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PART 1 - Financial Information

Item 1. Financial Statements

LUCENT TECHNOLOGIES INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(Amounts in Millions, Except Per Share Amounts)

(Unaudited)

Three months ended Six months ended

March 31, March 31,

2004 2003 2004 2003
Revenues:
Products $ 1,715 $ 1,972 $ 3,508 $ 3,560
Services 479 431 945 918
Total revenues 2,194 2,403 4,453 4,478
Costs:
Products 882 1,263 1,863 2,471
Services 374 378 733 791
Total costs 1,256 1,641 2,596 3,262
Gross margin 938 762 1,857 1,216
Operating expenses:
Selling, general and administrative 315 491 642 887
Research and development 325 382 617 771
Business restructuring (17 ) (131 ) 12 (150 )
Total operating expenses 623 742 1,271 1,508
Operating income (loss) 315 20 586 292 )
Other expense, net 172 489 93 467
Interest expense 97 79 210 173
Income (loss) before income taxes 46 (548 ) 283 932 )
Benefit from income taxes 22 197 123 317
Net income (loss) 68 (351 ) 406 615 )
Conversion / redemption cost  8.00% preferred stock (166 ) (1 ) (266 )
Preferred stock dividends and accretion 36 ) 12 (61 )
Net income (loss) applicable to common shareowners $ 68 $ (553 ) $417 $942 )

Net income (loss) applicable to common shareowners:

Basic $ 0.02 $ (.14 ) $0.10 $025 )
Diluted $ 0.02 $ (.14 ) $0.09 $025 )
Weighted average number of common shares outstanding:

Basic 4,255 3,945 4,218 3,763
Diluted 4,346 3,945 4,784 3,763

See Notes to Unaudited Consolidated Financial Statements.
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LUCENT TECHNOLOGIES INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Amounts in Millions, Except Per Share Amounts)
(Unaudited)

ASSETS

Cash and cash equivalents

Marketable securities

Receivables, less allowance of $140 and $246, respectively
Inventories

Other current assets

Total current assets

Marketable securities

Property, plant and equipment, net

Prepaid pension costs

Goodwill and other acquired intangibles, net
Other assets

Total assets

LIABILITIES

Accounts payable

Payroll and benefit-related liabilities
Debt maturing within one year
Other current liabilities

Total current liabilities

Postretirement and postemployment benefit liabilities
Pension liabilities

Long-term debt

Liability to subsidiary trust issuing preferred securities
Other liabilities

Total liabilities

Commitments and contingencies
8.00% redeemable convertible preferred stock

SHAREOWNERS DEFICIT

Preferred stock - par value $1.00 per share; authorized shares: 250; issued and outstanding

shares: none

Common stock - par value $.01 per share; authorized shares: 10,000; 4,278 issued and 4,277
outstanding shares as of March 31, 2004 and 4,170 issued and 4,169 outstanding shares as of

September 30, 2003

Additional paid-in capital
Accumulated deficit

Accumulated other comprehensive loss
Total shareowners deficit

Total liabilities, redeemable convertible preferred stock and shareowners deficit

See Notes to Unaudited Consolidated Financial Statements.

March 31,
2004

$3,329
821
1,587
789
933
7,459

439
1,479
5,013
185
1,206
$15,781

$989
953
907
2,903
5,752

4,707
2,270
4,214
1,152
1,206
19,301

43

22,610
(22,389 )
(3,784 )
(3,520 )

$15,781

Form 10-Q - Part 1

September 30,
2003

$3.,821
686
1,511
632
1,183
7,833

1,593
4,659
188
1,492
$ 15,765

$1,072
1,080
389
2,479
5,020

4,669
2,494
4,439
1,152
1,362
19,136

868

42

22,252
(22,795 )
(3,738 )
(4,239 )

$ 15,765
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LUCENT TECHNOLOGIES INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREOWNERS DEFICIT

(Amounts in Millions)

(Unaudited)
Accumulated
Shares of Additional Other Total
Common Common Paid-In Accumulated Comprehensive Shareowners
Stock Stock Capital Deficit Loss Deficit
Balance as of September 30, 2003 4,169 $42 $22,252 $(22,795 ) $ (3,738 ) $ (4,239 )
Net income 406 406
Minimum pension liability adjustment 4 ) @ )
Reclassification adjustment for realized
gains on investments (75 )y (75 )
Foreign currency translation
adjustments 32 32
Unrealized holding gains on
investments 1 1
Issuance of common stock in
connection with the exchange of
convertible securities and certain other
debt obligations 18 73 73
Issuance of common stock related to
employee benefit plans 57 1 168 169
Issuance of common stock in
connection with settlement of
shareowners lawsuit 33 105 105
Preferred stock dividends and accretion 12 12
Balance as of March 31, 2004 4,277 $43 $22,610 $(22,389 ) $ (3,784 ) $ (3,520 )

