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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.

YES  ý NO  o

APPLICABLE ONLY TO CORPORATE ISSUERS:

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Common stock, $.20 par value:  804,130,856 shares as of June 9, 2003

Edgar Filing: ADC TELECOMMUNICATIONS INC - Form 10-Q

2



PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

ADC TELECOMMUNICATIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS�UNAUDITED

(In millions)

April 30,
2003

October 31,
2002

ASSETS:
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CURRENT ASSETS:
Cash and cash equivalents $ 374.5 $ 278.9
Available-for-sale securities 3.1 0.5
Accounts receivable, net 110.1 114.6
Unbilled revenue 29.1 25.8
Inventories, net 83.7 94.9
Prepaid income taxes 23.3 126.6
Prepaid and other current assets 30.9 44.5

Total current assets 654.7 685.8

PROPERTY AND EQUIPMENT, net 170.9 206.8
ASSETS HELD FOR SALE 24.5 20.0
RESTRICTED CASH 67.8 177.0
OTHER ASSETS 33.9 54.6

Total assets $ 951.8 $ 1,144.2

LIABILITIES AND SHAREOWNERS� INVESTMENT:

CURRENT LIABILITIES:
Accounts payable $ 49.2 $ 73.0
Accrued compensation and benefits 61.8 74.1
Restructuring accrual 40.1 124.2
Other accrued liabilities 122.3 110.8
Notes payable 8.6 15.7

Total current liabilities 282.0 397.8

LONG-TERM NOTES PAYABLE � 10.8
OTHER LONG-TERM LIABILITIES 3.4 3.4

Total liabilities 285.4 412.0

SHAREOWNERS� INVESTMENT
(804.1 and 799.6 shares outstanding, respectively) 666.4 732.2

Total liabilities and shareowners� investment $ 951.8 $ 1,144.2

See accompanying notes to condensed consolidated financial statements.
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ADC TELECOMMUNICATIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS�UNAUDITED

(In millions, except per share amounts)

Three months Ended
April 30,

Six Months Ended
April 30,

2003 2002 2003 2002
NET SALES:
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Product $ 142.1 $ 235.1 $ 293.9 $ 463.8
Service 49.8 63.2 97.9 128.0
TOTAL NET SALES 191.9 298.3 391.8 591.8

COST OF SALES:
Product 78.3 170.9 162.4 311.9
Service 40.2 53.7 85.3 111.4
TOTAL COST OF SALES 118.5 224.6 247.7 423.3

GROSS PROFIT 73.4 73.7 144.1 168.5

EXPENSES:
Research and development 27.4 51.4 59.7 95.6
Selling and administration 61.0 108.1 124.9 219.2
Impairment charges 4.3 16.8 14.6 18.7
Restructuring charges 12.1 47.4 20.2 50.4
In process research and development � 10.5 � 10.5

Total Expenses 104.8 234.2 219.4 394.4

OPERATING LOSS (31.4) (160.5) (75.3) (225.9)

OTHER INCOME, NET 2.0 27.5 4.4 23.0

LOSS BEFORE INCOME TAXES (29.4) (133.0) (70.9) (202.9)
BENEFIT FOR INCOME TAXES � (43.8) � (68.9)

NET LOSS $ (29.4) $ (89.2) $ (70.9) $ (134.0)

AVERAGE COMMON SHARES OUTSTANDING
(BASIC AND DILUTED) 802.7 794.9 801.9 794.2

LOSS PER SHARE (BASIC AND DILUTED) $ (0.04) $ (0.11) $ (0.09) $ (0.17)

See accompanying notes to condensed consolidated financial statements.
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ADC TELECOMMUNICATIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS�UNAUDITED

(In millions)

Six Months Ended
April 30,

2003 2002
OPERATING ACTIVITIES:
Net loss $ (70.9) $ (134.0)
Adjustments to reconcile net loss to net cash from operating activities:
Purchased in process research and development � 10.5
Inventory and fixed asset impairments 15.9 19.4
Depreciation and amortization 33.5 58.0
Provision for losses on receivables 1.4 2.1
Inventory reserves (0.8) 8.3
Non-cash stock compensation 2.1 5.4
Change in deferred income taxes � (1.5)
Loss on write-down of investments � 22.3
Gain on sale of investments (2.0) (31.2)
Loss on sale of business 2.8 �
Loss on sale of fixed assets and sale leasebacks 1.0 2.3
Other 2.1 1.5
Changes in operating assets and liabilities, net of acquisitions and divestitures:
Accounts and unbilled receivables 8.7 117.6
Inventories 9.3 52.0
Prepaid and other assets 143.0 152.5
Accounts payable (30.8) (57.1)
Accrued liabilities (101.3) (13.6)

Total cash provided by operating activities 14.0 214.5

INVESTING ACTIVITIES:
Acquisitions, net of cash acquired � (4.3)
Divestitures, net of cash disposed 0.5 �
Property and equipment additions, net of disposals (16.1) (21.8)
Change in restricted cash 109.1 (260.1)
Sale of available-for-sale securities, net � 32.2
Sale (purchase) of long-term investments, net 4.0 (1.8)

Total cash provided by (used) for investing activities 97.5 (255.8)

FINANCING ACTIVITIES:
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Repayments of debt (18.4) (3.9)
Common stock issued 2.8 6.3

Total cash provided by (used for) financing activities (15.6) 2.4

EFFECT OF EXCHANGE RATE CHANGES ON CASH (0.3) (0.2)

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 95.6 (39.1)
CASH AND CASH EQUIVALENTS, beginning of period 278.9 348.6

CASH AND CASH EQUIVALENTS, end of period $ 374.5 $ 309.5

See accompanying notes to condensed consolidated financial statements.
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ADC TELECOMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�UNAUDITED

Note 1 Basis of Presentation:

The interim information furnished in this report is unaudited but reflects all normal recurring adjustments which are necessary, in the opinion of
our management, for a fair statement of the results for the interim periods.  The operating results for the quarter ended April 30, 2003 are not
necessarily indicative of the operating results to be expected for the full fiscal year. These statements should be read in conjunction with our
most recent Annual Report filed on Form 10-K.

Reclassifications.  Certain prior year amounts have been reclassified to conform to the current year presentation.

Recently Issued Accounting Pronouncements.  In June 2002, the Financial Accounting Standards Board (FASB) issued
Statement of Financial Accounting Standards (SFAS) No. 146, �Accounting for Costs Associated with Exit or Disposal
Activities.�  SFAS No. 146 superseded Emerging Issues Task Force (EITF) Issue No. 94-3, �Liability Recognition for
Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a
Restructuring).�  The principal difference between SFAS. No. 146 and EITF No. 94-3 relates to when an entity can
recognize a liability related to exit or disposal activities.  SFAS No. 146 requires that a liability be recognized for a
cost associated with an exit or disposal activity when the liability is incurred.  EITF No. 94-3 allowed a liability
related to an exit or disposal activity to be recognized on the date an entity commits to an exit plan.  We adopted this
standard on January 1, 2003, which was the standard�s effective date.  The standard did not materially impact our
consolidated financial results or financial position upon adoption.

