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PART I —— FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

AGERE SYSTEMS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(DOLLARS IN MILLIONS EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)
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THREE MONTHS

ENDED
MARCH 31,
2003 2002
REVEIMUE . 4 i ittt ettt e et e ettt ettt ettt ettt et et e e S 443 $ 489
(7 = 326 387
GroOSs ProOfit ..ttt ittt et e e e e e e e e e e e e e e 117 102
Operating expenses:
Selling, general and administrative.................. ... 78 92
Research and development . ......uiiii it ineeneeeeennenns 116 164
Amortization of goodwill and other acquired
INLanNgibles . it it i e e e e e e e e e e e 3 9
Restructuring and other charges -— net.................. 68 3
(Gain) loss on sale of operating assets -— net.......... 2 (246)
Total operating EXPEeNSES . v v v ittt it eeeeeeeenneeeenns 267 22
Operating InComME (L1OSS) c vt vttt ineee et eeeeeeeeeeaneeeeenns (150) 80
Other 1ncome —— nNel ...ttt ittt ettt et e e et eaaeeaeeees 13 13
TNt EresSt EXPENS . & ittt ettt ettt e ettt eae et 11 23
Income (loss) from continuing operations before income
L= == (148) 70
Provision for income taxXes....... ittt iineneeeeeonnneeenns 30 20
Income (loss) from continuing operations...............ooo.. (178) 50
Discontinued operations:
Income (loss) from operations of discontinued operations
(Net Of LaAXES) i vttt ittt e e e e e e e e e et et et et ettt e e 12 (269)
Gain on disposal of discontinued operations (net of
L= === 1) I 41 ——
Income (loss) from discontinued operations.......... 53 (269)
Loss before cumulative effect of accounting change.......... (125) (219)
Cumulative effect of accounting change (net of taxes)....... - -
L= S I8 = S (125) S (219)
Basic and diluted income (loss) per share information:
Income (loss) from continuing operations................ $(0.11) $ 0.03
Income (loss) from discontinued operations.............. 0.03 (0.16)
Loss before cumulative effect of accounting change...... (0.08) (0.13)
Cumulative effect of accounting change.................. - -
1 L= S 1N 7= $(0.08) $(0.13)
Weighted average shares outstanding —-- basic and diluted
(In MILlionS) v vt ittt e et e e et e e et e et 1,656 1,636

SIX MONTHS
ENDED
MARCH 31,
2003 2002
$ 879 $ 934

649 754
230 180
151 193
243 341

5 17

93 67

2 (245

494 373
(264) (193
16 49

24 73
(272) (217
54 40
(326) (257
19 (337

41 -

60 (337
(266) (594
(5) -

S (271) S (594
$(0.20) $(0.16
0.04 (0.20
(0.16) (0.36)
$(0.16) $(0.36)
1,652 1,635
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See Notes to Condensed Consolidated Financial Statements.

AGERE SYSTEMS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(DOLLARS IN MILLIONS EXCEPT PER SHARE AMOUNTS)

(UNAUDITED)
MARCH 31,
2003
ASSETS
Current Assets
Cash and cash equivalents...... .ottt eennnnns S 727
Cash held In Lrust ...ttt ittt et e 18
Trade receivables, less allowances of $6 as of March 31,
2003 and $9 as of September 30, 2002.......00ccceeenn.. 238
D 0 = o o e = = 163
Prepald EXPeNSE S . v it it e ettt ettt e e e 45
Other current assetsS. ... ..ttt ittt 25
Total current asSSelL S ... v ittt ittt ettt eeeneenneens 1,216
Property, plant and equipment —-- net of accumulated
depreciation and amortization of $1,672 as of
March 31, 2003 and $1,718 as of September 30, 2002........ 857
(€T T L2 83
Other acquired intangibles —-- net of accumulated
amortization. . ...t e e e 13
(O oL - = = = i 286
TOLAl S SEE S e it ittt ettt ettt ettt ettt ettt $2,455
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities
AccoUunts payvable. .ottt ettt e ettt e $ 215
Payroll and related benefits....... ... innnnn. 105
Short-term debt.... .. i ittt iiinnnn 154
Income taxes payvable. . ...ttt ittt et 385
ReStIrUCLUrING FESEI Ve . i ittt ittt et e ettt ee e eeaeenns 95
Other current liabilities.......c.iiiiiiiiiiinneennnnns 136
Total current liabilities......iiiiiiiiiinennnnennn 1,090
Postemployment benefits. ... ...ttt ettt 73
Pension and postretirement benefits............. ... . ... 241
Long—term debt . ...ttt it et e et et e e et 481
Other liabilities. ...ttt ittt ettt eaaeeaeenns 42

