· Introduction:

AT&T Corp. formerly American Telephone and Telegraph Company was incorporated on March 3, 1885, to manage and expand the burgeoning long-distance business of American Bell Telephone Company and its licensees. 

It continued as the “Long-Distance-Company” until Dec. 30, 1899, when it assumed the business and property of American Bell and became the parent company of the Bell System. It remained the Bell System parent, providing the bulk of telecommunications services in the United States, until Jan. 1, 1984, when it divested itself of the Bell operating companies that provided local exchange services. 

On Sept. 20, 1995, AT&T announced that it would be splitting into three companies: a new AT&T, to provide communications services; Lucent Technologies, to provide communications system and technologies; and NCR Corp., to concentrate on transaction intensive computing. This separation was because of some reasons on which one of them was the American Federal Law. It does not allow a company to monopolize the market, and this was the case with AT&T. The strategic restructuring was completed on Dec. 31, 1996.

· The Company of “Glowing Light”:

             Lucent Technologies Inc. is one of the world’s leading designers, developers, and manufacturers of communications systems, software, and products. These integrated systems and software applications enable network operators and business enterprises to connect, route, manage and store information between and within locations. Lucent is a global market leader in the sale of public communications systems, and is a supplier of systems and software to the world’s largest networks. Lucent is also a global leader in the sale of business communications systems and microelectronic components for communications systems and computer manufacturers.

Lucent Technologies is a company of “firsts”, from the first transistor to the first cellular telephone. It provides the products from the telephone on our desks, to the video conferencing systems that link us to the world, from the microchips that power our computers to the infrastructure behind the world’s communications system providers. Some vital facts about Lucent Technologies may begin with the name Lucent, which means “marked by clarity” or “glowing with light”, and the new logo is a bold, red, hand-drawn innovation ring. (AT&T Annual Report, 1995, p. 15.). Lucent Technologies employs 121,000 people worldwide, of which approximately 82% work in the United States and the remaining 18% outside the US. Lucent offices or distributors are present in more than 90 countries and territories, in addition Bell Laboratories can be found in 13 countries. The revenues of the company exceeded $23 billion in 1996, as a result of the successful operations of the five functional business units. (http://www.lucent.com/news/  
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Factbook/docs ~ “Business”). The composition of Lucent’s revenues in 1995 can be viewed in the Figure below. 

Source of 1995 Revenues

Source: AT&T Annual Report, 1995 p. 14

Lucent Technologies mission is “to provide customers with the world’s best and most innovative communications systems, products, technologies, and customer support.”(http://www.lucent.com/news/factbook/docs ~ ”Mission”). 

· How is Lucent planning to achieve that? 

The company will aggressively pursue selected growth opportunities around the globe. Lucent Technologies inherited an excellent R&D and manufacturing potential; strong market position and a broad base of satisfied customers on which Lucent is building its strategy. With the new leaner organization and proven skills Lucent is eager to enhance its market offer in all of its business units, including:

· Network System provides public networking systems and software to telecommunications providers and cable companies around the world. It designs, develops, manufactures, and services systems and software for 23 of the world’s top 25 network operators enabling them to provide a variety of advanced communications services including: wireline and wireless; local and long distance; and voice, data, and video services. (Lucent Technologies, Fact Book, 1996 p. 15). Network Systems have the highest earning in the Unite States of all business units, furthermore, Lucent has the largest share of the world market for operations support software and it is joint leader in world market share in telecommunication. (Lucent Technologies, Fact Book, 1996 p. 16).

· The Microelectronics Group focuses on technologies that enable customers to deliver and receive voice, data, image, fax and desktop video communications. Its products can be found in cellular phones and base stations, personal computers, local-and wide-area networks, TV set-top boxes, telephones, and answering machines. Microelectronic products can be divided into three main categories: integrated circuits (or microchips), optoelectronic components, and power system. This business unit also manufactures and sells power systems, power conversion products, transformers and inductors for applications ranging from telephone switching offices to computers. During the last five years, microelectronic sales to non-AT&T customers have shown double-digit growth rates. (AT&T Annual Report, 1995, p.16).