See Notes to Unaudited Consolidated Financial Statements.
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LUCENT TECHNOLOGIES INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in Millions)
(Unaudited)

Six months ended

March 31,

2004 2003
Operating activities:
Net income (loss) $ 406 $615 )
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Non-cash portion of business restructuring reversals (173 )
Depreciation and amortization 345 552
Recovery of bad debts and customer financings (113 ) 67 )
Deferred income taxes (12 )y (135 )
Pension credit 554 ) (491 )
Other adjustments for non-cash items 221 284
Changes in operating assets and liabilities:
(Increase) decrease in receivables 45 ) 71
(Increase) decrease in inventories and contracts in process (87 ) 205
Decrease in accounts payable (84 ) (135 )
Changes in other operating assets and liabilities 76 531 )
Net cash provided by (used in) operating activities 153 (1,035 )
Investing activities:
Capital expenditures (61 ) (188 )
(Purchases) maturities of marketable securities 569 ) 297
Other investing activities 36 97
Net cash (used in) provided by investing activities 594 ) 206
Financing activities:
Net proceeds from short-term borrowings 2 113
Repayments of long-term debt 228 ) (15 )
Issuance of common stock 162 14
Repayment of 8.00% convertible securities (21 )
Other financing activities 6
Net cash (used in) provided by financing activities (79 ) 112
Effect of exchange rate changes on cash and cash equivalents 28 28
Net decrease in cash and cash equivalents 492 ) 689 )
Cash and cash equivalents at beginning of year 3,821 2,894
Cash and cash equivalents at end of period $3,329 $2,205
Supplemental cash flow information:
Income tax refunds (payments), net $35 $1 )
Interest payments $192 $172

See Notes to Unaudited Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. BASIS OF PRESENTATION

Lucent Technologies Inc. s (referred to in this report as the Company , we , us , our or Lucent )unaudited consolidated financial statements re
all adjustments (consisting of normal recurring accruals) that are considered necessary for a fair presentation of results of operations, financial
position and cash flows as of and for the periods presented.

The unaudited consolidated financial statements are prepared in conformity with accounting principles generally accepted in the United States of
America. Management is required to make estimates and assumptions that affect the amounts reported in the unaudited consolidated financial
statements and accompanying disclosures. Actual results could differ from those estimates. Among other things, estimates and assumptions are
used in accounting for long-term contracts, allowances for bad debts and customer financings, inventory obsolescence, restructuring reserves,
product warranty, amortization and impairment of intangibles, goodwill and capitalized software, depreciation and impairment of property, plant
and equipment, employee benefits, income taxes, warrants (expected to be issued in connection with our shareowner settlement), and
contingencies. Estimates and assumptions are periodically reviewed and the effects of any material revisions are reflected in the consolidated
financial statements in the period that they are determined to be necessary.

The results for the periods presented are not necessarily indicative of the results for the full fiscal year and should be read in conjunction with the
audited consolidated financial statements for the year ended September 30, 2003 included in Form 10-K, filed on December 9, 2003. Certain
reclassifications were made to conform to the current period presentation.

2. PENSION AND POSTRETIREMENT BENEFITS

We maintain defined benefit pension plans covering the majority of employees and retirees, as well as postretirement benefit plans for the
majority of U.S. employees and retirees, which include health care, dental benefits and life insurance coverage. The pension plans feature a
traditional service-based program as well as a cash balance program.

The funding policy for the pension plans is to contribute amounts sufficient to meet minimum funding requirements as set forth in employee
benefit and tax laws plus such additional amounts as we may determine to be appropriate. We do not expect to make any contributions to our
U.S. pension plans during fiscal 2004. Contributions to our non-U.S. pension plans are not expected to be material during fiscal 2004.

We expect our cash requirements for funding postretirement health care to be approximately $240 million during fiscal 2004, including $70
million and $110 million that were funded during the three and six months ended March 31, 2004, respectively.

The following tables summarize the components of net periodic benefit cost (credit):

Pension benefits

Three months ended Six months ended

March 31, March 31,
(in millions) 2004 2003 2004 2003
Service cost $ 38 $ 45 $ 77 $ 85
Interest cost 429 480 858 953
Expected return on plan assets (767 ) (805 ) (1,530 ) (1,587 )
Amortization of prior service cost 17 21 35 59
Amortization of transition asset 2 ) 4 )
Amortization of actuarial losses 1 1 3 3
Subtotal 282 ) (260 ) (557 ) (491 )
Termination benefits 42 ) 37 )
Curtailments 1 42 ) 39 )
Settlements 1 2 3 2
Net benefit credit $ 280 ) $ (342 ) $ (554 ) $(565 )
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Postretirement benefits

Three months ended Six months ended

March 31, March 31,
(in millions) 2004 2003 2004 2003
Service cost $ 2 $ 2 $ 4 $ 4
Interest cost 116 149 233 300
Expected return on plan assets 41 ) (70 ) 82 ) (139 )
Amortization of prior service cost 24 ) (10 ) 48 ) (16 )
Amortization of actuarial losses 19 17 38 35
Subtotal 72 88 145 184
Termination benefits 6 6
Curtailments 4 ) 4 )
Net benefit cost $ 72 $ 90 $ 145 $ 186

3. STOCK-BASED COMPENSATION

We follow Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, for our stock-based compensation plans
and do not recognize expense for stock option grants if the exercise price is at least equal to the market value of the common stock at the date of
grant. Stock-based compensation expense reflected in the as reported net income (loss) includes expense for restricted stock unit awards and
option modifications.