Total liabilities. ...ttt ittt eeenenens 1,927

SEPTEMBER 30,
2002
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Commitments and contingencies

Stockholders' Equity
Preferred stock, par value $1.00 per share, 250,000,000

shares authorized and no shares issued and outstanding.... -
Class A common stock, par value $0.01 per share,

5,000,000,000 shares authorized and 765,971,892 shares

issued and outstanding as of March 31, 2003, after

deducting 4,255 treasury shares issued, and 734,785,226

shares issued and outstanding as of September 30, 2002,

after deducting 4,248 treasury shares issued.............. 7
Class B common stock, par value $0.01 per share,

5,000,000,000 shares authorized and 907,995,492 shares

issued and outstanding as of March 31, 2003, after

deducting 104,508 treasury shares issued, and 907,995,677

shares issued and outstanding as of September 30, 2002,

after deducting 104,323 treasury shares issued............ 9
Additional paid-in capital..... .ttt 7,289
Accumulated defdCoit o ittt it e e e e e e e e e e (6,624)
Accumulated other comprehensive 10SS.......cuiiiiieeeennnenns. (153)

Total stockholders' equUity.....iiiiineenennnnnn 528
Total liabilities and stockholders' equity.......... $2,455

See Notes to Condensed Consolidated Financial Statements.

AGERE SYSTEMS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(DOLLARS IN MILLIONS)

(UNAUDITED)
SIX MONTHS
ENDED
MARCH 31,
2003 2002
OPERATING ACTIVITIES

LS S ¥ == T S(271) S (594)
Less: Income (loss) from discontinued operations........ 60 (337)
Cumulative effect of accounting change.............. (5) -
Loss from continuing operations..........c.coiiiiiennnn.. (326) (257)

Adjustments to reconcile loss from continuing operations
to net cash used in operating activities from
continuing operations:
Restructuring expense -- net of cash payments....... 20

(37)
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Provision for inventory write-downs.................
Depreciation and amortization..............oviiioo..
Benefit for uncollectibles.......iiiiiiiiiiiiinnn..
Provision for deferred income taxes..........ooee...
Equity earnings from investments....................
Gain on sales of investments............iiiiiiio..
Gain on disposition of businesses............... ...
Amortization of debt issuance costs.................
Decrease in receivables..... .ot
Decrease (increase) in inventories...........c.ou.ono..
Decrease in accounts payable.......... ...
Increase 1in payroll and benefit liabilities.........
Changes in other operating assets and liabilities...
Other adjustments for non-cash items —-— net.........

Net cash used in operating activities from continuing

(03 TS il o ) = O
Net cash used in operating activities from discontinued

() TS o il o ) = O

Net cash used in operating activities.......... ... .. ...
INVESTING ACTIVITIES

Capital expenditures. . ...t ittt ittt i ee e eeaeenns
Proceeds from the sale or disposal of property, plant

and eQUIPMENT . ¢ v ittt it e e e e e e e e e e e

Net proceeds from disposition of businesses.............
Proceeds from sales of investments...............coo....
Cash designated as held in trust.........c.ciiiiinnnn..

Net cash provided by investing activities...................

FINANCING ACTIVITIES
Proceeds from the issuance of short-term debt...........
Proceeds from the issuance of long-term debt............
Principal repayments on short-term debt.................
Principal repayments on long-term debt..................
Payment of credit facility fees........ i
Proceeds from the issuance of stock —-- net of expense...

Net cash used in financing activities.......... ... ... ...

Effect of exchange rate changes on cash.....................

Net decrease in cash and cash equivalents...................
Cash and cash equivalents at beginning of period............

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

See Notes to Condensed Consolidated Financial Statements.

