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(Mark One)

ý QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2004

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from            to            

Commission file number  001-12929

CommScope, Inc.
(Exact name of registrant as specified in its charter)

Delaware 36-4135495
(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification No.)

1100 CommScope Place, SE
P.O. Box 339

Hickory, North Carolina
(Address of principal executive offices)

28602
(Zip Code)

(828) 324-2200
(Registrant�s telephone number, including area code)

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.
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Yes  ý  No  o

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act).

Yes  ý  No  o

As of November 1, 2004 there were 54,381,736 shares of Common Stock outstanding.
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CommScope, Inc.

Condensed Consolidated Statements of Operations

(Unaudited � In thousands, except per share amounts)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2004 2003 2004 2003

Net sales $ 309,090 $ 148,723 $ 857,100 $ 419,513

Operating costs and expenses:
Cost of sales 231,101 118,082 669,550 335,956
Selling, general and administrative 51,510 20,851 139,237 62,732
Research and development 7,397 1,486 20,408 4,530
Impairment charges for fixed assets � � � 31,728
In-process research and development charges 90 � 3,984 �
Acquisition-related transition and startup costs 215 � 8,196 �
Total operating costs and expenses 290,313 140,419 841,375 434,946
Operating income (loss) 18,777 8,304 15,725 (15,433)
Other income (expense), net 603 4 (282) 209
Loss on early extinguishment of debt � � (5,029) �
Interest expense (2,133) (2,207) (7,332) (6,548)
Interest income 810 649 1,734 1,981
Income (loss) before income taxes, equity in
losses of OFS BrightWave, LLC and net gain on
OFS BrightWave, LLC transaction 18,057 6,750 4,816 (19,791)
Income tax benefit (expense) (2,974) (2,498) 2,967 7,322
Income (loss) before equity in losses of OFS
BrightWave, LLC and net gain on OFS
BrightWave, LLC transaction 15,083 4,252 7,783 (12,469)
Equity in losses of OFS BrightWave, LLC, net of
tax � (3,130) (1,393) (40,857)
Net gain on OFS BrightWave, LLC transaction,
net of tax � � 76,437 �
Net income (loss) $ 15,083 $ 1,122 $ 82,827 $ (53,326)

Net income (loss) per share:
Basic $ 0.28 $ 0.02 $ 1.42 $ (0.90)
Assuming dilution $ 0.27 $ 0.02 $ 1.38 $ (0.90)

Weighted average shares outstanding:
Basic 54,018 59,220 58,335 59,220
Assuming dilution 55,737 59,610 59,821 59,220

See notes to condensed consolidated financial statements.
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CommScope, Inc.

Condensed Consolidated Balance Sheets

(Unaudited � In thousands, except share amounts)

September 30,
2004

December 31,
2003

Assets

Cash and cash equivalents $ 178,856 $ 206,038
Accounts receivable, less allowance for doubtful accounts of $15,181 and $12,145,
respectively 142,828 69,461
Inventories 109,064 32,723
Prepaid expenses and other current assets 12,630 8,389
Deferred income taxes 16,786 14,061
Total current assets 460,164 330,672

Property, plant and equipment, net 327,691 176,290
Goodwill 151,363 151,368
Other intangibles, net of accumulated amortization of $50,862 and $42,435, respectively 79,915 6,330
Deferred income taxes 17,767 44,756
Advances to OFS BrightWave, LLC � 13,361
Other assets 18,018 17,004

Total Assets $ 1,054,918 $ 739,781

Liabilities and Stockholders� Equity

Accounts payable $ 66,074 $ 14,659
Other accrued liabilities 94,479 35,377
Current portion of long-term debt 21,500 �
Total current liabilities 182,053 50,036

Long-term debt 300,550 183,300
Pension and postretirement benefit liabilities 93,730 30,397
Other noncurrent liabilities 27,830 20,342
Total Liabilities 604,163 284,075