· Consumer Products (CP) designs, manufactures, sells, services and leases corded and wireless communication devices for consumers and small businesses. CP offers a broad line of corded telephone, answering system and cellular products, and was the first in the industry to offer cordless telephones with 25-channael capacity. CP is the US market share leader in communication products for consumers, small- office and home-office use. (AT&T Annual Report, 1995,p.16)

·    Business communication system (BCS) (formerly known as AT&T Global Business communications system) designs, manufactures, install and services business telecommunication systems, including private branch exchanges, key systems, structured cabling and voice processing system. As there is an increasing need to have employees communicate, conference and collaborate in both traditional and not-traditional work environments, the 26,000 professionals of lucent BCS provide large and small business with the solutions, technology, expertise, and support they need to deal with today’s challenges, deliver real value to their business, help them stay competitive and to realize a future filled with possibilities. Lucent BCS has provided engineering, installation, maintenance and support service to more than 1.5 million customer location in more than 90 countries, and installed more than 38,000 large-business PBX system and 1.3 million office communication systems for smaller business customers around the world. (Lucent technology, fact Book, 1996 P.18) for example, BCS supported the communication needs for the largest sporting event in the history of the world. The 1996 summer Olympic games was relying on Lucent’s “Business world” solution to provide communication support at every competition venue, the Olympic ticket call center, the international broadcast center, the Atlanta Committee for the Olympic Games headquarters and over 16,000 athletes, coaches and officials. In total, over 200 location across four states was networked together. (http://www. Lucent. Com/business works/ welcome-“ Lucent BCS”).

· The company’s researcher and development arm is Bell Laboratories (formerly R&D facility of AT&T). Its mission is to: “Create, obtain and rapidly deliver to customers the innovative technology that establish Lucent’s global leadership in communication system, products and components, and networking software.” (Bell Labs, Fact Book, 1996,p 1). This mission focuses on several key technologies: software, broadband and wireless networking technologies, digital signal processing, microelectronics and photonics. In design, development and manufacturing engineering activities, the Bell Labs R&D community is integrated with Lucent Technologies operating units to speed innovation. Research is a central function that supports all of the operating units. Bell Labs research has contributed to numerous major innovation and inventions, as it is the birthplace of the transistor, laser, solar cell, digital switching, communications satellite, electrical digital computer, cellular mobile radio, long-distance TV transmission, sound motion pictures, and stereo recording as well as many major contribution to the telecommunication network. (Bell Lab, Fact Book, 1996, p.3).  Fourth thousand people from its 23,000 employees possess professor title and Bell Lab is home to seven Novel Prize winners. It is regarded as one of the world’s foremost industrial research and development organization; Bell Lab has received an average of one patent per business day since its founding in 1925.

The five different business units make up the organizational structure of Lucent Technologies, which plays a crucial role in the formulation of a strategy and the ability to succeed in such a competitive environment.

· Strategic Transactions

      Since October 1, 1996, Lucent has completed a number of strategic transactions intended to improve the Company’s focus on its core business. In October 1996, Lucent acquired Agile Networks, Inc. (“Agile”), a provider of advanced intelligent data switching products that support Ethernet as well as emerging asynchronous transfer mode (“ATM”) technology. These products enable business customers to manage multimedia networks more effectively. In September 1997, Lucent acquired Octel, a provider of voice, fax and electronic messaging technologies that complement those offered by Lucent. In October 1997, Lucent agreed to acquire Livingston Enterprises, Inc., a global provider of equipment used by Internet service providers to connect their subscribers to the Internet. Such investments provide Lucent additional ways to invest in research and development of leading edge technologies.

      On October 1, 1997, Lucent contributed its Consumer Products business to a new venture formed by Lucent and Philips Electronics N.V. (“Philips”). The venture, which is 40% owned by Lucent, is a worldwide provider of a complete range of personal communications products, including digital and analog wireless phones, corded and cordless phones, answering machines, screen phones and pagers.

      During fiscal1996, Lucent completed the sale of its Paradyne subsidiary. In addition, Lucent completed the sale of its interconnect products and Custom Manufacturing Services business in December 1996, and its Advanced Technology Systems (“ATS”) unit in October 1997.

      The following chart provides Lucent’s revenues trend from its three core businesses and excludes revenues from its Consumer Products unit and from Other Systems and Products:

(In Billions of Dollars)

For the twelve month ended September 30

Revenues for 1997 from Lucent’s three core businesses: Systems for Network Operators. Business 

Communications Systems and Microelectronics Products increased 17.9% compared with 1996. 