181

11
(12)

195
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(DOLLARS IN MILLIONS EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)
1. BACKGROUND AND BASIS OF PRESENTATION

BACKGROUND

Agere Systems Inc. (the 'Company' or 'Agere') was incorporated in Delaware

as a wholly owned subsidiary of Lucent Technologies Inc. ('Lucent') on August 1,
2000. On February 1, 2001, Lucent transferred to Agere substantially all of the
assets and liabilities related to the Company's business (the 'Separation'). On

April 2, 2001, the Company completed the initial public offering of its Class A
common stock, while Lucent retained all of the Company's outstanding Class B
common stock. On June 1, 2002, Lucent distributed all of the Agere common stock
it then owned to its stockholders (the 'Distribution'). Prior to the
Distribution, Agere was a majority-owned subsidiary and a related party of
Lucent. Revenue from products sold to Lucent prior to the Distribution was $65
and $143 for the three and six months ended March 31, 2002, respectively, of
which $13 and $37, respectively, is recorded within income (loss) from
operations of discontinued operations.

Effective with the first quarter of fiscal 2003, the Company refined its
methodology for allocating shared information technology expenses to its
operating segments and between costs, selling, general and administrative
expenses, and research and development expenses. The Company believes that this
methodology provides a better assignment of these expenses based on additional
information about the components and underlying drivers which has been developed
since the Separation. Historical amounts for all periods presented have been
conformed to the current presentation. As a result of this change, approximately
$18 and $38 of expenses previously reflected in costs were reclassified to
operating expenses for the three and six months ended March 31, 2002,
respectively.

INTERIM FINANCIAL INFORMATION

These condensed financial statements have been prepared in accordance with
the rules of the Securities and Exchange Commission for interim financial
statements and do not include all annual disclosures required by accounting
principles generally accepted in the United States ('U.S.'). These financial
statements should be read in conjunction with the audited consolidated and
combined financial statements and notes thereto included in the Company's
Form 10-K for the fiscal year ended September 30, 2002. The condensed financial
information as of March 31, 2003 and for the three and six months ended
March 31, 2003 and 2002 is unaudited, but includes all adjustments that
management considers necessary for a fair presentation of the Company's
consolidated results of operations, financial position and cash flows. Results
for the three and six months ended March 31, 2003 are not necessarily indicative
of results to be expected for the full fiscal year 2003 or any other future
periods.

2. DISCONTINUED OPERATIONS

On August 14, 2002, the Company announced plans to exit its optoelectronic
components business. The Company had historically reported this business as part
of its Infrastructure Systems segment. The condensed consolidated financial
statements have been reclassified for all periods presented to reflect this
business as discontinued operations. The Company first reflected this business
as discontinued operations in the first quarter of fiscal 2003 when the Company
entered into an agreement to sell a substantial portion of the business and
determined it could sell the remainder of the business. The revenues, costs and
expenses directly associated with this business have been reclassified as
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discontinued operations on the condensed consolidated statements of operations.
Corporate expenses such as general corporate overhead and interest have not been
allocated to discontinued operations. Revenue recorded within income (loss) from
operations of discontinued operations was $7 and $62 for the three months ended
March 31, 2003 and 2002, respectively, and $61 and $154 for the six months ended
March 31, 2003 and 2002, respectively. Income (loss) from operations of
discontinued operations before income taxes was $12 and $(269) for the three
months ended March 31, 2003 and 2002, respectively, and $19 and $(337) for the
six months ended March 31, 2003 and 2002, respectively.

5
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS —-- (CONTINUED)
(DOLLARS IN MILLIONS EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)

During the three months ended March 31, 2003, the Company sold a substantial
portion of its optoelectronic components business to TriQuint Semiconductor,
Inc. ('TriQuint') for $40 in cash. This transaction included the products,
product warranty liabilities, technology and certain facilities related to this
business; and included lasers, detectors, modulators, passive components,
arrayed waveguide-based components, amplifiers, transmitters, receivers,
transceivers, transponders, and micro electro-mechanical systems. As part of the
sale, the Company's facilities in Breinigsville, Pennsylvania and Matamoros,
Mexico were transferred and approximately 340 of the Company's employees joined
TriQuint. The Company recognized a gain of $22 from the sale which is included
in gain on disposal of discontinued operations.

During the three months ended March 31, 2003, the Company sold the remainder
of its optoelectronic components business that provides cable television
transmission systems, telecom access and satellite communications components to
EMCORE Corporation ('EMCORE') for $25 in cash. The transaction included the
assets, products, product warranty liabilities, technology and intellectual
property related to this business. As part of the sale, approximately 210 of the
Company's employees joined EMCORE. The Company recognized a gain of $19 from the
sale which is included in gain on disposal of discontinued operations.