In November 2002, the FASB issued Interpretation No. 45, �Guarantor�s Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of the Indebtedness of Others,� which requires a guarantor to recognize and measure certain types of guarantees at fair value. 
In addition, Interpretation No. 45 requires the guarantor to make new disclosures for these guarantees and other types of guarantees that are not
subject to the initial recognition and initial measurement provisions.  The disclosure requirements are effective for financial statements with
interim or annual periods ended after December 15, 2002, while the recognition and measurement provisions are applicable on a prospective
basis to guarantees issued or modified after December 31, 2002.  We adopted the initial recognition and measurement provision as well as the
disclosure provision of Interpretation No. 45 during the first quarter of fiscal 2003.  The initial recognition and measurement provisions did not
have a material impact on our consolidated financial results or financial position.  See Note 10 for guarantee disclosure information.

In December 2002, the FASB issued SFAS No. 148, �Accounting for Stock-Based Compensation � Transition and Disclosure.�  The provisions of
SFAS No. 148 amend SFAS No. 123, �Accounting for Stock Based Compensation,� to provide alternative methods of transitioning to a fair
value-based method of accounting for stock-based employee compensation.  In addition, SFAS No. 148 also expands the disclosure
requirements of SFAS No. 123 by requiring more detailed disclosure in both annual and interim financial statements.  The transition provisions
of SFAS No. 148 will not have a material impact on our financial results, as we do not plan to adopt the fair value-based accounting provisions
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of SFAS No. 123, which is commonly referred to as expensing of stock options.  The disclosure provisions of SFAS No. 148 are effective for
interim periods beginning after December 15, 2002.  Accordingly, we adopted the disclosure provisions of this standard during the second
quarter of fiscal 2003.

In January 2003, the FASB issued Interpretation No. 46, �Consolidation of Variable Interest Entities, an Interpretation of Accounting Research
Bulletin No. 51,� which requires companies to consolidate certain types of variable interest entities.  A variable interest entity is an entity that has
inadequate invested equity at risk to meet expected future losses, or whose holders of the equity investments lack any of the following three
characteristics:  (i) the ability to make decisions about the entity�s activities; (ii) the obligation to absorb the entity�s losses if they occur; or (iii)
the right to receive the entity�s future returns if they occur.  Interpretation No. 46 is applicable immediately for all variable interests created after
January 31, 2003.  For all variable interest entities created before February 1, 2003, the provisions of this interpretation are effective in the first
fiscal year or interim period beginning after June 15, 2003 (our fourth quarter of fiscal 2003).  In accordance with Interpretation No. 46, we will
be required to consolidate an operating lease related to our world headquarters facility, generally known as a �synthetic lease,� beginning in the
fourth quarter of fiscal 2003. Interpretation No. 46 is not expected to have a material impact on our consolidated financial position or results of
operations as we intend to purchase this property from the lessor during the third quarter of fiscal 2003.

Summary of Significant Accounting Policies.  A detailed description of our significant accounting policies can be found in our
most recent Annual Report filed on Form 10-K.  As noted above, we recently adopted the disclosure provisions of
SFAS No. 148,  but we did not adopt the transition provisions of SFAS No. 148.  As a result of adopting the
disclosure provisions of SFAS No. 148, we

5
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are required to disclose the method we use to account for stock based compensation on a quarterly basis.  Stock compensation is awarded to
certain key employees in the form of stock options and restricted stock.  We account for our stock compensation in accordance with APB
Opinion 25, �Accounting for Stock Issued to Employees,� and related interpretations. All stock options are issued at fair market value on the date
of grant.  Accordingly, we did not recognize stock compensation expense for stock options granted during the periods presented.  The following
table summarizes what our operating results would have been if we had utilized the fair value method of accounting for stock options (in
millions):

Three months Ended
April 30,

Six Months Ended
April 30,

2003 2002 2003 2002
Net Loss
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As reported $ (29.4) $ (89.2) $ (70.9) $ (134.0)
Stock compensation expense � fair value based method (19.0) (35.3) (37.5) (69.4)
Pro Forma Net Loss $ (48.4) $ (124.5) $ (108.4) $ (203.4)

Loss Per Share � Basic and Diluted
As reported $ (0.04) $ (0.11) $ (0.09) $ (0.17)
Pro forma $ (0.06) $ (0.16) $ (0.14) $ (0.26)

We have issued restricted stock as part of employee incentive plans as well as in conjunction with our fiscal year 2000 purchase of Broadband
Access Systems, Inc.  The fair market value of the restricted stock is amortized over the projected remaining vesting period.  During the three
and six months ended April 30, 2003, we incurred $1.2 million and $4.6 million, respectively, of non-cash stock compensation expense related
to restricted stock issuances.  Non-cash stock compensation expense for the three and six months ended April 30, 2002, was $3.7 million and
$7.5 million, respectively.

Note 2 Inventories:

Inventories include material, labor and overhead and are stated at the lower of first-in, first-out cost or market. Inventories consisted of (in
millions):

April 30,
2003

October 31,
2002

Purchased materials and manufactured products $ 73.2 $ 82.5
Work-in-process 10.5 12.4

$ 83.7 $ 94.9

Note 3 Other Assets:

Deferred tax assets. A deferred tax asset generally represents future tax benefits to be received when certain expenses
previously recognized in our U.S. GAAP-based income statement become deductible expenses under applicable
income tax laws.  Thus, realization of a deferred tax asset is dependent on future taxable income against which these
deductions can be applied.  SFAS No. 109, �Accounting for Income Taxes,� requires that a valuation allowance be
established when it is more likely than not that all or a portion of deferred tax assets will not be realized.  In fiscal
2002 and for the three and six months ended April 30, 2003, we recorded a full valuation allowance against all our
deferred tax assets. We expect to provide a full valuation allowance on any future tax benefits until we can sustain a
level of profitability that demonstrates our ability to utilize these assets. We will not record tax benefits or significant
provisions for pre-tax income (loss) until either our deferred tax assets are fully utilized to reduce future income tax
liabilities or the value of our deferred tax assets are restored on the balance sheet.  As of April 30, 2003 we had $735.4
million of deferred tax assets that have a full valuation allowance against them and thus are not reflected on the
condensed consolidated balance sheet.  Our deferred tax assets expire through October 31, 2022.
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Note 4 Comprehensive Loss:

The following table presents the calculation of comprehensive loss as required by SFAS No. 130. Comprehensive loss has no impact on our net
loss, balance sheet or shareowners� investment. The components of comprehensive loss are as follows (in millions):