The following table summarizes the pro forma effect of stock-based compensation on net income (loss) and income (loss) per common share as

if the fair value expense recognition provisions of Statement of Financial Accounting Standards ( SFAS ) No. 123, Accounting for Stock-Based
Compensation, had been adopted. No tax benefits were attributed to the stock-based employee compensation expense for all periods presented
because we maintained a valuation allowance on substantially all of our net deferred tax assets.

Three months ended Six months ended
March 31, March 31,
(in millions, except per share amounts) 2004 2003 2004 2003
Net income (loss) $68 $(351 ) $406 $@615 )
Add: Stock-based employee compensation expense included in net income (loss) 1 3 6 11
Deduct: Total stock-based employee compensation expense determined under the fair value
based method a9 ) (72 ) (216 ) (185 )
Pro forma net income (loss) $40 ) $@420 ) $196 $(789 )
Income (loss) per share applicable to common shareowners:
Basic  as reported $0.02 $(0.14 ) $0.10 $0.25 )
Diluted  as reported $0.02 $0.14 ) $0.09 $0.25 )
Basic pro forma $0.01 ) $(0.16 ) $0.05 $(0.30 )
Diluted pro forma $0.01 ) $(0.16 ) $0.05 $(0.30 )

4. MARKETABLE SECURITIES

We have $439 million of debt securities with maturities greater than one year as of March 31, 2004. These investments consist of treasury notes,
corporate bonds, high quality asset-backed securities and government agency bonds with various maturities that are of investment grade quality
and therefore, we believe, not subject to significant market risk. In addition, these investments are designated as available-for-sale, and are
recorded at fair value, which approximates their cost. Any unrealized holding gains or losses are excluded from net income and are reported as a
component of comprehensive income (loss).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

5. BUSINESS RESTRUCTURING

Revisions to prior

year plans
Sept. 30, 2003 net charge/ Cash March 31, 2004

(in millions) reserve (reversal) payments reserve
Employee separations $ 62 $ (15 ) $(32 ) $ 15
Contract settlements 34 (14 ) © ) 11

Facility closings 367 43 (58 ) 352

Other 4 2 ) (1 ) 1

Total $ 467 $ 12 $(100 ) $ 379

The revisions to prior year plans included:

Reversals of employee separation reserves due to lower than expected actual termination costs reflect certain differences in actual versus

assumed demographics, including the age, service lives and salaries of the separated employees.

Contract settlement reversals related to the expected settlement of certain contractual obligations and purchase commitments for amounts

lower than originally estimated.

Facility closing charges due to changes in estimated facility closing costs and lower than expected sublease rental income on certain

properties resulting from changes in the commercial real estate market.
Facility closing charges were recognized under the restructuring program for the expected remaining future cash outlays associated with trailing
lease liabilities, lease termination payments and expected restoration costs in connection with plans to reduce a significant number of leased
facilities. Owned and leased facilities of approximately 15.9 million square feet were included under the restructuring program. The remaining
liability of $352 million is reflected net of expected sublease income of approximately $235 million and is expected to be paid over the
remaining lease terms, which range from several months to 13 years. Additional charges or reversals may be required if the amount of expected
sublease income changes in the future.

6. INVENTORIES AND CONTRACTS IN PROCESS

March 31, September 30,
(in millions) 2004 2003
Inventories:
Completed goods $ 598 $ 465
Work in process 25 43
Raw materials 166 124
Inventories, net of reserves of $816 as of March 31, 2004 and $980 as of September 30, 2003 $ 789 $ 632
Contracts in Process:
Costs and recognized income not yet billed $93 $ 251
Billings in excess of costs and recognized income (148 ) (218 )
Contracts in process reflected in other current (liabilities) assets $ (55 ) $ 33

7. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill is tested for impairment by comparing the implied fair value of each reporting unit to its carrying value in the fourth quarter of each
fiscal year or more often if an event or circumstance indicates that an impairment loss has been incurred. Other acquired intangibles are
amortized on a straight-line basis over the periods benefited, principally in the range of four to six years.