· Current Structure of Lucent Technologies

As part of AT&T strategic restructuring, Lucent Technologies underwent a comprehensive review of its operations. Approximately 23,000 of the total position eliminated came from Lucent. In spite of that, even after the restructuring process, Lucent Technologies sustained its multidivisional organizational structure. Reasons for that include:

· The ability to concentrate on the individual product markets on a superior level, resulting in higher revenues and growth;

· This structure facilitates Lucent ’s senior management’s attention to strategy, which is extremely important in this fast changing industry.

· It also facilitates measurement of unit performance that is, having a clear understanding of the profitability of each strategic business units.

Within the multidivisional structure Lucent Technologies may also be considered as a global product company. Here, Lucent as a multinational split into product divisions which are then managed on an international basis, in other words, global coordination of Lucent ‘s activities are high and local independence and responsiveness of distributors are still low. The main advantage of such structure is that it should promote cost efficiency on a global scale, and also should provide enhanced transfer of resources between geographical regions. (Johnson G. and Scholes K., 1993,p.355) since Lucent ’s planning and control systems are highly sophisticated, the company meets the key requirement to support this structure, which is planning mechanisms to coordinate the various regional and functional operations. The theoretical benefits of the global product structure are not always realized in practice. Often cost efficiency is improved, but it does not appear that technology transfer is necessarily enhanced. Also, while the structure is well suited to promoting defensive strategies, it does not seem to meet the expected benefits of better strategic planning and is not always suited to promote expansionist strategy, such as Lucent Technology’s. This only means that the senior management of Lucent must be sensitive to the local market needs in the future, beyond being concerned with central coordination, in order to remain competitive in the market.

After careful consideration of the constant change in the industry, the process re-engineering step has began at Lucent as well as the rapid adaptation to the local requirements of customers. Both of these steps on the change path are to be continued in order to succeed. More specifically, Lucent is focusing its investments on its core technologies, primarily though expanded and target research and development efforts. Consequently, Lucent is exiting tangential product lines and markets, including AT&T paradyne, which manufactures certain data communications equipment and AT&T Microelectronic interconnect products business, which manufactures backpanels and printed circuit boards. Lucent ’s reorganization efforts also included plans to close its entire 288 phone center stores, most of which had been closed by May 1996. (AT&T annual Report, 1996 p.31). As a result, Lucent recorded restructuring and other change in 1995 of $2.8 million.

Lucent Technologies is building its strategy on, and giving particular emphasis to the following technologies:

(Wireless Communication: In an increasingly mobile society, demand for wireless communication is growing. All of Lucent Technologies operating units contribute to its wireless business.

(Networking Software: sophisticated technology demand smarter networks. Software provides that brainpower. This is a $300 billion a year market growing at about 135 annually. (Lucent, Fact Book, 1996, p.5) Lucent technologies is one of the world’s largest producers of networking software, therefore it must focus on this field, to keep its position.

(Multimedia Convergence: Multimedia devices handle all forms of communications: wireless and wireline, local and long distance, voice, video and data. Lucent will focus on innovations that deliver the multimedia solutions that customer’s desire.

(Aggressive but Selective Globalization: Economic developments throughout the globe present outstanding opportunities. Only a small percentage of all worlds’ nearly 6 billion people own telephone, but Lucent cannot be everywhere and do everything. Its efforts will aggressively focus on areas with the greatest prospects for profitability. Namely on the developed countries, United State and Western Europe. This does not mean however, that Lucent neglects the less developed regions, particularly the emerging markets of the former socialist countries of Europe. Central and Eastern Europe is one of the world’s most exciting and dynamic markets. Democratization of social and political life as well as liberalization of economies has created unprecedented opportunities for certain business of lucent technologies. Not all of Lucent’ s business units are represented in the Eastern European region, as the market development is only adequate for business communications products. Therefore, Lucent BCS has established itself as one of the major suppliers of communication equipment and solution to business and governmental organization in the Central and Eastern European (C&EE) region. Hungary is notably important in the operations of Lucent BCS in C&EE, as, in addition to the local distributor, a regional support Center can also be found in Budapest, providing products supports, education, training, and professional services to Lucent customers, direct sales 

Channels and distributors throughout Central and Eastern Europe.