6
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Three months Ended
April 30,

Six Months Ended
April 30,

2003 2002 2003 2002
Net loss $ (29.4) $ (89.2) $ (70.9) $ (134.0)
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Change in cumulative translation adjustments (1.8) 2.0 (5.6) (6.4)
Reclassification adjustment for realized (gains) losses on
securities classified as available for sale, net-of-tax � (15.2) � (19.6)
Unrealized gain (loss) from securities classified as available
for sale, net-of-tax 0.4 (1.5) 2.6 (2.4)

Comprehensive loss $ (30.8) $ (103.9) $ (73.9) $ (162.4)

Note 5 Divestitures:

During fiscal 2002 and for the six months ended April 30, 2003, we sold or shut down non-strategic product lines.  The net sales and operating
income (loss) of the divested product lines are as follows (in millions):

Three months Ended
April 30,

Six Months Ended
April 30,

2003 2002 2003 2002
Net sales $ 0.3 $ 4.5 $ 1.3 $ 11.4
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Operating income (loss) 0.2 (41.1) 0.8 (69.8)

Note 6 Segment Reporting:

The �management approach� required by SFAS No. 131, �Disclosures about Segments of an Enterprise and Related Information,� requires us to
disclose selected financial data by operating segment. This approach is based on the way we organize segments within an enterprise for making
operating decisions and assessing performance. We have identified two reportable segments based on our internal organizational structure,
management of operations and performance evaluation. These segments are Broadband Infrastructure and Access, and Integrated Solutions.
Segment detail is summarized as follows (in millions):

Broadband
Infrastructure
and Access

Integrated
Solutions

Unallocated
Items Consolidated

Three Months Ended April 30, 2003
External sales:
Product $ 119.7 $ 22.4 $ � $ 142.1
Service � 49.8 � 49.8
Total external sales 119.7 72.2 � 191.9

Impairment, restructuring and other disposal charges(1) � � (17.7) (17.7)
Operating loss (8.8) (0.6) (22.0) (31.4)
Other income, net � � 2.0 2.0
Pre-tax loss (8.8) (0.6) (20.0) (29.4)
Assets 320.6 268.6 362.6 951.8

Three Months Ended April 30, 2002
External sales:
Product $ 205.4 $ 29.7 $ � $ 235.1
Service � 63.2 � 63.2
Total external sales 205.4 92.9 � 298.3

Impairment, restructuring and other disposal charges(2) � � (63.6) (63.6)
In-process research and development � � (10.5) (10.5)
Operating loss (78.6) (6.1) (75.8) (160.5)
Other income, net � � 27.5 27.5
Pre-tax loss (78.6) (6.1) (48.3) (133.0)
Assets 616.3 220.5 1,453.2 2,290.0

Six Months Ended April 30, 2003
External sales:
Product $ 252.2 $ 41.7 $ � $ 293.9
Service � 97.9 � 97.9
Total external Sales 252.2 139.6 � 391.8

Impairment, restructuring and other disposal charges(1) � � (36.2) (36.2)
Operating loss (19.5) (9.3) (46.5) (75.3)
Other income, net � � 4.4 4.4
Pre-tax loss (19.5) (9.3) (42.1) (70.9)
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Assets 320.6 268.6 362.6 951.8

Six Months Ended April 30, 2002
External sales:
Product $ 402.5 $ 61.3 $ � $ 463.8
Service � 128.0 � 128.0
Total external sales 402.5 189.3 � 591.8

Impairment, restructuring and other disposal charges(2) � � (68.5) (68.5)
In-process research and development � � (10.5) (10.5)
Operating loss (140.0) (11.7) (74.2) (225.9)
Other income, net � � 23.0 23.0
Pre-tax loss (140.0) (11.7) (51.2) (202.9)
Assets 616.3 220.5 1,453.2 2,290.0

(1)  Includes $1.3 million and $1.4 million of inventory write-offs associated with discontinued product lines; $4.3
million and $14.6 of million impairment charges; and $12.1 million and $20.2 million of employee termination,
facility consolidation and other charges not allocated to a specific segment for the three and six months ended April
30, 2003, respectively.

(2)  Includes $0.7 million and $0.7 million of inventory write-offs associated with discontinued product lines; $16.8
million and $18.7 of million impairment charges; and $46.1 million and $49.1 million of employee termination,
facility consolidation and other charges not allocated to a specific segment for the three and six months ended April
30, 2002, respectively.

7
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Note 7 Impairment, Restructuring and Other Disposal Charges:

During the three and six months ended April 30, 2003 and 2002, we continued our plan to improve operating performance by restructuring and
streamlining our operations.  As a result, we incurred impairment charges resulting from the disposal of excess equipment, restructuring charges
associated with workforce reductions as well as the consolidation of excess facilities, and other disposal charges associated with inventory
write-offs and certain administrative charges related to product line divestitures or shutdowns. The impairment, restructuring and other disposal
charges resulting from our actions, by category of expenditures, are as follows for the three and six months ended April 30, 2003 and 2002,
respectively (in millions):

Three Months Ended April 30, 2003
Impairment
Charges

Restructuring
Charges

Selling and
Administrative

Charges
Cost of

Product Sold Total
Employee severance costs $ � $ 9.8 $ � $ � $ 9.8
Fixed asset write-downs 4.3 � � � 4.3
Facility consolidation and lease
termination � 2.1 � � 2.1
Inventory write-offs � � � 1.3 1.3
Other � 0.2 � � 0.2
Total $ 4.3 $ 12.1 $ � $ 1.3 $ 17.7

Three Months Ended April 30, 2002
Impairment
Charges

Restructuring
Charges

Selling and
Administrative

Charges
Cost of

Product Sold Total
Employee severance costs $ � $ 10.4 $ � $ � $ 10.4
Fixed asset write-downs 16.8 � � � 16.8
Facility consolidation and lease
termination � 35.8 � � 35.8
Inventory write-offs � � � 0.7 0.7
Committed sales contracts �
administrative � � (1.3) � (1.3)
Other � 1.2 � � 1.2
Total $ 16.8 $ 47.4 $ (1.3) $ 0.7 $ 63.6

Six Months Ended April 30, 2003
Impairment
Charges

Restructuring
Charges

Selling and
Administrative

Charges
Cost of

Product Sold Total
Employee severance costs $ � $ 21.5 $ � $ � $ 21.5
Fixed asset write-downs 14.6 � � � 14.6
Facility consolidation and lease
termination � (1.4) � � (1.4)
Inventory write-offs � � � 1.4 1.4
Other � 0.1 � � 0.1
Total $ 14.6 $ 20.2 $ � $ 1.4 $ 36.2

Six Months Ended April 30, 2002
Impairment
Charges

Restructuring
Charges

Selling and
Administrative

Charges
Cost of

Product Sold Total
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Employee severance costs $ � $ 11.9 $ � $ � $ 11.9
Fixed asset write-downs 18.7 � � � 18.7
Facility consolidation and lease
termination � 35.9 � � 35.9
Inventory write-offs � � � 0.7 0.7
Committed sales contracts �
administrative � � (1.3) � (1.3)
Other � 2.6 � � 2.6
Total $ 18.7 $ 50.4 $ (1.3) $ 0.7 $ 68.5

8
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Restructuring Charges:  Employee severance costs relate to workforce reductions resulting from the closure of facilities
and other workforce reductions attributable to our efforts to reduce costs.  During the three and six months ended
April 30, 2003, approximately 350 and 1,020 employees, respectively, were impacted by reductions in force.  The
costs of these reductions will be funded through cash from operations. These reductions have impacted both business
segments and were widespread across all employee groups.