Commitments and contingencies

Stockholders� Equity:
Preferred stock, $.01 par value; Authorized shares: 20,000,000; Issued and outstanding
shares: None at September 30, 2004 and December 31, 2003 � �
Common stock, $.01 par value; Authorized shares: 300,000,000; Issued shares, including
treasury stock: 64,528,468 at September 30, 2004 and 61,861,376 at December 31, 2003;
Issued and outstanding shares: 54,328,468 at September 30, 2004 and 59,318,276 at
December 31, 2003 645 619
Additional paid-in capital 430,114 384,889
Retained earnings 173,782 90,955
Accumulated other comprehensive loss (8,251) (7,533)
Treasury stock, at cost: 10,200,000 shares at September 30, 2004 and 2,543,100 at December
31, 2003 (145,535) (13,224)
Total Stockholders� Equity 450,755 455,706

Total Liabilities and Stockholders� Equity $ 1,054,918 $ 739,781
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See notes to condensed consolidated financial statements.
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CommScope, Inc.

Condensed Consolidated Statements of Cash Flows

(Unaudited � In thousands)

Nine Months Ended
September 30,

2004 2003

Operating Activities:
Net income (loss) $ 82,827 $ (53,326)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amortization 45,161 25,523
In-process research and development charges 3,984 �
Gain on OFS BrightWave, LLC transaction, pretax (132,425) �
Impairment of note receivable from OFS BrightWave, LLC, pretax 11,098 �
Equity in losses of OFS BrightWave, LLC, pretax 2,258 64,978
Impairment charges for fixed assets � 31,728
Deferred income taxes 24,082 (27,820)
Tax benefit from stock option exercises 1,991 �
Changes in assets and liabilities:
Accounts receivable (24,646) (10,415)
Inventories 40,007 2,187
Prepaid expenses and other current assets 446 8,787
Accounts payable and other accrued liabilities 34,461 9,203
Other noncurrent liabilities 10,062 4,033
Other (1,188) 115
Net cash provided by operating activities 98,118 54,993

Investing Activities:
Additions to property, plant and equipment (7,753) (4,088)
Acquisition of Connectivity Solutions (293,271) �
Proceeds from disposal of fixed assets 3,926 211
Net cash used in investing activities (297,098) (3,877)

Financing Activities:
Proceeds from issuance of long-term debt 75,000 �
Principal payments on long-term debt (13,750) �
Proceeds from issuance of convertible notes 250,000 �
Repayment of convertible notes (172,500) �
Proceeds from issuance of stock 32,853 �
Long-term financing costs (10,730) (1,215)
Proceeds from exercise of stock options 10,907 �
Net cash provided by (used in) financing activities 171,780 (1,215)

Effect of exchange rate changes on cash 18 1,290

Change in cash and cash equivalents (27,182) 51,191
Cash and cash equivalents, beginning of period 206,038 120,102
Cash and cash equivalents, end of period $ 178,856 $ 171,293

See notes to condensed consolidated financial statements.
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CommScope, Inc.

Condensed Consolidated Statements of Stockholders� Equity
and Comprehensive Income (Loss)

(Unaudited � In thousands, except share amounts)

Nine Months Ended
September 30,

2004 2003

Number of common shares outstanding:
Balance at beginning of period 59,318,276 59,219,567
Issuance of shares to Avaya Inc. 1,761,538 �
Repurchase of shares from Furukawa (7,656,900) �
Issuance of shares for stock option exercises 905,554 �
Balance at end of period 54,328,468 59,219,567

Common stock:
Balance at beginning of period $ 619 $ 618
Issuance of shares to Avaya Inc. 18 �
Issuance of shares for stock option exercises 8 �
Balance at end of period $ 645 $ 618

Additional paid-in capital:
Balance at beginning of period $ 384,889 $ 383,541
Issuance of shares to Avaya Inc. 32,335 �
Issuance of shares for stock option exercises 10,899 �
Tax benefit from stock option exercises 1,991 �
Balance at end of period $ 430,114 $ 383,541