3. CUMULATIVE EFFECT OF ACCOUNTING CHANGE

Effective October 1, 2002, the Company adopted Statement of Financial
Accounting Standards ('SFAS') No. 143, 'Accounting for Asset Retirement
Obligations' ('SFAS 143'). This standard provides the financial accounting and
reporting requirements for the cost of legal obligations associated with the
retirement of tangible long-lived assets. SFAS 143 requires the Company to
record asset retirement obligations at fair value. The obligation is recorded as
a liability and the associated cost is capitalized as part of the related
long-lived asset and then depreciated over its remaining useful life. The net
assets of $2 that were capitalized upon adoption were related to the restoration
of leased facilities and the associated liability was $7. Changes in the
liability resulting from the passage of time are recognized as operating
expense. The adoption of SFAS 143 as of October 1, 2002, resulted in a
cumulative loss of $5. There were no income taxes provided due to the recording
of a full valuation allowance against U.S. net deferred tax assets. The increase
in net loss represents the depreciation and other operating expenses that would
have been recorded previously if SFAS 143 had been in effect in prior years. The
pro forma effect of retroactive application of SFAS 143 for the three and six
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months ended March 31, 2002 would not change the net loss and loss per share, as
reported.

4. RESTRUCTURING AND OTHER CHARGES -- NET

The Company has implemented restructuring and consolidation actions to
improve gross profit, reduce expenses and streamline operations. These actions
include workforce reductions, rationalization and consolidation of manufacturing
capacity, and the exit of the optoelectronic components business. Charges and
credits related to continuing operations are included in restructuring and other
charges —-- net, while charges and credits related to discontinued operations are
included in income (loss) from operations of discontinued operations. The
restructuring actions associated with discontinued operations will remain an
obligation of the Company and the Company will retain the associated reserve.

The Company also incurred expenses of $3 and $5 for the three and six months
ended March 31, 2002, respectively, relating to its separation from Lucent that
are classified within restructuring and other charges —-- net. There were no
expenses related to the separation from Lucent in the three and six months ended
March 31, 2003.

6
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS —-- (CONTINUED)
(DOLLARS IN MILLIONS EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)

THREE AND SIX MONTHS ENDED MARCH 31, 2003

The following table sets forth the Company's restructuring reserves as of
March 31, 2003 and reflects the activity affecting the reserve for the three and
six months ended March 31, 2003:

THREE MONTHS ENDED

MARCH 31, 2003
DECEMBER 31,

2002 RESTRUCTURING
————————————————— AND RELATED NON-CASH
RESTRUCTURING @ —————————————————  —————————————————
RESERVE CHARGES CREDITS CHARGES CREDITS
Workforce reductions....... $ 28 $40 S (2) $(25) $ -
Rationalization of
manufacturing capacity
and other charges........ 91 34 (14) (22) 2
Total....ovviiin. $119 $74 $(16) $(47) S
Continuing operations...... $73 $ (5) $(46) $ (4)
Discontinued operations.... 1 (11) (1) 6
Totaleeeee oo neennnnn $74 $(1e) $S(47) $ 2

CASH
PAYMENTS

(20)

$(37)

$(32)
(5)

$(37)
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STIX MONTHS ENDED
MARCH 31, 2003
SEPTEMBER 30, ————mmmmmm

2002 RESTRUCTURING
————————————————— AND RELATED NON-CASH
RESTRUCTURING @ —————————————————  ————————————————— CASH
RESERVE CHARGES CREDITS CHARGES CREDITS PAYMENTS
Workforce reductions....... $ 60 $ 47 $(14) $(25) S 7 $(51)
Rationalization of

manufacturing capacity

and other charges........ 102 91 (41) (54) 12 (39)

Total....oiviin. $162 $138 $(55) $(79) $19 $(90)

Continuing operations...... $127 $(34) S(77) $ 8 $(73)

Discontinued operations.... 11 (21) (2) 11 (17)

Total....ovviin. $138 $(55) $(79) $19 $(90)

Workforce Reductions

The Company recorded restructuring charges relating to workforce reductions
of $40 and $47 for the three and six months ended March 31, 2003, respectively.
Reflected in these amounts were cash charges of $15 and $22 for the three and
six months ended March 31, 2003, respectively, principally related to a
workforce reduction of approximately 330 management employees. The remaining
non-cash charge of $25 for both periods consists of: $6 and $7 for curtailment
charges relating to the Company's qualified occupational pension plan and
postretirement medical liability, respectively, as represented employees at the
Company's Orlando manufacturing facility became eligible for retiree benefits
sooner than actuarially anticipated; and $12 for a special pension benefit to
certain U.S. employees, including represented employees covered under the terms
of a collective bargaining agreement, that will be paid from the Company's
pension assets.