Facility consolidation costs represent lease termination costs and other costs associated with our decision to consolidate and close duplicative or
excess manufacturing and office facilities.  During the six months ended April 30, 2003, we negotiated a favorable lease termination settlement
with a landlord of a leased facility and accordingly reversed $4.2 million of our previous restructuring accrual for this lease settlement.

Other Disposal Charges:  Inventory write-offs represent losses incurred to write down the carrying value of inventory for
product lines that have been discontinued.  Revenues and gross margins from these product lines are not material to
our consolidated results of operations.

Committed sales contracts � administrative represents the administrative expenses necessary to complete or negotiate settlements with respect to
certain committed sales contracts, which costs would normally be classified as selling and administration expenses.  These costs are a direct
result of our decision to exit certain product lines.

Impairment Charges: As a result of our intention to sell, scale-back or exit non-strategic businesses, we evaluated our
property and equipment assets for impairment. For the three and six months ended April 30, 2003, we recognized $4.3
million and $14.6 million, respectively, of impairment charges in accordance with SFAS No. 144, �Accounting for the
Impairment or Disposal of Long-Lived Assets.� For the three and six months ended April 30, 2002, we recognized
$16.8 million and $18.7 million, respectively, of impairment charge in accordance with SFAS No. 121, �Accounting
for the Impairment of Long-Lived Assets.�

Effect of Restructuring Charges on Future Cash Flows: The following table provides detail on the activity and our remaining
restructuring accrual balance by category as of April 30, 2003 (in millions):

9
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Type of Charge
Accrual

October 31, 2002 Net Additions Cash Charges
Accrual

April 30, 2003

Employee severance costs $ 17.0 $ 21.5 $ 28.1 $ 10.4
Facilities consolidation 105.6 (1.4) 75.8 28.4
Other 1.6 0.1 0.4 1.3
Total $ 124.2 $ 20.2 $ 104.3 $ 40.1

The total adjustment made to the restructuring accrual balance for changes in assumptions was a $1.0 million increase and $3.2 million reduction
during the three and six months ended April 30, 2003, respectively.  The adjustment was primarily related to the termination of a lease for a
manufacturing facility used in our optical components business.  We were able to terminate this lease much earlier than our original estimate and
at a lower settlement cost than the original estimate.  This adjustment was recorded as an offset to the additions to the accrual, and thus is
reflected in the �Net Additions� column in the table above.

We expect that substantially all of the remaining $10.4 million accrual relating to employee severance costs as of April 30, 2003, will be paid
from unrestricted cash by the end of fiscal 2003. Of the $28.4 million to be paid for the consolidation of facilities, we expect that approximately
$19.1 million will be paid from unrestricted cash through April 30, 2004, and the balance will be paid over the respective lease terms of the
facilities through 2008 from unrestricted cash. The remaining balance of $1.3 million will be paid through fiscal 2003 from unrestricted cash as
certain committed sales contracts are completed. Based on our intention to continue to reduce our cost structure, we may incur additional
restructuring charges (both cash and non-cash) in future periods, which may have a material effect on our operating results.

In addition to the restructuring accrual described above, we have $24.5 million of assets held for sale (of which $4.8 million relates to our
Broadband Infrastructure and Access segment and $19.7 million was not allocated to either of our segments). We classified these assets as �Held
for Sale� pursuant to our decision to exit non-strategic product lines and to reduce the size of our operations.  We expect to sell or dispose of these
assets before April 30, 2004.

Note 8 Joint Ventures:

In January 2001 and December 2001, we entered into a total of three joint ventures with Competence Research and Development Ltd., an
independent company.  The joint ventures were established to share development risk and capital resources associated with the ongoing
development of technology used in our iAN�, BroadAccess�, and Small Subscriber product lines.  The joint ventures were successful in advancing
the development of technology related to these product lines.  When the joint ventures were established we held 34%, 20%, and 49% interests,
respectively, in the three joint venture entities.  Because we did not have majority control over the joint ventures, these investments were
accounted for using the equity method.  Therefore, a pro rata portion of the joint ventures� profits or losses is reflected in our condensed
consolidated income statement as Other Income (Expense).  During the six months ended April 30, 2002, we incurred $2.6 in equity losses
related to these joint ventures. There have been no losses incurred since January 31, 2002.

In December 2001, we purchased Competence�s 66% interest in one of the joint ventures for $3.9 million in cash and the assumption of $16.5
million in debt owed by that joint venture, the proceeds of which were being used to fund the development of technology.  In February 2002, we
purchased Competence�s remaining interests in the other joint ventures for a total of approximately $350,000 in cash and the assumption of
approximately $4.2 million in debt, the proceeds of which were used to fund the development of the technology.  The debt related to the
February 2002 purchases was paid off immediately following the purchases.  We recorded expenses of $10.5 million for in-process research and
development projects associated with the purchase of Competence�s interests in these ventures in the second quarter of fiscal 2002.  In addition,
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$10.3 million was allocated to developed technology, of which $5.3 was written off prior to fiscal 2003.  The remainder is being amortized over
a period of seven years.  Appraisals for purchased in-process and developed technology were determined using the income approach, discounted
based on the estimated likelihood that the project ultimately would succeed.

Note 9 Variable Interest Entities:

We are a party to an operating lease agreement related to our world headquarters facility in Eden Prairie, Minnesota. This lease expires in
October of fiscal 2006. This operating lease, which is sometimes referred to as a �synthetic lease,� contains a minimum residual value guarantee
by us at the end of the lease term, and also gives us a purchase option at the end of the lease term. If we choose to retain the property at the end
of the lease term, or if the lease is terminated prematurely, we must pay the purchase option price. If we dispose of the property at the end of the
lease term, we must pay any shortfall of the sales proceeds as compared to the purchase option price, not to exceed the residual value guarantee
to the lessor. The aggregate purchase option price and minimum residual value guarantee from this lease are approximately $47.0 million and
$41.3 million, respectively.  Under this lease, we have pledged cash collateral in the aggregate
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amount of $47.0 million, which is part of the restricted cash balance on our condensed consolidated balance sheet.  We currently intend to
purchase this property from the lessor during the third quarter of fiscal 2003 for the purchase option price of $47.0 million.