· Key Business Challenges:
      Lucent continues to face significant competition and expects that the level of the competition on pricing and product offering will intensify. Lucent expects that new competitors will enter its market as a result of both the trends toward global expansion by foreign and domestic competitors as well as continued changes in technology and public policy. These competitors may include entrants from the telecommunications, software, data networking and semiconductor industries. Existing competitors have, and new competitors may have, strong financial capability, technological expertise and well-recognized brand names. As a result, Lucent’s management periodically assesses market condition and redirects the Company’s resources and investing in new businesses, partnering with existing businesses, delivering new technologies, closing and consolidating facilities, disposing of assets, reducing work force levels or withdrawing from the market.

      Lucent’s sales continue to be highly seasonal. Many of Lucent’s large customers have historically delayed a disproportionate percentage of their capital expenditures until the fourth quarter of the calendar year. Consequently, Lucent’s results of operations for the first three quarters of each calendar year historically have, in the aggregate, been significantly less profitable that the fourth calendar quarter. However, Lucent has taken steps to manage the seasonality by changing its year-end and its compensation programs for employees. 

      The purchasing behavior of Lucent’s large customers has increasingly been characterized by the use of fewer, but larger contracts, which contributes to the variability of Lucent’s results. These contracts typically involve longer negotiation cycles, require the dedication of substantial amount of working capital and other resources, and in general require costs which may substantially precede recognition of associated revenues. Moreover, in return for larger, long-term purchase commitments, customers often demand more stringent acceptance criteria which can also cause revenue recognition delay. Lucent has increasingly provided or arranged long-term financing for customers as a condition to obtain or bid on infrastructure projects. Certain multi-year contracts involve new technologies which may not have been previously deployed on a large-scale commercial basis. Related to these contracts, Lucent may incur significant initial cost overturns and losses which would be recognized in the quarter in which they became ascertainable. Further, profit estimates on such contracts are revised periodically over the lives of the contracts, and such revisions can have a significant impact on reported earnings in any one quarter. 

      To manage the fluctuation caused by the buying behavior of large customers, Lucent continues to seek out new types of customers both in the United States and internationally, such as competitive access providers, capable television network operators and computer manufacturers. Historically, Lucent has relied on a limited number of customers or a substantial portion of its revenues, including AT&T which continue to be a significant customer. Lucent is seeking to diversify its customer base; nevertheless, Lucent expects that a significant portion of its future revenues will continue to be generated by a limited number of customers. The loss of any of these customers or any substantial reduction in orders by any of these customers could materially adversely affect the Company’s operating results.

· Operation of Lucent BCS in Hungary

      The domestic history of Lucent Technologies has begun in 1990, when the first head of the company and the Central physics Research institute have founded Internet Ltd. For distribution and installation of AT&T business communication system. In 1993, getting enthusiastic about the business success of the Internet Ltd., AT&T has obtain 76% majority in the Hungarian enterprise and the company’s name has changed for AT&T Hungary ltd. As a result of AT&T’s restructuring, the Hungarian distributor of equipment has been reamed to Lucent Technologies Hungary Ltd. 

      Effective January 1997 in the person of Peter Fuzes, Lucent Technologies Hungary Ltd. found the new Managing Director, who is making strong effort to keep the company’s #1 position in the Hungarian business telecommunication market. (Gábor Szabó, PM of Lucent Hungary) 

      Lucent Hungary is selling, installing and servicing Multimedia Network (IMX) for internal as well as for external use. It provides all scale services for its customers in design, development, and maintenance of IMX system as well as in acquiring application information. 

      During its six-year operation the company, with around 80 employees, has installed and renewed telecommunications system of nearly 300 organization in Hungary. Some major customers that contributed to the success of Lucent Hungary include: Pannon GSM, Westel 900, Philip Morris, American Express, MOL Rt., Transportation company of Budapest (BKV), National Police, International Airport of Hungary, National Bank of Hungary, Foreign Trade Bank of Hungary, the IFOR troops in Hungary and Bosnia, the Danubius Hotel Chain, numerous major universities and so on. Revenues for 1995 are demonstrated in Figure below.

Source http://www.Lucent.com/bcs/bud_sales/hu

What is the competitive advantage of Lucent BCS in Budapest, versus its numerous competitors, such as Ericson, Bosch, Siemens, and Alcatel? (Lucent Magazine, 1997 March, p.17) Because, Lucent Hungary realize that business organization in Hungary need total solution for their telecommunication needs, in order to be able to achieve multifold communication effectively, therefore Lucent strategy is based on providing total end-to-end solution to its customers. In addition to meeting the current needs of its customers, Lucent Hungary also foresees their future needs in telecommunication and considers that in the planning and installing process. In addition it is making strong efforts to tailor its products and services to the Hungarian market, along with offering favorable financing to customers.