11
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

The following table summarizes the changes in the carrying amount of goodwill and other intangible assets from September 30, 2003 to March
31, 2004 by reportable segment:

September 30, Reclasses / March 31,

(in millions) 2003 other 2004

INS $ 131 $ 131
Mobility 16 2 ) 14
Services 38 38
Total goodwill 185 2 ) 183
Other intangible assets 3 (1 ) 2
Total $ 188 (€] ) $ 185

8. EARLY EXTINGUISHMENT OF CONVERTIBLE SECURITIES AND DEBT OBLIGATIONS

The following table summarizes the convertible securities and debt obligations which have been extinguished through exchanges of our common
stock and repurchases for cash, as well as the impact to the consolidated statements of operations.

Three months ended March 31, Six months ended March 31,
(in millions) 2004 2003 2004 2003
8.00% convertible securities $ $ 345 $58 $737
7.75% convertible securities 380 598
Total convertible securities 725 58 1,335
Other debt obligations 134 52 139 52
Total convertible securities and debt extinguished $134 $777 $ 197 $1,387
Total shares of our common stock exchanged 16 311 18 525
Total cash used for extinguishments $70 $ $ 133 $
Impact of extinguishment on results of operations:
8.00% convertible securities conversion / redemption costs recognized in
EPS $ $ (166 ) $(1 ) $(266 )
7.75% convertible securities conversion costs recognized in other
income, net $ $ (98 ) $ $(129 )
Debt obligations  (loss) gain recognized in other income, net $@3 ) $11 $ 6 ) $11

Conversion costs were recognized in amounts equal to the fair value of the additional common shares issued to the holders of each respective
convertible security to prompt the exchange over the number of shares of common stock otherwise required to be issued pursuant to the original
conversion terms of the respective security. Redemption costs were recognized in amounts equal to the cash paid to the holders of each
respective security in excess of the related carrying value to prompt the exchange.

On November 24, 2003, we exchanged all of our outstanding 8.00% convertible preferred stock for 8.00% convertible subordinated debentures.
This exchange was made pursuant to rights we had under the terms of the preferred stock to exchange the stock for the convertible subordinated
debentures. These debentures have an interest rate of 8.00%, the same as the dividend rate on the preferred stock, and have the same payment
and record dates as the preferred stock dividends. The interest on the debentures must be paid in cash. The subordinated debentures have terms

13
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substantially the same as the preferred stock with respect to put rights, redemptions and conversion into common stock. This debt is classified as
short-term due to the August 2004 redemption feature.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

9. COMPREHENSIVE INCOME (LOSS)

Form 10-Q - Part I

Comprehensive income (loss) represents net income (loss) plus the results of certain shareowners (deficit) equity changes not reflected in the
consolidated statements of operations. Foreign currency translation adjustments are generally not adjusted for income taxes, as they relate to

indefinite investments in certain non-U.S. subsidiaries.

(in millions)

Net income (loss)

Minimum pension liability adjustment

Foreign currency translation adjustments
Unrealized holding (losses) gains on investments

Reclassification adjustment for realized gains on investments
Comprehensive income (loss)

10. EARNINGS (LOSS) PER COMMON SHARE ( EPS )

Three months ended

March 31,
2004 2003
$ 68 $ (351
a7 ) 8
@3
$ 51 $ (346

Six months ended

March 31,
2004 2003
$ 406 $ 615 )
“@ )
32 58
1 43
5 )
$ 360 $ 514 )

Basic EPS is calculated by dividing the net income (loss) applicable to common shareowners by the weighted average number of common
shares outstanding during the period. Diluted EPS is calculated by dividing net income (loss) applicable to common shareowners, adjusted to
exclude preferred dividends and accretion, conversion costs, redemption costs and interest expense related to the potentially dilutive securities,
by the weighted average number of common shares outstanding during the period, plus any additional common shares that would have been
outstanding if potentially dilutive common shares had been issued during the period.

The following table summarizes the computation of basic and diluted EPS. Due to the net loss incurred during the three and six months ended
March 31, 2003, the diluted loss per share was the same as basic, because any potentially dilutive securities would have reduced the loss per

share.

(in millions, except per share amounts)

Net income (loss)

Conversion cost  8.00% convertible securities
Preferred stock dividends and accretion

Net income (loss) applicable to common shareowners basic
Adjustment for dilutive securities on net income (loss):

Interest expense for 2.75% convertible securities

Net income (loss) applicable to common shareowners diluted

Weighted average shares outstanding  basic
Effect of dilutive securities:

Stock options

2.75% convertible securities

Weighted average shares outstanding  diluted

EPS:
Basic
Diluted

Three months ended

March 31,
2004 2003
$ 68 $ (351
(166
(36
$ 68 $ (553
$ 68 $ (553
4,255 3,945
91
4,346 3,945
$0.02 $(0.14
$0.02 $(0.14

~— O =

)

Six months ended

March 31,
2004 2003
$ 406 $615 )
(1 ) (266 )
12 (61 )
$417 $0942 )
22
$439 $0942 )
4218 3,763
75
491
4,784 3,763
$0.10 $0.25 )
$0.09 $0.25 )

15
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

The following table summarizes the potential shares of common stock that were excluded from the diluted per share calculation, because the
effect of including these potential shares would be antidilutive.