Retained earnings:
Balance at beginning of period $ 90,955 $ 161,515
Net income (loss) 82,827 (53,326)
Balance at end of period $ 173,782 $ 108,189

Accumulated other comprehensive loss:
Balance at beginning of period $ (7,533) $ (14,915)
Other comprehensive income (loss), net of tax (718) 5,992
Balance at end of period $ (8,251) $ (8,923)

Treasury stock, at cost:
Balance at beginning of period $ (13,224) $ (13,224)
Treasury shares repurchased (132,311) �
Balance at end of period $ (145,535) $ (13,224)

Total stockholders� equity $ 450,755 $ 470,201

Three Months Ended
September 30,

Nine Months Ended
September 30,

2004 2003 2004 2003

Comprehensive income (loss):
Net income (loss) $ 15,083 $ 1,122 $ 82,827 $ (53,326)
Other comprehensive income (loss), net of tax:
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Foreign currency translation gain (loss) - foreign subsidiaries (1,064) 275 (284) (346)
Foreign currency transaction gain (loss) on long-term
intercompany loans - foreign subsidiaries 3,278 (662) (131) 8,487
Loss on derivative financial instrument designated as a net
investment hedge (306) (488) (303) (2,149)
Total other comprehensive income (loss), net of tax 1,908 (875) (718) 5,992

Total comprehensive income (loss) $ 16,991 $ 247 $ 82,109 $ (47,334)

See notes to condensed consolidated financial statements.
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CommScope, Inc.

Notes to Condensed Consolidated Financial Statements

(Unaudited - In Thousands, Except Per Share Amounts or Unless Otherwise Noted)

1.  BACKGROUND AND BASIS OF PRESENTATION

Background

CommScope, Inc. (�CommScope� or the �Company�), through its wholly owned subsidiaries, operates in the cable and structured cabling systems
manufacturing business, with manufacturing facilities located in the United States, Europe, Australia, Asia and South America.  CommScope,
Inc. was incorporated in Delaware in January 1997.  CommScope is a leading worldwide designer, manufacturer and marketer of broadband
coaxial cables and other high-performance electronic and fiber optic cable products for cable television, telephony, Internet access, wireless
communications and other broadband services.  Management believes CommScope is the world�s largest manufacturer of coaxial cable for
hybrid fiber coaxial (HFC) broadband networks.  CommScope is also a leading supplier of coaxial, twisted pair, and fiber optic cables for
premise wiring (local area networks), wireless and other communication applications.  In late 2001, CommScope acquired an equity interest in
an optical fiber and fiber optic cable manufacturing business.  In June 2004, CommScope sold its equity interest in this optical fiber and fiber
optic cable manufacturing business (see Note 6).  In January 2004, CommScope acquired substantially all the assets and assumed certain
liabilities of the Connectivity Solutions business (�Connectivity Solutions,� or as operated by the Company, the �Connectivity Solutions segment�)
from Avaya Inc. (�Avaya�) (see Note 2).

Basis of Presentation
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The condensed consolidated balance sheet as of September 30, 2004, the condensed consolidated statements of operations, and comprehensive
income (loss) for the three and nine month periods ended September 30, 2004 and 2003 and the condensed consolidated statements of cash flows
and stockholders� equity for the nine months ended September 30, 2004 and 2003 are unaudited and reflect all adjustments of a normal recurring
nature which are, in the opinion of management, necessary for a fair presentation of the interim period financial statements.  The results of
operations for the interim period are not necessarily indicative of the results of operations to be expected for the full year.

The unaudited interim condensed consolidated financial statements of CommScope have been prepared pursuant to the rules and regulations of
the Securities and Exchange Commission.  Accordingly, certain information and footnote disclosures normally included in financial statements
prepared in accordance with accounting principles generally accepted in the United States of America have been condensed or omitted.  These
interim condensed consolidated financial statements should be read in conjunction with the Company�s December 31, 2003 audited consolidated
financial statements and notes thereto included in the Company�s 2003 Annual Report on Form 10-K/A.