The most significant product or product line of Lucent BCS in Budapest is the IMX that realize all communication channels of an institution within one system; namely computer network, switchboard system, internal and external cable works and end-appliances (PC, telephone, faxes, video equipment etc.).

The outstanding characteristics of IMX is that its components are produced with the maximum consideration of the user’s needs, therefore, it makes the construction of communication systems responding to unique requirements possible. Of course, not only the complex and flexible nature of the product keeps customers loyal to Lucent over its competitors; the marketing strategy is equally as significant. Lucent is focusing on providing high quality, cost-effective total solution to its customers that best suit their requirements with the application of its strengths and opportunities, sometimes hindered by its weaknesses and threats in the industry.

( Strengths:

Lucent Hungary is providing favorable financing, with the aid of AT&T Capital Ltd. Customers do not need to pay the total purchase price at once, the payment may be divided into several years with the help of a custom tailored financial construction. Thanks to the security resulting from AT&T Capital’s worldwide successfully applied model and its tight connection to the manufacturer, this is currently the most effective way of financing such high cost equipment in Hungary. Worldwide, as a result of such favorable financing opportunity. (Lucent Magazine, Oct. 1996.p.12).

( The communication system can be used effectively only if the people who use it day-by-day know and understand its operation exactly. Therefore Lucent Hungary, attaches great and importance to users training as well as to education of systems managers and operators. In the frame of a formal training, the staff of Lucent Hungary demonstrates the telephone sets not only to the future operators but also to each employee of the buyer organization, before installation. After installation the staff Lucent Technologies discuss the questions concerning the use of the telephone sets and every user receivers a User Guide. Lucent also organizes several weeklong intensive courses on a particular product group. It trains an average of 1-2 people from each customer how to use the specific system. There are also participant from outside the customer range at such training, such as from MATAV or from the competition.

( Lucent is highly flexible, concerning on meeting the specific needs of its customers by offering partial installation of the total solution, as often for budgeting reasons business organization cannot afford to invest in the complete communication system. The IMX product group makes it possible to install it step-by-step, in a financially acceptable way. For example, in many cases the main problem of an organization is the renewal of its internal telephone system. In which case the installation of the whole IMX is not necessary, Lucent will only implement this particular part of the IMX.

After sale maintenance is also a part of the package at Lucent. The maintenance staff of Lucent is on call 24 hours a day to correct any problems that may arise during the use of their products.

(Weaknesses:

( Despite of Lucent’s efforts to provide total solutions to customers, the “smart” part of the package, namely the software is created by other specialized organizations that are quickly becoming competitors to Lucent.  There is an increasing need from customers to obtain the software in Lucent’s communications package, which at the moment is not solved; however, it is creating an opportunity for Lucent to consider in the future. 

( Opportunities:

( In addition to the already existing professional training that Lucent offers to its customers, there are numerous opportunities to offer other professional courses to technical/IT managers of organization. Lucent anticipates high demand for these kind of training, which could expand the people of its service.

( Great opportunity lies for Lucent Hungary in the writing of software in the future. As telecommunications and information technology integrating more and more today, computer equipment manufactures are becoming rivalries to Lucent in Budapest, consequently Lucent must expand its business to include the writing of software and other IT activities, especially when customers highly demand it.

( Threats:

( In continuation of the previous thought, the integration of information technology and telecommunication are creating a serious threat to Lucent Hungary. As the computer industry developing with a much higher speed than telecommunication, in order to be able to complete successfully with IT organization, Lucent Hungary must be able to keep up with the speed of the IT industry development.

      Lucent BCS Hungary realize that collection of information and response speed to them is of strategic importance these days. Success of a company is determined by the quality and up-to-dateness of its information system, as well as by the system’s ability to accommodate to environmental change. Only fast, exact and effective flow of information can assure that the corporation will be to follow environmental changes, to timely react to problems to be solved, and to keep and enhance its market a strength. Keeping all that in mind, Lucent technologies is providing a reliable total solution to its customer’s telecommunications requirements, to ensure their efficient, successful operation. 

· Risk Management

      Lucent is exposed to market risk from changes in foreign currency exchange rates and interest rates, which could impact its results of operation and financial condition.