The Company recorded restructuring credits of $2 and $14 for the three and
six months ended March 31, 2003, respectively, related to workforce reductions.
The credits are principally due to the reversal of charges associated with the
employees that joined TriQuint and EMCORE, of which $7, for the six months ended
March 31, 2003, is a non-cash credit due to a decrease in the special pension
benefit to be paid from the Company's pension assets.

7

10
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS —-- (CONTINUED)
(DOLLARS IN MILLIONS EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)

As previously announced on August 14, 2002, the Company expects to reduce
its active workforce by a total of approximately 4,000 employees by the end of
December 2003 as part of its plan to exit the optoelectronic components business
and consolidate U. S. manufacturing operations into its Orlando, Florida
facility. As of March 31, 2003, all severance and special pension benefit costs
associated with completing this workforce reduction have been recognized and
approximately 1,600 employees remain to be taken off-roll.

Rationalization of Manufacturing Capacity and Other Charges

The Company recorded restructuring and related charges of $34 and $91 for
the three and six months ended March 31, 2003, respectively, relating to the
rationalization of under-utilized manufacturing facilities, the exit of the
optoelectronic components business and other restructuring-related activities.
The charges for the three months ended March 31, 2003 include $17 for asset
impairments, $9 for facility lease terminations, $5 for increased depreciation,
$2 for operating lease terminations and $1 for other related costs. In addition,
the charges for the six months ended March 31, 2003 include $23 for asset
impairments, including $11 associated with the resizing of Orlando's research
and development and manufacturing operations; $8 for facility lease
terminations, including non-cancelable leases, and facility restoration costs
associated with exiting the optoelectronics components business; $9 for
increased depreciation; $5 for contract terminations; and $12 for other related
costs. Increased depreciation was recognized due to a change in accounting
estimate as a result of shortening the estimated useful lives of certain assets
in connection with the planned closing of certain administrative facilities. The
other related costs were incurred primarily to implement the restructuring
initiatives and include costs for the relocation and training of employees and
for the relocation of equipment.

The Company recorded restructuring credits of $14 and $41 for the three and
six months ended March 31, 2003, respectively. The credits for the three months
ended March 31, 2003 consist of $4 for the reversal of the facility lease
termination reserve associated with the facility in Mexico that was transferred
to TriQuint, $2 for asset impairment adjustments due to realizing more proceeds
than expected from asset dispositions, and $8 principally for the reversal of
reserves associated with prior actions deemed no longer needed, including $6 for
operating lease terminations and $2 related to asset decommissioning. The six
months ended March 31, 2003 also includes credits of $10 for asset impairment
adjustments due to realizing more proceeds than expected from asset dispositions
and $17 for a reversal of reserves associated with the resizing of the research
and development and manufacturing operations in Orlando, including $13 for
operating lease terminations and $4 related to asset decommissioning.

Restructuring Reserve Balances as of March 31, 2003

The Company anticipates that principally all of the $24 restructuring
reserve as of March 31, 2003, relating to workforce reductions, will be paid by
the end of calendar year 2003. The Company also anticipates that the
restructuring reserve of $71 relating to the rationalization of manufacturing
capacity and other charges as of March 31, 2003 will be paid as follows:
approximately two-thirds of the contract terminations of $23 will be paid by
September 30, 2003 with the remainder being paid $1 per quarter thereafter,
facility termination fees and non-cancelable lease obligations of $28 will be
paid over the respective lease terms through 2010 and the majority of the
facility restoration costs and other costs of $20 will be paid by June 30, 2004.
The Company expects to fund these cash outlays with cash on hand.