Three months ended Six months ended
March 31, March 31,
(in millions) 2004 2003 2004 2003
8.00% convertible securities 210 689 252 956
7.75% convertible securities 238 261 238 309
2.75% convertible securities 418
Stock options 7 4
Total potentially dilutive shares 866 957 490 1,269
Stock options excluded from the calculation of diluted EPS because the exercise price was
greater than the average market price of the common shares 235 363 248 345

The calculation of dilutive and potentially dilutive common shares related to the 8.00% convertible securities and the 2.75% convertible
securities is based upon the three- and six-month average price of our common stock and the weighted average number of the respective
securities outstanding during the periods presented due to their redemption feature, which allows us to settle certain redemption requests through
the issuance of shares of our common stock. The dilutive effect of our convertible securities may fluctuate from period to period as a result of
the as reported net income levels and the average market price of our common shares.

11. OPERATING SEGMENTS

We design and deliver networks for the world s largest communications service providers. The reportable segments are Integrated Network

Solutions ( INS ), Mobility Solutions ( Mobility ) and Lucent Worldwide Services ( Services ). The INS segment provides a broad range of software
and wireline equipment related to voice networking (primarily consisting of switching products, which we sometimes refer to as convergence

solutions, and voice messaging products), data and network management (primarily consisting of access and related data networking equipment

and operating support software) and optical networking. The Mobility segment provides software and wireless equipment to support radio access

and core networks. The Services segment is a worldwide services organization that provides deployment, maintenance and professional services

in support of our own product offerings as well as multivendor networks. Performance measurement and resource allocation for the reportable

segments are based on many factors. The primary financial measure includes the revenues, costs and expenses directly controlled by each

reportable segment and excludes the following:

Business restructuring and asset impairments.
Global sales organization expenses.
Bad debt and customer financing expenses and recoveries.
Certain personnel costs and benefits, including most of those related to pension and postretirement benefits, differences between the
actual and standard allocated benefit rates and differences between actual and budgeted employee incentive awards.
Certain other costs related to shared services, such as general corporate functions, which are managed on a common basis in order to
realize economies of scale and efficient use of resources.
Revenues and expenses associated with licensing and protecting intellectual property rights.
Certain other general and miscellaneous costs and expenses not directly used in assessing the performance of the operating segments,
including goodwill impairment and other acquired intangibles amortization.
The segment results for prior periods have been revised to conform to the current year s performance measure. The accounting policies of the
reportable segments are the same as those applied in the unaudited consolidated financial statements.

17
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Three months Six months

ended March 31, ended March 31,
(in millions) 2004 2003 2004 2003
Revenues
INS $738 $779 $1,528 $1,628
Mobility 951 1,095 1,911 1,822
Services 479 431 945 918
Total reportable segments 2,168 2,305 4,384 4,368
Other 26 98 69 110
Total revenues $2,194 $2,403 $4,453 $4,478
Operating income (loss)
INS $65 $(38 ) $261 $(51 )
Mobility 378 249 550 172
Services 59 20 120 65
Total reportable segments 502 231 931 186
Business restructuring 17 142 (12 ) 156
Global sales organization (129 ) (@123 ) 243 ) (267 )
Recovery of (provision for) bad debts and customer financings 99 24 ) 113 67
Unallocated personnel costs and benefits 160 299 407 585
Shared services such as general corporate functions 270 ) (38 ) (B3¢ ) (732 )
Other (64 ) (120 ) (76 ) (287 )
Total operating income (loss) $315 $20 $586 $292 )

Revenues from one customer accounted for approximately 29% of consolidated revenues during the three months ended March 31, 2004 and

2003. Revenues from two customers accounted for approximately 25% and 11% of consolidated revenues, respectively during the six months
ended March 31, 2004. Revenues from one customer accounted for approximately 23% of consolidated revenues during the six months ended
March 31, 2003.

12. COMMITMENTS AND CONTINGENCIES
Legal Proceedings

We are subject to legal proceedings, lawsuits, and other claims, including proceedings by government authorities. In addition, we may be subject
to liabilities of some of our former affiliates under separation agreements with them. Legal proceedings are subject to uncertainties, and the
outcomes are difficult to predict. Consequently, we are unable to estimate the ultimate aggregate amounts of monetary liability or financial
impact with respect to these matters as of March 31, 2004. As described below, we have received final court approval for the settlement of our
securities and related litigation. In addition, the impact of other pending litigation matters that we agreed to settle in the current interim periods
were not material individually or in the aggregate to our results of operations or financial condition. We believe that the remainder of the cases
will not have a material financial impact on our results of operations or financial condition after final disposition. However, because of the
uncertainties of legal proceedings, one or more of these proceedings could ultimately result in a material obligation.