Concentrations of Risk
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Net sales to Anixter International Inc. and its affiliates (�Anixter�) accounted for 39.9% and 34.5% of the Company�s total net sales during the
three and nine month periods ended September 30, 2004, respectively.  Sales to Anixter were primarily made from the Company�s Connectivity
Solutions segment.  No other customer accounted for 10% or more of the Company�s total net sales for the three and nine month periods ended
September 30, 2004.

Accounts receivable from Anixter represented approximately 37.9% of net accounts receivable as of September 30, 2004.  No other customer
accounted for 10% or more of the Company�s net accounts receivable as of September 30, 2004.
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Goodwill and Other Intangible Assets
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The Company tests goodwill and other intangible assets with indefinite lives for impairment annually at the same time each year and on an
interim basis when events or circumstances change.  Management has completed this annual impairment test as of August 31, 2004 and believes
that neither goodwill nor other intangible assets with indefinite lives were impaired as of this date.  There have been no events or changes in
circumstances requiring additional impairment testing.

Product Warranties
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The Company recognizes a liability for the estimated claims that may be paid under its customer warranty agreements to remedy potential
deficiencies of quality or performance of the Company�s products.  These product warranties extend over periods ranging from one to
twenty-five years from the date of sale, depending upon the product subject to the warranty.  The Company records a provision for estimated
future warranty claims based upon the historical relationship of warranty claims to sales and specifically-identified warranty issues.  The
Company bases its estimates on historical experience and on assumptions that are believed to be reasonable under the circumstances and revises
its estimates, as appropriate, when events or changes in circumstances indicate that revisions may be necessary.

Prior to the acquisition of Connectivity Solutions as of January 31, 2004, the Company�s product warranty liability and the related activity was
insignificant to the financial position and results of operations of the Company.  However, the acquisition of Connectivity Solutions has
increased the Company�s product warranty exposure and related liability.  During the three months ended September 30, 2004, the Company
revised the estimated fair value of the product liability accrual assumed in the acquisition of Connectivity Solutions resulting in an adjustment to
the purchase price allocation (see Note 2).

Activity in the product warranty accrual, included in other accrued liabilities, for the three and nine month periods ended September 30, 2004
consisted of the following:

Three
Months
Ended

September
30, 2004

Nine
Months
Ended

September
30, 2004

Product warranty accrual, beginning of period $ 8,106 $ 576
Product warranty accrual assumed in the acquisition of Connectivity Solutions (6,000) 2,314
Provision for warranty claims 114 212
Less: warranty claims paid (170) (1,052)
Product warranty accrual, end of period $ 2,050 $ 2,050

8
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Stock Options
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The following table illustrates the effect on net income (loss) and net income (loss) per share as if the Company had applied the fair value
recognition provisions of Statement of Financial Accounting Standards (�SFAS�) No. 123, �Accounting for Stock-Based Compensation,� to
stock-based employee compensation using the Black-Scholes option-pricing model:

Three Months
Ended

September 30,

Nine Months
Ended

September 30,
2004 2003 2004 2003

Net income (loss), as reported $ 15,083 $ 1,122 $ 82,827 $ (53,326)
Total stock-based employee compensation
expense determined under fair value based
method for all awards, net of related tax effects 1,863 1,694 5,311 5,133
Pro forma net income (loss) $ 13,220 $ (572) $ 77,516 $ (58,459)

Net income (loss) per share:
Basic�as reported $ 0.28 $ 0.02 $ 1.42 $ (0.90)
Basic�pro forma $ 0.24 $ (0.01) $ 1.33 $ (0.99)

Diluted�as reported $ 0.27 $ 0.02 $ 1.38 $ (0.90)
Diluted�pro forma $ 0.24 $ (0.01) $ 1.31 $ (0.99)

Foreign Currency Translation
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Although the Company primarily bills customers in foreign countries in US dollars, a portion of these sales was denominated in currencies other
than the US dollar.  In addition, the financial position and results of operations of most of the Company�s foreign subsidiaries are measured using
the US dollar as the functional currency; however, certain foreign subsidiaries use their local currencies as the functional currency.  Revenues
and expenses of these local-currency-functional subsidiaries have been translated into US dollars at average exchange rates prevailing during the
period.  Assets and liabilities of these local-currency-functional subsidiaries have been translated at the rates of exchange as of the balance sheet
date.  Net translation gains and losses of these local-currency-functional subsidiaries are recorded to accumulated other comprehensive loss.