During the three months ended April 30, 2003 we purchased two properties that were subject to synthetic leases from the lessor for $55.9
million.  The properties were purchased using the restricted cash we had previously pledged to secure our lease obligations.  We recorded these
assets at their fair market value of $15.7 million, which resulted in a $5.2 million impairment charge and a $35.0 million reduction in our
restructuring accrual as we had previously recognized this loss in a prior period. Both purchased properties are classified as assets held for sale
on our condensed consolidated balance sheet because we intend to sell them within one year from the date of purchase.  In addition to the assets
purchased during the three months ended April 30, 2003, we also purchased two other properties that were subject to synthetic leases during the
three months ended January 31, 2003 from the lessor for a total of $45.5 million, using restricted cash pledged for these leases to pay for the
purchase price, and immediately sold the facilities for a total of $15.3 million.  The majority of the difference between the purchase price we
paid to the lessor and the sales price we received was accrued as part of our restructuring accrual.  The $15.3 million sales proceeds became
available to us as unrestricted cash.

Note 10 Guarantees:

In connection with the sale of a participation interest in a customer note receivable for $14.3 million, we guaranteed the payment obligation of
the customer to the purchaser of the participation interest.  During the three months ended April 30, 2003 the underlying customer defaulted on
the note receivable.  Therefore, we were required to pay the purchaser of the participation interest $14.5 million, which was the outstanding
principal and interest on the note receivable at the time the customer defaulted.  Of the $14.5 million payment, we used $14.3 million from our
restricted cash that was previously pledged to secure our guarantee with the remainder being paid from unrestricted cash.  This note receivable
has been fully reserved for as part of our allowance for doubtful accounts reserve. As of April 30, 2003, we did not have any outstanding
guarantees.

We have entered into a variety of agreements with third parties that include indemnification clauses, both in the ordinary course of business and
in connection with our divestitures of certain product lines.  These clauses require us to compensate these third parties for certain liabilities and
damages incurred by them.  We have not made any significant indemnification payments as a result of these clauses, and in accordance with
FASB Interpretation No. 45 �Guarantors Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness
of Others,� have not accrued any amounts in relation to these indemnification clauses.

Note 11 Subsequent Events:

On June 4, 2003, we issued $400 million of convertible unsecured subordinated notes in two separate transactions pursuant to Rule 144A under
the Securities Act of 1933.  This issuance was made through an initial offering of $350 million of convertible notes made on May 29, 2003, and
the subsequent exercise in full by the underwriters of such offering of their option to purchase an additional $50 million of convertible notes. 
The net proceeds to us from this offering were $355.5 million after underwriting discounts of $10 million and the net payment for the purchased
call options and warrant transactions described below.  In the first transaction, we issued $200 million of 1% fixed rate convertible unsecured
subordinated notes that mature on June 15, 2008.  In the second transaction, we issued $200 million of convertible unsecured subordinated notes
that have a variable interest rate and mature on June 15, 2013.  The interest rate for the variable rate notes is equal to 6-month LIBOR plus
0.375%.  The interest rate for the variable rate notes will be reset on each interest payment date.  Interest on both the fixed and variable rate
notes will be paid semiannually on June 15 and December 15 of each year beginning on December 15, 2003.  The holders of both the fixed and
variable rate notes may convert all or some of their notes into shares of our common stock at any time prior to maturity at a conversion price of
$4.013 per share.  We may not redeem the fixed rate notes prior to their maturity date.  We may redeem any or all of the variable rate notes at
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any time on or after June 23, 2008.

Concurrent with the issuance of the fixed and variable rate notes, we purchased five and ten-year call options on our common stock to reduce the
potential dilution from conversion of the notes.  Under the terms of these call options, which become exercisable upon conversion of the notes,
we have the right to purchase from the counterparty at a purchase price of $4.013 per share the aggregate number of shares that we are obligated
to issue upon conversion of the fixed and variable notes, which is a maximum of 99.7 million shares.  We also have the option to settle the call
options with the counterparty through a net share settlement or cash settlement, either of which would be based on the extent to which the
then-current market price of our common stock exceeds $4.013 per share.  The total cost of the call options was $137.3 million, which was
recognized in shareowners� investment.  The cost of the call options was partially offset by the sale of warrants with terms of five and ten years to
acquire shares of our common stock to the same counterparty with whom we entered into the call options.  The warrants are exercisable for an
aggregate of 99.7 million shares at an exercise price of $5.28 per share.  The warrants become exercisable upon conversion of the notes, and may
be settled, at our option, either through a net share settlement or a net cash settlement, either of which would be based on the extent to which the
then-current market price of our common stock exceeds $5.28 per share.  The gross proceeds from the sale of the warrants were $102.8 million,
which was recognized in shareowners� investment.  The call options and the warrants are subject to early expiration upon conversion of the
notes.  The net effect of the call options and the warrants is to either reduce the potential dilution from the conversion of the
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notes (if we elect net share settlement) or to increase the net cash proceeds of the offering (if we elect net cash settlement) if the notes are
converted at a time when the current market price of our common stock is greater than $4.013 per share.

We plan to use the cash proceeds from this offering for general corporate purposes and strategic opportunities, including financing for possible
acquisitions or investments in complementary businesses, technologies or products.

ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Business

We are a leading global supplier of broadband network equipment, software and systems integration services that enable communications
service providers to deliver high-speed Internet, data, video and voice services to consumers and businesses worldwide. Telephone companies,
cable television operators, Internet and data service providers, wireless service providers and other communications service providers are
building and upgrading the broadband network infrastructure required to offer high-speed Internet access as well as data, video, telephony and
other interactive multimedia services. Our product offerings and development efforts are focused on increasing the speed and efficiency of the
last mile/kilometer portion of broadband communications networks, and our product and service offerings help connect communications service
providers� offices to businesses and end users� homes as well as to wireless communications devices.

Our customers include local and long-distance telephone companies, cable television operators, wireless service providers, new competitive
service providers, broadcasters, governments, businesses, system integrators and communications equipment manufacturers and distributors. We
offer broadband connectivity components and systems, broadband access and network equipment, software and systems integration services to
our customers through the following two segments of product and service offerings:

�  Broadband Infrastructure and Access; and

�  Integrated Solutions.

Broadband Infrastructure and Access focuses on Internet Protocol (IP)-based offerings for the cable industry, Digital
Subscriber Line (DSL) offerings for the telecommunications industry, and broadband connectivity products for
wireline, cable and wireless communications network applications.  These products consist of:

�  connectivity systems and components that provide the infrastructure to wireline, cable and wireless
service providers to connect Internet, data, video and voice services to the network over copper, coaxial and
fiber-optic cables, and
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�  access systems used by wireline, cable and wireless service providers to deliver high-speed
Internet, data and voice services to consumers and businesses in the last mile/kilometer of communication networks.