Securities and Related Cases

On March 27, 2003, we announced that we had reached an agreement to settle assorted securities, ERISA and derivative class action and other
related lawsuits against us and certain of our current and former directors, officers and employees. We did not admit nor deny any wrongdoing
as part of the settlement. We received final approval of the settlement from the U.S. District Court in Newark, New Jersey, on December 12,
2003. One of the cases (the Winstar securities case) is pending in the U.S. District Court for the Southern District of New York, for which a
fairness hearing is being scheduled. A portion of the settlement proceeds described below has been allocated to the Winstar securities case.

18
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The agreement is a global settlement of 53 separate lawsuits, including a consolidated shareowner class action lawsuit in the U.S. District Court
of New Jersey, and related ERISA, bondholder, derivative, and other state securities cases. Under the settlement agreement, we will pay $315
million in common stock, cash or a combination of both, at our option. On December 24, 2003, we deposited 33 million shares of our common
stock into escrow, representing the initial $100 million payment of the settlement amount. These shares were subsequently sold in the market by
the escrow agent for $105 million during the second quarter of fiscal 2004. The net proceeds remain in escrow as of March 31, 2004. We also
will issue warrants to purchase 200 million shares of our common stock at an exercise price of $2.75 per share with an expiration date three
years from the date of issuance. As of March 31, 2004, the value of these warrants was $422 million, based upon the Black-Scholes
option-pricing model.

In addition to our contributions, certain of our insurance carriers have agreed to pay their available policy limits of $148 million in cash into the
settlement fund. Our former affiliate, Avaya Inc., is contractually responsible under its agreements with us to contribute an additional $24
million to the settlement. In connection with the settlement we are required to pay up to $5 million in cash for the cost of settlement
administration and we will pay for certain other costs involved in the issuance of securities. The settlement covers all claims generally relating to
the purchase of Lucent securities during different class periods. The primary class period is October 26, 1999 through December 20, 2000.

We expect that the appeals and claims administration process will continue until sometime in the fourth quarter of fiscal 2004 or in early fiscal
2005 and do not expect to distribute any proceeds until that time. We continue to pursue partial recovery of the settlement amount from our
fiduciary insurance carriers under certain insurance policies. We have filed a lawsuit against them to recover these amounts. We have settled
with one of the carriers, and this recovery is reflected in our results for this quarter. We are continuing to pursue our claims against the other
carriers that provide additional coverage up to $45 million. The charge for the global settlement will be revised in future quarters to reflect any
additional recoveries from our fiduciary insurance carriers, as well as to reflect additional changes in the fair value of the warrants until they are
issued. The estimated fair value of the warrants may increase significantly if the share price of our common stock increases.

We will defend any lawsuits that may be brought by parties that have opted out of the settlement. We and certain of our current and former
officers and directors are defendants in two actions in the U.S. District Court in New Jersey, Staro Asset Management, LLC v. Lucent

Technologies Inc. et al., and Florida State Board of Administration v. Lucent Technologies Inc. et al., alleging violations of federal securities
laws. These cases were originally part of the global settlement referred to above. However, the plaintiffs have opted out of the settlement and are
pursuing their claims separately against the defendants.

Government Investigations

In November and December 2000, we identified certain revenue recognition issues that we publicly disclosed and brought to the attention of the
SEC. On February 27, 2003, we announced that we had reached an agreement in principle with the staff of the SEC that would resolve its
investigation regarding this matter. Under this agreement, without admitting or denying any wrongdoing, we would consent to a settlement
enjoining us from future violations of the antifraud, reporting, books and records, and internal control provisions of the federal securities laws.
Under the agreement in principle, we would not be required to restate any of our financial statements. While the original agreement in principle
provided for no fines or penalties, we reached an agreement with the SEC in March 2004 to pay a $25 million fine. The SEC staff informed us
that the fine is not based on any additional violations of law, but on what they considered our lack of cooperation during the investigation and
certain actions taken by us subsequent to the agreement in principle. The agreement in principle is subject to final approval by the SEC.

In August 2003, the U.S. Department of Justice (the DOJ ) and the SEC informed us that they had each commenced an investigation into possible
violations of the Foreign Corrupt Practices Act ( FCPA ). These investigations followed allegations made by National Group for Communications
and Computers Ltd. ( NGC ) in an action filed against us on August 8, 2003, which is described below. In April 2004, we reported to the DOJ and
the SEC that a FCPA compliance audit and an outside counsel investigation found incidents and internal control deficiencies in our operations in
China that potentially involve FCPA violations. We are cooperating with
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those agencies. We believe these incidents and deficiencies did not have a material effect on our results of operations. However, we can not
determine whether this matter will affect our future business operations in China.

