of these multi-element configurations. Even with additional redundancy, the
complexity of these systems creates multiple potential points of failure, and engineering a multi-element product that can handle the large
volumes of traffic on a typical mobile operator's network can be difficult.

Our Solutions

          We have introduced new, "purpose-built" network infrastructure products comprised of both high-performance hardware and software that
address the specific challenges faced by mobile operators in offering multimedia services. Our products fulfill a number of network functions
that enable carriers to deliver multimedia services across a range of network architectures. Unlike repurposed multi-element configurations, our
integrated products and services were designed specifically to provide the high capacity, data processing rates, computer processing capability
and software required to meet the needs of mobile operators in offering packet-based multimedia services.
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          Our hardware and software products and services provide six key, integrated capabilities that create enhanced revenue opportunities and
facilitate reduced costs for mobile operators:

�
Intelligence to shape the subscriber experience. Our products' system intelligence allows mobile operators to manage each
subscriber session, which is critical for creating, delivering and charging for differentiated services, while enhancing the
subscriber experience. Our products combine custom software with significant processing power and memory to conduct a
detailed inspection of each subscriber session and to associate that session with a subscriber need, operator service
requirement or operator business policy.

�
High performance. Our products improve the performance of a mobile operator's network by enhancing the network's
capabilities and efficiencies. Our products are able to handle increasing amounts of network traffic to support a large number
of subscribers on one platform. They also provide high bandwidth and data processing rates for improved traffic capacity
and flow, which increases network efficiency and performance. In addition, the high call transaction rates provided by our
products enhance the ability of our products to handle increasing amounts of network traffic, reduce unwanted delays in
network traffic and allow the subscriber to have quick access to network services.

�
Simple and flexible network architecture. Our products allow mobile operators to integrate a number of network functions
and enhanced services into a single hardware platform. In addition to providing network functions such as access,
management of subscriber sessions moving between networks and application of billing and other session policies, our
platforms are capable of integrating advanced services, such as enhanced charging and billing, firewall protection, security
and content filtering. We refer to these services as in-line services. Traditionally such services would be deployed out of line
from the session stream in a server farm elsewhere in the network. By integrating both network functions and in-line
services, mobile operators can simplify the design of their networks, more rapidly deploy services and improve the flow of
network traffic, while also reducing costs.
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