Integrated Solutions products and services consist of systems integration services and operations support systems (OSS)
software for broadband, multiservice communications over wireline, and wireless networks. Systems integration
services are used to design, equip and build communications networks that deliver Internet, data, video and voice
services to consumers and businesses. OSS software includes communications billing, customer management,
network performance and service-level assurance software used by service providers to operate communications
networks.

Marketplace Conditions

Our operating results during the three and six months ended April 30, 2003, continued to be adversely affected by the downturn in general
economic conditions, and adverse conditions in the communications equipment industry in particular. The current geopolitical situation has
caused additional uncertainty with respect to the prospects for economic growth generally. In this economic environment, many of our
communications service provider customers have deferred capital spending, reduced their communications equipment purchases, and announced
plans to further reduce capital expenditures. We have also experienced and expect to continue to experience increased pricing pressure from
many of our customers.  A majority of our revenues continue to be derived from telecommunications service providers.  These companies in
particular have greatly reduced their spending on communications equipment, resulting in significant reductions in our revenues.  We have also
been impacted by reduced or deferred capital spending by our cable industry customers as these customers focus on the profitable deployment of
broadband services, which has caused uncertainty with respect to the timing of their plans to expand their networks to offer voice-over Internet
Protocol services.  Moreover, some of our customers, both in the telecommunications service industry and the cable industry, have experienced
serious financial
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difficulties, which in some cases have resulted in bankruptcy filings or cessation of operations.  We believe that all of the conditions described
above are impacting the communications equipment industry generally, and are not unique to us.

As the downturn in the communications service industry continues, we expect there to be some consolidation among our customers in order for
them to increase market share, diversify product portfolios and/or achieve greater economies of scale.  This activity is likely to have an impact
on our results of operations during the time the consolidating companies focus on integrating their operations and choose their equipment
vendors.  There can be no assurance that we will be a supplier to the surviving service provider.  An example of this trend became evident during
the six month period ended April 30, 2003, with the acquisition of AT&T Broadband by Comcast Corporation, which has caused uncertainty
with respect to our future IP Cable revenues as Comcast integrates AT&T Broadband�s operations.

In addition to the consolidation we expect from our customers, we expect there to be several forms of structural correction in the
communications equipment industry.  Over the next twelve to eighteen months we expect some competitors to drop out of the market place due
to bankruptcy or shareholder liquidation.  We also believe that companies in the communications equipment industry will form more strategic
alliances or consolidate to diversify product portfolios or obtain greater economics of scale. Finally, we expect there to be continuing product
line rationalization as companies divest unprofitable product lines in an effort to focus on profitable business opportunities.  We intend to pursue
opportunities to acquire additional product lines or businesses that are complimentary to our strategic focus as well as divest non-strategic
product lines as we focus on growing our business profitably.  Although we are still reviewing our product portfolio for strategic additions or
divestitures, we are considering certain product lines for disposition.  However, no final decisions have been made in this regard.

When the downturn in communications equipment spending first became evident in fiscal 2001, we implemented a cost restructuring plan
through which we took steps to reduce operating expenses and capital spending.  As it became evident in 2002 and 2003 that our industry was
experiencing a more pronounced and prolonged economic downturn, we took additional cost restructuring measures to realize further cost
savings. Our actions to date have included:

�  the sale of non-strategic product lines;

�  significant reductions in discretionary spending;

�  the disposition of surplus equipment; and

�  substantial reductions in our workforce.

Demand for communications equipment remains at low levels compared to pre-2001 levels, and as a result of the significant slowdown in capital
spending in our target markets, it is difficult to predict the level of future demand in these markets, even in the very short term.  Despite the
above-mentioned restructuring actions, we may be unable to meet our anticipated revenue levels in any particular quarter, in which case our
operating results could be materially adversely affected for that period if we are unable to further reduce our expenses in time to counteract such
a decline in revenue.

On February 20, 2003, the Federal Communications Commission (FCC) adopted rules concerning incumbent local exchange carriers� network
unbundling obligations.  The FCC released their new rules concerning two main areas relating to a carrier�s unbundling obligations - UNE-P and
Broadband.  The FCC essentially kept in place the carriers� current UNE-P obligations, with state interpretations and decisions, and ruled not to
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require the unbundling of certain network elements in next generation hybrid and fiber networks.  Overall, we do not anticipate that this aspect
of the decision will result in increased capital spending by the incumbent carriers in the near term.  With respect to the Broadband portion of the
ruling, although we believe that it may encourage long-term investment and commitment to the deployment of broadband networks by
incumbent carriers, it is too early to determine what the impact of this ruling may be.

Our results of operations have historically been subject to seasonal factors, with stronger demand for our products during the fourth fiscal quarter
ending October 31 (primarily as a result of customer budget cycles and our fiscal year-end incentives) and weaker demand for our products
during the first fiscal quarter ending January 31 (primarily as a result of the number of holidays in late November, December and early January,
the development of annual capital budgets by our customers during that period, and a general industry slowdown during that period). There can
be no assurance that these historical seasonal trends will continue in the future. For instance, due to the economic downturn in the
communications equipment and services market during fiscal 2002 and 2001, the trend was not evident in either fiscal year. This trend was also
not evident during the first six months of fiscal 2003. A more detailed description of the risks to our business related to seasonality, along with
other risk factors associated with our business, can be found in Exhibit 99-a to this Form 10-Q.
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Impairment, Restructuring and Other Disposal Charges

We recorded additional impairment, restructuring, and other disposal charges during the three and six months ended April 30, 2003 and 2002.
Impairment charges represent a write-down of the carrying value of property and equipment assets to their estimated fair market value.
Restructuring charges represent the direct costs of employee terminations and facility consolidations as a result of downsizing our business.
Other disposal charges represent the direct costs of exiting certain product lines. A brief explanation of these charges follows, and a more
thorough summary is contained in Note 7 to the Condensed Consolidated Financial Statements in Item 1 of this Form 10-Q.

Three Months Ended April 30, 2003 and 2002

During the three months ended April 30, 2003 and 2002, we incurred the following charges (in millions):

Three Months Ended
April 30,

2003 2002
� Impairment Charges $ 4.3 $ 16.8
� Restructuring Charges 12.1 47.4
� Other Disposal Charges 1.3 (0.6)

$ 17.7 $ 63.6

Impairment Charges.  The impairment charges consisted solely of property and equipment impairments, which impacted
both the Broadband Infrastructure and Access and Integrated Solutions segments.  The impairment charges were the
result of our plan to dispose of excess equipment that resulted from our decision to streamline and reduce the size of
our operations.  The fair market value was determined using external sources, primarily proceeds received from
previous equipment sales.