Other Matters

In the normal course of business, we are involved in commercial disputes with customers, suppliers, subcontractors and others. These matters
generally involve claims for monetary damages for breach of contract or breach of warranty or similar claims. While many of these disputes are
settled amicably without litigation, some of these matters will result in lawsuits being filed against us. The condition of the telecommunications
market in the past three years and the insolvency or failure of numerous service providers has led to more claims and disputes resulting in
litigation. In addition, our restructuring has resulted in the termination of tens of thousands of employees and changes in benefits for current and
former employees. These actions have led to additional claims against us. The following is a description of the more significant pending
litigation.

In the case of Smith (Trustee) v. Lucent Technologies, pending in the U.S. District Court for the Eastern District of Louisiana, the trustee for
bankrupt Actel Integrated Communications ( Actel ) claims that we failed to deliver working products and that this failure caused the demise of
Actel. An agreement to settle this case and other related cases has been reached.

A lawsuit involving investors in Actel was filed against us for unspecified damages, claiming we misled them as to certain technology, which

influenced their decision to invest in Actel. This case, Sandler Capital Partners IV, L.P. et al. v. Lucent Technologies, filed in New York State
Court, was not part of the Actel settlement and is in its early stages. In addition, two other cases were recently filed alleging claims similar to
those contained in the Actel litigation (including but not limited to allegations of failed delivery related to the same product line). Those cases,

Maxcess, Inc. v. Lucent Technologies Inc. et al., filed in the U.S. District Court for the Middle District of Florida, and Official Plan Committee
of Omniflex, Inc. v. Lucent Technologies Inc., filed in Missouri State Court, are in the early stages of the litigation process.

We are a defendant in an adversary proceeding filed in U.S. Bankruptcy Court in Delaware by Winstar and Winstar Wireless, Inc. in connection
with the bankruptcy of Winstar and various related entities. The complaint asserts claims for breach of contract and other claims against us and
seeks compensatory damages, as well as costs and expenses associated with litigation. Many of these claims against us have been dismissed. The
complaint also seeks recovery of a payment to us of approximately $190 million in December 2000.

In September 2000, we and a third party created a non-consolidated trust named Insured Special Purpose Trust ( ISPT ) to which we sold, on a
limited-recourse basis, customer finance loans and receivables. As of March 31, 2004, the ISPT held customer finance loans, all of which were
in default. The ISPT has a credit insurance policy from an unaffiliated insurance company insuring the ISPT against losses on these loans.
Through reinsurance treaties, our wholly-owned captive insurance company assumed the risk under this policy for the loans and reinsured a
significant amount of the exposure with an unaffiliated insurer. We ultimately expect that our captive insurance company will fund the
remaining $50 million of its first-loss obligations, which has been reflected in other liabilities as a self-insured loss reserve, and that the
unaffiliated insurance company will fund $218 million of its reinsurance obligation, which has been reflected as a receivable in other assets as of
March 31, 2004.

The insurer has denied coverage on all of the loans in the ISPT and has alleged, among other claims, that the loans were not eligible to be sold to
the ISPT due to their credit quality at the time of sale. The insurer stated that it would cease paying claims on these loans and requested that it be
reimbursed for all claims previously paid and that we repurchase the loans. Our captive insurance company funded the amount previously paid
to the ISPT under the insurance policy. We dispute the assertions by the insurer and are pursuing binding arbitration to resolve the matter.
Arbitration is scheduled for July 2004.

If the insurer prevails on its denial of coverage, we will be required to indemnify the ISPT and its lenders and investors for the amount of
coverage denied and the funds returned to the insurer. We will also be required to recognize a charge for the amount of the denied coverage. In
the interim, we have agreed to advance funds to the ISPT to cover its principal and interest payments and fees as they become due until
resolution of the dispute

20



Edgar Filing: LUCENT TECHNOLOGIES INC - Form 10-Q

16 Form 10-Q - Part I
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

with the insurer. We advanced $45 million in funds during the six months ended March 31, 2004. Absent favorable resolution of the dispute, the
remaining funding requirements are approximately $34 million during the remainder of fiscal 2004 and $150 million thereafter.

On August 8, 2003, NGC filed an action in the U.S. District Court for the Southern District of New York against us, our subsidiary Lucent
Technologies International Inc. and an unaffiliated company, alleging violations of the Racketeer Influenced Corrupt Organizations Act ( RICO )
and other improper activities. These allegations relate to activities in Saudi Arabia in connection with certain telecommunications contracts
between us, the Kingdom of Saudi Arabia and other entities. The complaint seeks damages in excess of $63 million, which could be tripled

under RICO. The allegations in this complaint appear to arise out of certain contractual disputes between NGC and Lucent, which are the subject
of a separate case that NGC previously filed against us in U.S. District Court in New Jersey. This case is in its early stages.