11
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8
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS —-- (CONTINUED)
(DOLLARS IN MILLIONS EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)

THREE AND SIX MONTHS ENDED MARCH 31, 2002

The following table sets forth the Company's restructuring reserves as of
March 31, 2002 and reflects the activity affecting the reserve for the three and
six months ended March 31, 2002:

THREE MONTHS ENDED
MARCH 31, 2002
DECEMBER 31, = — oo

2001 RESTRUCTURING
————————————————— AND RELATED NON-CASH
RESTRUCTURING @ —————————————————  ————————————————— CASH
RESERVE CHARGES CREDITS CHARGES CREDITS PAYMENTS
Workforce reductions....... $ 38 $16 $ - $(10) $ - $(19)
Rationalization of

manufacturing capacity

and other charges........ 67 40 (35) (37) 27 (11)

TOtale e e iie i $105 $56 $(35) $(47) $ 27 $(30)

Continuing operations...... $20 $(20) $(12) $ 13 $(27)

Discontinued operations.... 36 (15) (35) 14 (3)

TOtal.e e eeiie i iee e $56 $(35) $S(47) $ 27 $(30)

STIX MONTHS ENDED
MARCH 31, 2002
SEPTEMBER 30, === ==

2001 RESTRUCTURING
————————————————— AND RELATED NON-CASH
RESTRUCTURING @ —————————————————  ————————————————— CASH
RESERVE CHARGES CREDITS CHARGES CREDITS PAYMENTS
Workforce reductions....... $ 92 S 56 $(20) S (23) S —— S (80)
Rationalization of

manufacturing capacity

and other charges........ 79 121 (66) (106) 53 (30)

Total....ovviian. $171 $177 $(86) $(129) $ 53 $(110)
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Continuing operations...... $132 $(70) S (90)
Discontinued operations.... 45 (16) (39)
Totale e ee oo eneennnnn $177 $(86) $(129)

Workforce Reductions

The Company recorded restructuring charges relating to workforce reductions
of $16 and $56 for the three and six months ended March 31, 2002, respectively.
These charges affected both management and represented employees within the
Company's business operations groups, sales organizations and corporate support
functions located in New Jersey, Pennsylvania and Florida. Of the total
workforce reduction charges, $10 and $23 for the three and six months ended
March 31, 2002, respectively, represents non-cash charges for a special pension
benefit to certain U. S. employees that were funded through pension assets.

In the first half of fiscal 2002, the Company recorded a $20 reversal of the
restructuring reserve associated with workforce reductions, resulting from
severance and benefit cost termination estimates that exceeded amounts paid
during the second half of calendar year 2001. The original reserve included an
estimate for occupational employees that was based on the average rate of pay
and years of service of the occupational employee pool at risk. The Company's
collective bargaining agreements allowed for a period when employees at risk
could opt for positions filled by employees with less seniority. When that
period ended, a series of personnel moves followed that ultimately resulted in
lower payments than originally expected. This was due principally to the
termination of occupational employees with fewer years of service and fewer
weeks of severance entitlement. These personnel moves were substantially

9
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS —-- (CONTINUED)
(DOLLARS IN MILLIONS EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)

finished at the end of calendar 2001. There were no reversals associated with
workforce reductions for the three months ended March 31, 2002.

Rationalization of Manufacturing Capacity and Other Charges

The Company recorded restructuring charges of $40 and $121 for the three and
six months ended March 31, 2002, respectively, relating to the rationalization
of under-utilized manufacturing facilities and other activities. The charges
recorded for the second quarter of fiscal 2002 included $36 for asset
impairments and $4 for other related costs. The charges recognized for the first
half of fiscal 2002 included $69 related to asset impairments, $40 for facility
closings, and $12 of other related costs primarily for contract terminations.

The asset impairment charge of $36 for the second quarter of fiscal 2002
resulted principally from the impairment of assets under construction that had
not been placed into service, and the asset impairment charge of $69 for the

$ (99)
11
$(110)

13



Edgar Filing: AGERE SYSTEMS INC - Form 10-Q

first half of fiscal 2002 also includes the impairment of property, plant and
equipment associated with the consolidation of manufacturing and other corporate
facilities. These non-cash impairment charges represent the write-down to fair
value less costs to sell of property, plant and equipment that were disposed of,
held for sale, or removed from operations.

The facility closing charge of $40 for the first half of fiscal 2002
consists principally of a non-cash charge of $35 for the realization of the
cumulative translation adjustment resulting from the Company's decision to
substantially liquidate its investment in the legal entity associated with its
Madrid, Spain manufacturing operations. The $5 balance of the charge related to
the facility closings is primarily for lease terminations and non-cancelable
leases and related costs.