Restructuring Charges.  The $12.1 million of restructuring charges incurred during the three months ended April 30, 2003
consist principally of $9.8 million for employee severance costs related to workforce reductions and $2.1 million for
facility consolidation and lease termination costs.  The employee terminations affected both the Broadband
Infrastructure and Access and Integrated Solutions segments. Approximately 350 employees were impacted by
reductions in force during the quarter.  The $2.1 million of facility consolidation costs primarily relates to the
consolidation of two facilities associated with our Integrated Solutions segment and a $1.0 million facility
consolidation charge as a result of a revised lease termination estimate on a previously vacated facility. The $47.4
million of restructuring charges incurred during the three months ended April 30, 2002 consists principally of $10.4
million for employee severance costs, $35.8 million for facility consolidation and lease termination costs, and $1.2
million of other costs associated with our restructuring activities.
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Other Disposal Charges. For the three months ended April 30, 2003 the $1.3 million of other disposal charges represent
additional inventory write-offs related to product lines that have been discontinued.  This charge was reported in cost
of sales on our condensed consolidated statement of operations.  For the three months ended April 30, 2002 the $(0.6)
of other disposal charges represent $0.7 million of inventory write offs that were reported in cost of sales, which were
offset by $(1.3) of committed sales contracts � administrative costs that were reported in selling and administrative
expenses on our condensed consolidated statement of operations.

Six Months Ended April 30, 2003 and 2002

During the six months ended April 30, 2003 and 2002, we incurred the following charges (in millions):

Six Months Ended
April 30,

2003 2002
� Impairment charges $ 14.6 $ 18.7
� Restructuring charges 20.2 50.4
� Other Disposal charges 1.4 (0.6)

$ 36.2 $ 68.5

Impairment Charges.  The impairment charges consisted solely of property and equipment impairments, which impacted
both the Broadband Infrastructure and Access and Integrated Solutions segments.  The impairment charges were the
result of our plan to
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dispose of excess equipment that resulted from our decision to streamline and reduce the size of our operations.  The fair market value was
determined using external sources, primarily proceeds received from previous equipment sales or estimates of discounted cash flows.

Restructuring Charges.  The $20.2 million of restructuring charges incurred during the six months ended April 30, 2003
consist principally of $21.5 million for employee severance costs related to workforce reduction and $(1.4) million of
facility consolidation charges.  The employee terminations affected both the Broadband Infrastructure and Access and
Integrated Solutions segments. Approximately 1,020 employees were impacted by reductions in force during the six
months ended April 30, 2003.  The $(1.4) million of facility consolidation charges reflects a $(4.2) million reversal of
a previous accrual related to a manufacturing facility used in our optical components business.  The $2.1 million of
additional facility consolidation charges incurred in the three months ended April 30, 2003, partially offsets this
reversal. The $50.4 million of restructuring charges incurred during the six months ended April 30, 2002 consist
principally of $11.9 million of employee severance costs, $35.9 million of facility consolidation and lease termination
costs and $2.6 million of other costs associated with our restructuring plans.

Other Disposal Charges. For the six months ended April 30, 2003 the $1.4 million of other disposal charges represent
additional inventory write-offs related to product lines that have been discontinued.  This charge was reported in cost
of sales on our condensed consolidated statement of operations.  For the six months ended April 30, 2002 the $(0.6) of
other disposal charges represent $0.7 million of inventory write offs as well as $(1.3) of committed sales contracts �
administrative costs that are reported in selling and administrative expenses on our condensed consolidated statement
of operations.

Effect of Restructuring Charges on Future Cash Flow

The following table provides detail on the remaining restructuring accrual by category as of April 30, 2003 and October 31, 2002 (in millions):

Type of Charge
Accrual

October 31, 2002
Accrual

April 30, 2003

Employee severance costs $ 17.0 $ 10.4
Facilities consolidation 105.6 28.4
Other 1.6 1.3
Total $ 124.2 $ 40.1

We believe that our entire restructuring accrual of $40.1 million as of April 30, 2003, will have to be paid from unrestricted cash as follows:

�  Substantially all of the $10.4 million of employee severance costs will be paid through the remainder of fiscal
2003;
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�  The facility consolidation accrual relates principally to excess leased facilities.  Of the $28.4 million facility
consolidation accrual, we estimate $19.1 million will be paid through April 30, 2004, with the remainder being paid
over the respective lease terms ending through fiscal 2008; and

�  The other $1.3 million accrual primarily relates to certain committed sales contracts�administrative costs and
will be paid during the remainder of fiscal 2003.

The restructuring accrual was established based on our assumptions of the relevant costs at the time the restructuring decisions were made.  The
accrual is periodically adjusted based on new information and actual costs incurred.  The ultimate resolution of the accrual may result in further
adjustments, which may have a material effect on our operating results.  Although most of our restructuring plan initiatives have been
implemented, we do not expect to complete our restructuring plan until the end of fiscal 2003.  Accordingly, we expect to continue to incur
restructuring charges throughout the current fiscal year and may incur such charges in later fiscal years.

Results of Operations

The following table contains information regarding the percentage to net sales of certain income and expense items for the three and six months
ended April 30, 2003 and 2002, and the percentage changes in these income and expense items between periods:
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Percentage of Net Sales
Percentage Increase or (Decrease)

Between Periods
Three Months Ended

April 30,
Six Months Ended

April 30,
Three Months
Ended April 30,

Six Months
Ended April 30,

2003 2002 2003 2002 2003 2002

Net Sales:
Product 74.0% 78.8% 75.0% 78.4% (39.6)% (36.6)%
Service 26.0 21.2 25.0 21.6 (21.2) (23.5)
Total Net Sales 100.0 100.0 100.0 100.0 (35.7) (33.8)
Cost of Sales:
Product 55.1 72.7 55.3 67.2 (54.2) (47.9)
Service 80.7 85.0 87.1 87.0 (25.1) (23.4)
Total Cost of Sales 61.8 75.3 63.2 71.5 (47.2) (41.5)
Gross Profit 38.2 24.7 36.8 28.5 (0.4) (14.5)
Expenses:
Research and development 14.3 17.3 15.2 16.2 (46.7) (37.6)
Selling and administration 31.8 36.2 31.9 37.0 (43.6) (43.0)
Impairment charges 2.2 5.6 3.7 3.2 (74.4) (21.9)
Restructuring charges 6.3 15.9 5.2 8.5 (74.5) (59.9)
In process research and development � 3.5 � 1.8 (100.0) (100.0)
Total Expenses 54.6 78.5 56.0 66.6 (55.3) (44.4)
Operating Loss (16.4) (53.8) (19.2) (38.2) 80.4 66.7
Other Income, Net 1.0 9.2 1.1 3.9 (92.7) (80.9)
Loss Before Income Taxes (15.3) (44.6) (18.1) (34.3) 77.9 65.1
Benefit for Income Taxes � 14.7 � 11.7 (100.0) (100.0)
Net Loss (15.3) (29.9) (18.1) (22.6) 67.0 47.1