In the case of Pf.Net Supply Corp. v. Lucent Technologies, pending in the U.S. Bankruptcy Court in New Jersey, the plaintiff claims that we
breached an alleged $100 million purchase commitment and seeks to compel us to meet this purchase commitment or pay damages. Discovery is
continuing.

A purported class action lawsuit, Foss v. Lucent Technologies, was filed against us in U.S. District Court in New Jersey during October 2003 in
connection with the elimination of the death benefit from our U.S. management pension plan in early 2003. The elimination of these benefits
reduced the future pension obligations by approximately $450 million. The benefit was paid out of the pension plan assets to certain qualified
surviving dependents, such as spouses or dependent children of management retirees who retired before 1998. The case alleges that we
wrongfully terminated this death benefit and requests that it be reinstated, along with other remedies. This case is in the early stages. Three other

cases of a similar nature have recently been filed: Berendt, et al. v. Lucent Technologies Inc., et al. and Lucas, et al. v. Lucent Technologies, et

al., both filed in the U.S. District Court in New Jersey; and Chastain, et al. v. AT&T, filed in the U.S. District Court in the Western District of
Oklahoma.

Separation Agreements

We are party to various agreements that were entered into in connection with the separation of Lucent and former affiliates, including AT&T,
Avaya, Agere Systems and NCR Corporation. Pursuant to these agreements, we and the former affiliates have agreed to allocate certain
liabilities related to each other s business, and have agreed to share liabilities based on certain allocations and thresholds. For example, in the
Sparks case, which was settled in August 2002, AT&T, Avaya and NCR each assumed a portion of the settlement liability. We have
approximately $40 million in gross receivables due from AT&T and Avaya related to this matter as of March 31, 2004. We are not aware of any
material liabilities to our former affiliates as a result of the separation agreements that are not otherwise reflected in our unaudited consolidated
financial statements. Nevertheless, it is possible that potential liabilities for which the former affiliates bear primary responsibility may lead to
contributions by us.

Avaya is defending three separate purported class action lawsuits which are based on claims that we, as predecessor to Avaya s business, sold
products that were not Year 2000 compliant, meaning that the products were designed and developed without considering the possible impact of
the change in the calendar from December 31, 1999 to January 1, 2000. Under the separation agreement with Avaya, we are responsible for 50%
of the liabilities and costs related to these cases that exceed $50 million. Avaya has informed us that these costs are expected to exceed threshold
limits.

In addition, NCR has disclosed that it is responsible for remediation costs related to the discharge of contaminants into the Fox River in
Wisconsin. NCR has informed us that these costs are expected to exceed threshold limits under the separation agreement among NCR, AT&T
and us.

We have reserves for the amounts we currently expect to pay Avaya and NCR under the separation agreements for these matters. The impact of
these matters is not material to our results of operations or financial condition.
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Guarantees and Indemnification Agreements

We are unable to reasonably estimate the maximum amount that could be payable under certain of our arrangements since these exposures are
not capped and due to the conditional nature of our obligations and the unique facts and circumstances involved in each agreement. Historically,
payments made under these agreements have not had a material effect on our business, financial condition or results of operations, other than
certain guarantee payments made in connection with the customer financing arrangements discussed below.

We guarantee the financing of certain product purchases by certain customers. Requests for providing such guarantees are reviewed and subject
to approval by senior management and are regularly reviewed to assess the adequacy of reserves. The principal amount of drawn customer
financing guarantees and related reserves was $59 million and $52 million, respectively, as of March 31, 2004. The remaining guarantee periods
range from one month to seven years. In addition, $43 million of commitments are available to customers from third-party lenders, but these
commitments may expire undrawn. We are required to perform under these commitments if a customer defaults for non-payment to the creditor.
We typically retain a first-loss position in these situations. We will generally have the right to recover from the defaulting party through
subrogation, after the creditor has been paid in full.

We have divested certain businesses and assets through sales to third-party purchasers and spin-offs to our common shareowners. In connection
with these transactions, certain direct or indirect indemnifications are provided to the buyers or other third parties doing business with the
divested entities. These indemnifications include secondary liability for certain leases of real property and equipment assigned to the divested
entity and certain specific indemnifications for certain legal and environmental contingencies, as well as vendor supply commitments. The time
durations of such indemnifications vary but are standard for transactions of this nature.

We remain secondarily liable for approximately $326 million of lease obligations as of March 31, 2004 that were assigned to Avaya, Agere and
purchasers of other businesses. The remaining terms of these assigned leases and our corresponding guarantees range from one month to 16
years. The primary obligor under assigned leases may terminate or restructure the lease obligation before its original maturity and thereby
relieve us of our secondary liability. We generally have the right to receive indemnity or reimbursement from the assignees and have not
reserved for losses on this form of guarantee.

We are party to a tax-sharing agreement whereby we have agreed to indemnify AT&T and are liable for tax adjustments that are attributable to
our lines of business, as well as a portion of 