The Company recorded restructuring credits of $35 and $66 for the three and
six months ended March 31, 2002, respectively. The $35 reversal during the
second quarter of fiscal 2002 resulted from adjustments to estimates of $27 for
asset impairments, $2 for facility lease terminations and $6 for contract
terminations. The asset impairment adjustments were due principally to realizing
more proceeds than expected from asset dispositions and from assets that were
placed back into service. The restructuring credits for the first half of fiscal
2002 also include a $25 reversal due to the Company receiving more proceeds from
the sale of the assets associated with the Company's Madrid, Spain manufacturing
operations than originally estimated and a $6 reversal of a restructuring
reserve deemed no longer necessary.

5. DEBT
ACCOUNTS RECEIVABLE SECURITIZATION

Agere Systems Inc. and certain of its subsidiaries amended the accounts
receivable securitization agreement on November 12, 2002. Agere Systems Inc. and
certain of its subsidiaries irrevocably transfer accounts receivable on a daily
basis to a wholly-owned, fully consolidated, bankruptcy-remote subsidiary, Agere
Systems Receivables Funding LLC ('ASRF'). ASRF has entered into a loan agreement
with certain financial institutions, pursuant to which the financial
institutions agreed to make loans to ASRF secured by the accounts receivable.
The financial institutions have commitments under the loan agreement of up to
$200; however the amount the Company can actually borrow at any time depends on
the amount and nature of the accounts receivable that the Company has
transferred to ASRF. The loan agreement expires on November 11, 2003.

As of March 31, 2003, ASRF had borrowings of $115 outstanding under this
agreement. The majority of the Company's accounts receivable are required to be
pledged as security for the outstanding loans even though some of those
receivables may not qualify for borrowings. As of March 31, 2003, $194 of gross
receivables was pledged as security for the outstanding loans. The Company pays
interest on amounts borrowed under the agreement based on one-month LIBOR. The
weighted average annual interest rate on amounts borrowed as of March 31, 2003
was 1.4%. In addition,

10
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS —-- (CONTINUED)
(DOLLARS IN MILLIONS EXCEPT PER SHARE AMOUNTS)
(UNAUDITED)

14



Edgar Filing: AGERE SYSTEMS INC - Form 10-Q

the Company pays an annual commitment fee, which varies depending on its credit
rating, on the $200 total loan commitment. As of March 31, 2003, the commitment
fee was 1.5% per annum. If the Company's credit rating were to decline one or
two levels, the commitment fee would increase to 2% or 3% per annum,
respectively.

ASRF is a separate legal entity with its own separate creditors. Upon
liquidation of ASRF, its assets will be applied to satisfy the claims of its
creditors prior to any value in ASRF becoming available to the Company. The
business of ASRF is limited to the acquisition of receivables from Agere Systems
Inc. and certain of its subsidiaries and related activities.

COLLATERAL INSTALLMENT LOAN

On March 28, 2003, the Company borrowed $20 under an installment note with a
fixed interest rate of 9.45% that is secured by certain Company equipment. The
Company will make 24 monthly installments beginning on May 1, 2003 with a $7
balloon payment due at the end of this period. Assuming certain conditions are
met, the Company has the ability to refinance the balloon payment for an
additional twelve month period. The current portion of this loan is $7 as of
March 31, 2003.

6. SUPPLEMENTARY FINANCIAL INFORMATION
STATEMENT OF OPERATIONS INFORMATION

The Company has recognized increased depreciation due to a change in
accounting estimate as a result of shortening the estimated useful lives of
certain assets in connection with the Company's restructuring activities. The
Company recorded increased depreciation of $29 and $55 for the three and six
months ended March 31, 2003, respectively. Of these amounts $24 and $41 was
recorded in costs and $5 and $14 was recorded in restructuring and other
charges —-- net for the three and six months ended March 31, 2003, respectively.
The Company also recorded increased depreciation of $9 for both the three and
six months ended March 31, 2002, of which $8 is recorded in costs and $1 is
recorded in restructuring and other charges —-- net. This increased depreciation
is reflected in net loss and resulted in a $0.02 and $0.03 per share increase in
the net loss for the three and six months ended March 31, 2003, respectively,
and a $0.01 per share increase in the net loss for both the three and six months
ended March 31, 2002.

During the three months ended March 31, 2002, the Company realized a $243
gain on the sale of its field-programmable gate array business, which is
reflected in (gain) loss on sale of operating assets —-- net.

For the three months ended March 31, 2003, the Company recorded a provisio