Net Sales

The following table sets forth our net sales for the three and six months ended April 30, 2003 and 2002, respectively, for each of our functional
product and service segments described above (in millions):

Three Months Ended April 30, Six Months Ended April 30,

2003 2002 2003 2002

Product Group Net Sales % Net Sales % Net Sales % Net Sales %
Broadband
Infrastructure and
Access $ 119.7 62.4% $ 205.4 68.9% $ 252.2 64.4% $ 402.5 68.0%
Integrated Solutions:
Product 22.4 11.7 29.7 9.9 41.7 10.6 61.3 10.4
Service 49.8 25.9 63.2 21.2 97.9 25.0 128.0 21.6
Total Integrated
Solutions 72.2 37.6 92.9 31.1 139.6 35.6 189.3 32.0
Total $ 191.9 100.0% $ 298.3 100.0% $ 391.8 100.0% $ 591.8 100.0%
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Net sales were $191.9 million and $391.8 million for the three and six months ended April 30, 2003, respectively, reflecting a 35.7% and 33.8%
decrease over the comparable 2002 time periods.  Prior year amounts for the three and six months periods included $3.9 million and $9.5 million
of net sales from product lines divested prior to fiscal 2003.  International sales comprised 34.9% and 37.6% of our net sales for the three and six
months ended April 30, 2003, respectively, and 27.2% and 27.4% for the three and six months ended April 30, 2002, respectively.

During the three and six months ended April 30, 2003, net sales of Broadband Infrastructure and Access products declined by 41.7% and 37.3%,
respectively, over the comparable 2002 time periods.  Net sales in all of our Broadband Infrastructure and Access product lines decreased as a
result of lower volumes of products sold due to significant reductions in communications service provider capital budgets, as well as the lack of
new network build-outs or significant expansions of existing networks.  In addition, sales of our IP Cable product line decreased as a result of a
significant customer being acquired by Comcast Corporation.  Our wireline product line continues to face intense competition which is putting
pressure on our market share positions for these products.  In response, we intend to aggressively compete for market share by delivering high
quality products and superior customer service at competitive prices.
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During the three and six months ended April 30, 2003, net sales of our Integrated Solutions products declined by 22.3% and 26.3%, respectively,
over the comparable 2002 time periods.  Net sales in all of our Integrated Solutions product lines decreased as a result of continued reductions in
our customers� capital spending budgets.  Our software product line experienced declining sales of both service orders and new license orders. 
We anticipate that our future revenue in our Integrated Solutions segment will be subject to increased variability due to the timing of customer
acceptance and associated revenue recognition for large-scale software installations.

For the six months ended April 30, 2003, the increase in international sales as a percentage of total sales over the comparable fiscal 2002 period
was largely attributable to the recognition of $16.0 million of deferred revenue from a European customer during the three months ended
January 31, 2003.  In addition, during the three months ended April 30, 2003, we recognized $8.1 million of revenue from a software installation
at a large European customer, the majority of which related to license fees, as a result of meeting customer acceptance criteria.  As a percentage
of total sales, international sales increased across many regions during the six months ended April 30, 2003 compared to the same 2002 period
including Canada, Europe, Japan and the Middle East/Africa region.  We attribute these increases to more pronounced capital spending
reductions in the United States than in these other regions.

Gross Profit

During the three and six months ended April 30, 2003, gross profit percentages were 38.2% and 36.8%, respectively, and 24.7% and 28.5% for
the three and six months ended April 30, 2002, respectively.  The increase in gross profit percentage was primarily due to a reduction in our
fixed costs of sales as a result of our restructuring activities aimed at downsizing our operations in response to the continued downturn in the
telecommunications industry. We also benefited from a more favorable sales mix toward our higher margin product lines as well as from
production efficiencies and reduced production costs as a result of our decision to outsource portions of our manufacturing operations.   We
anticipate that our future gross profit percentage will vary based on many factors, including sales mix, competitive pricing, timing of new
product introductions, timing of customer acceptance and collectibility of large-scale sales transactions and manufacturing volume.

Operating Expenses

Total operating expenses for the three and six months ended April 30, 2003, were $104.8 million and $219.4 million, respectively, representing
54.6% and 56.0% of net sales, respectively. Included in these operating expenses were restructuring charges of $12.1 million and $20.2 million
and impairment charges of $4.3 million and $14.6 million for the three and six months ended April 30, 2003, respectively, which are discussed
above.  Total operating expenses for the three and six months ended April 30, 2002, were $234.2 million and $394.4 million, respectively,
representing 78.5% and 66.6% of net sales, respectively.  Included in these operating expenses were restructuring and in process research and
development charges of $56.6 million and $59.6 million, respectively, and impairment charges of $16.8 million and $18.7 million, respectively. 
The decrease in absolute dollars and as a percentage of revenue of our operating expenses was primarily due to a significant reduction in the
dollar amount of our restructuring and impairment charges, the ongoing cost savings from our restructuring efforts as well as the divestiture of
certain business units and product lines. We will continue to monitor our operating expenses for opportunities to further reduce our operating
costs.

Research and development expenses were $27.4 million and $59.7 million for the three and six months ended April 30, 2003, respectively,
compared to $51.4 million and $95.6 million during the three and six months ended April 30, 2002, respectively.  This represents a decrease of
46.7% and 37.6% during the three and six months ended April 30, 2003 over the comparable 2002 time periods.  Research and development
expenses decreased by $10.6 million and $20.8 million from the comparable 2002 three and six-month periods due to the divestiture or
discontinuance of certain business units and product lines in fiscal 2002. We believe that, given the rapidly changing technological and
competitive environment in the communications equipment industry, continued commitment to product development efforts will be required for
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us to remain competitive. Accordingly, we intend to continue to allocate substantial resources, as a percentage of our net sales, to product
development in each of our operating segments.

Selling and administration expenses were $61.0 million and $124.9 million for the three and six months ended April 30, 2003, respectively,
which was a decrease of 43.6% and 43.0% from $108.1 million and $219.2 million for the three and six months ended April 30, 2002,
respectively. This decrease reflected the effects of our restructuring efforts.  In addition, selling and administrative expenses decreased by $18.6
million and $27.4 million from the comparable 2002 three and six month periods due to the divestiture or discontinuance of certain business
units and product lines in fiscal 2002.

Other Income (Expense), Net

The following table provides a breakdown of other income and expenses for the three and six months ended April 30, 2003 and 2002 (in
millions):
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Three months ended
April 30,

Six months ended
April 30,
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