Lucent uses foreign currency derivative instruments to reduce its exposure to the risk that the eventual net cash inflow and outflows resulting from the sale of products to foreign customers and purchases from foreign suppliers will be adversely affected by changes in exchange rates. The foreign currency exchange contracts are designated for firmly committed or forecasted purchases and sales. The use of these derivative financial instruments allows Lucent to reduce its overall exposure to exchange rate movements, since the gain and losses on these contracts substantially offsets losses and gains on the assets, liabilities and transactions being hedged.

      While Lucent hedges actual and anticipated transactions with customers, the decline in the value of Asia/Pacific currencies may, if not reversed, adversely affect future product sales because Lucent products may become more expensive for customers to purchase in their local currency. 

      Lucent manages its ratio of fixed to floating rate debt with the objective of achieving a mix that management believes is appropriate. To manage this mix in a cost-effective manner, Lucent, from time to time, enters into interest rate swap agreements, in which it agrees to exchange various combinations of fixed and/or variable interest rates based on agreed upon notional amounts. Lucent had no material interest rate swap agreements in effect as of September 30, 1997 and 1996. The strategy employed by Lucent to manage its exposure to interest rate fluctuations is unchanged from that date. Management does not foresee or expect any significant changes in its exposure to interest rate fluctuations or in how such exposure is managed in he near future. Interest rate changes would result in gains/losses in the market value of Lucent’s term debt, commercial paper and investments due to differences between the market interest rates and rates at the inception of these financial instruments.

· Five year Summary

(Dollars in Million, except per share amounts)

                                                        Year ended Sept.            Nine Months ended                         Year ended Dec.       

                                                        30, (12 Months)           September 30,                            31, (12 Months)

                                                                                                                                                                 

                                                      1997        1996(1)     1996(5)      1995        1995(1)    1994      1993                                                                  

Results of Operations

Revenues
$26,360
$23,286
$15,859
$13,986
$21,413
$19,765
$17,734

Gross margin
  11,462
8,894
6,569
6,143
8,468
8,428
7,646

Operating income (loss)
    1,631
(947)
487
434
(1,000)
971
669

Income (loss) before cumulative effects of accounting changes
541
(793)
224
150
(867)
482
430

Cumulative effects of accounting changes
-
-
-
-
-
-
(4,208)

Net income (loss)
541
(793)
224
150
(867)
482
(3,778)

Earnings (loss) per common share- Historical(2)
0.84


(1.37)
0.38
0.28
(1.65)
N/A
N/A

Earning (loss) per common share- Pro Forma(3)
N/A
(1.25)
0.35
0.24
(1.36)
N/A
N/A

Dividends per common share             
0.225
0.15
0.15
-
-
N/A
N/A

Financial Position 

Total assets
$23,811
$22,626
$22,626
$18,219
$19,722
$17,340
$17,109

Working capital
1,763
2,068
2,068
188
(384)
246
1,773

Total debt
4,203
3,997
3,997
4,192
4,014
3,164
3,195

Shareowners’ equity
3,387
2,686
2,686
2,783
1,434
2,476
2,580

Other Information

Selling, general and administrative expenses as a percentage of revenues
21.9%
31.3%
26.8%
28.9%
33.1%
27.1%
28.3%

Research and development expenses as a percentage of revenues
11.5(4)
11.0
11.6
12.0


11.1
10.6
11.1

Gross margin percentage
43.5   
38.2
41.4
43.9
39.5
42.6
43.1

(1) Includes pretax restructuring and other charges of $2,801 ($1,847 after taxes) recorded as $892 of costs, $1.645 of selling, general and administrative expenses and $264 of research and development expenses.

(2) The calculation of earnings per share on a historical basis includes the retroactive recognition to January 1, 1995 of the 524,624,894 shares owned by AT&T on April 10, 1996

(3) The calculation of earnings per share on a pro forma basis assumes that all 636,661,931 common shares outstanding on April 10, 1996 were outstanding since January 1, 1996 and gives no effect to the use of proceeds from the IPO.

(4) Excludes one-time charges of $1,024 million of purchased in-process research and development costs from acquisition of Octel and Agile. Including these charges, research and development expenses as a percentage of revenues were 15.4% for 1997.

(5) Beginning September 30, 1996, Lucent changed its fiscal year-end from December 31 to September 30, and reported results for the nine-month transition period ended September 30, 1996.    

· Twelve Months Ended September 30, 1996 versus 1997

 Total revenues increased $3,074 million or 13.2% compared with 1996, primarily due to gain in sales from Systems for Network Operators, Business Communications Systems and Micro electronic Products. The overall revenue growth was partially offset by the expected decline in revenue from Consumer Products and Other Systems and Products. Revenues for Lucent’s three core businesses increased 17.9% compared with 1996. Revenue growth continued to be generated from sales both in the United States and internationally. 

                                                                                1997                                 1996 


$
%
$
%

Systems For Network Operators
15,614
59
13,192
57

Business Communications Systems
6,411
24
5,509
24

Microelectronic Products
2,755
11
2,315
10

Consumer Products
1,103
4
1,431
6

Other Systems and Products
567
2
839
3

Total
26,360
100
23,286
100

(Dollars in Millions) 12 Months ended September 30,

Gross margin percentage increased to 43.5% from 38.2% in 1996 primarily due to the restructuring charges recorded in the quarter ended December 31, 1995. Excluding restructuring charges, gross margin for 1996 was 42%. The increase in gross margin percentage for 1997 was due to an overall favorable mix of higher margin product revenues and the benefits associated with the business productivity improvement initiatives. 

Other income-net decreased $77 million compared with 1996. This decrease was largely due to gains recognized on the sale of certain investment and insurance recoveries in 1996, offset in part by increased interest income in 1997.  Interest expense increased $12 million compared with 1996 due primarily to replacing a portion of commercial paper with long-term debt in July 1996. The effective tax rate of 63.1% for 1997 increased from the effective tax rate of 22.4% for the same period of 1996 due to the 1997 write-offs of in-process research and development costs and the tax impact of restructuring charges incurred in 1996. Excluding charges related to the acquisition of Agile and Octel, the effective tax rate for 1997 was 37.2%, a decrease of 3.6 percentage points from the 1996 effective tax rate of 40.8% before considering the effects of restructuring charges incurred in 1996. This decrease is primarily attributable to the tax impact of foreign earnings.  

In 1995, Lucent relied on AT&T to provide financing for its operations. The cash flows from financing activities for the period ended September 30, 1996 reflect changes in the Company’s assumed capital structure, due to the restructuring of Lucent, which was not provided by AT&T anymore. 

Operating expenses like: selling, general and administrative expenses decreased $1,506 million or 20.7% compared with 1996. Excluding the $1,645 million of restructuring charges recorded in December 1995, selling, general and administrative expenses increased $139 million compared with 1996. This increase was due to expenditures associated with higher sales levels, investments in growth initiatives, and the implementation of SAP, an integrated software platform. 

Research and development expenses increased $472 million or 18.5% compared with 1996. They represent 11.5% of revenues as compared with 11.0% of revenues in 1996. Research and development expenses as a percentage of revenues increased 1.7 percentage points from 9.8%, excluding restructuring charges in 1996.

· Conclusion 

Lucent Technologies has taken a business that was exclusively domestic and made major steps in becoming a truly global corporation. The company have gone through several phases of change, the most recent change was restructuring from AT&T in 1996. This change has resulted in losses in income and some other earnings. But the company has been able to come back to the top. To succeed in such a transition, Lucent and all participants of today’s global market, have to be flexile to adapt to great number of internal and external changes.

 The success of an organization lies in the superior ability to realize a need for change in time, to manage change in most appropriate manner, and take the necessary further steps in the change path, in order to ensure growth and competitiveness of the organization in the market. This is particularly important today, as the world’s markets are integrating and opening up opportunities to the organizations that can accept their conditions, thus adapt to their given environments. 

· Bibliography

Publishing:

· AT&T Fact Book 1995

· AT&T Annual Report 1996

· Lucent Technologies, Fact Book, 1996

· Lucent Technologies Annual Report 1996

· Lucent Technologies Annual Report 1997

· Lucent Magazine, Oct. 1996

Internet sources:

· http://www.Lucent.com/news/factbook/docs~”business”

· http://www.Lucent.com/news/factbook/docs~”mission”

· http://www.Lucent.com/Business Work/welcome ~” Lucent BCS”

· http://www.Lucent.com/bcs/bud-sales/hu

� EMBED MSGraph.Chart.8 \s ���





24%





Systems





Communications 





Business 





54%





Network Operators





Systems for 





5%





Products





Other Systems and 





8%





Products





Consumer 





9%





Microelectronics





� EMBED MSGraph.Chart.8 \s ���








19
22

- 22 -

_936368184

_936367428