Use of Estimates in the Preparation of the Financial Statements
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The preparation of the accompanying condensed consolidated financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes.  These estimates and their underlying assumptions form the basis for making judgments about the carrying
values of assets and liabilities that are not readily apparent from other objective sources.  The Company bases its estimates on historical
experience and on assumptions that are believed to be reasonable under the circumstances and revises its estimates, as appropriate, when events
or changes in circumstances indicate that revisions may be necessary.  Significant accounting estimates reflected in the Company�s financial
statements include the allowance for doubtful accounts; inventory excess and obsolescence reserves; distributor price protection reserves;
reserves for sales returns, discounts, allowances and rebates; reserves for product warranty claims; income tax valuation allowances; impairment
reviews for investments, fixed assets, goodwill and other intangibles; pension and postretirement benefit obligations; and the fair values of the
assets acquired and liabilities assumed in the acquisition of Connectivity Solutions.  Although these estimates are based on management�s
knowledge of and experience with past and current events and on management�s assumptions about future events, it is at least reasonably
possible that they may ultimately differ materially from actual results.
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Commitments and Contingencies

CommScope leases certain equipment and facilities under operating leases expiring at various dates, most of which expire prior to the end of
2012.  Future minimum rental payments required under operating leases with initial terms of one year or more are: $9.3 million in 2004; $8.8
million in 2005; $7.5 million in 2006; $6.7 million in 2007; $6.0 million in 2008; and $16.1 million thereafter.

CommScope is either a plaintiff or a defendant in pending legal matters in the normal course of business; however, management believes that
none of these legal matters will have a material adverse effect on the Company�s financial statements upon final disposition.  In addition,
CommScope is subject to various federal, state, local and foreign laws and regulations governing the use, discharge, disposal and remediation of
hazardous materials.  Compliance with current laws and regulations has not had, and is not expected to have, a materially adverse effect on the
Company�s financial condition or results of operations.

Impact of Newly Issued Accounting Standards

In April 2003, the Financial Accounting Standards Board (�FASB�) issued SFAS No. 149, �Amendment of Statement 133 on Derivative
Instruments and Hedging Activities.�  This Statement amends and clarifies financial accounting and reporting for derivative instruments and for
hedging activities under SFAS No. 133, �Accounting for Derivative Instruments and Hedging Activities.�  SFAS No. 149 clarifies the conditions
under which a contract with an initial net investment meets the characteristic of a derivative; clarifies when a derivative contains a financing
component; amends the definition of an underlying to conform it to language used in FASB Interpretation No. 45, �Guarantor�s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others;� and amends certain other existing
pronouncements.  This Statement is effective for contracts entered into or modified by the Company after March 31, 2004 and for hedging
relationships designated by the Company after March 31, 2004. All provisions of this Statement were to be applied prospectively.  The
application of this Statement did not have a material effect on the Company�s results of operations or financial position.

In December 2003, the FASB issued a revised SFAS No. 132, �Employers� Disclosures about Pensions and Other Postretirement Benefits�an
amendment of FASB Statements No. 87, 88, and 106.�  This Statement revises employers� disclosures about pension plans and other
postretirement benefit plans. It does not change the measurement or recognition of those plans required by SFAS No. 87, �Employers� Accounting
for Pensions;� SFAS No. 88, �Employers� Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination
Benefits;� and SFAS No. 106, �Employers� Accounting for Postretirement Benefits Other Than Pensions.� This Statement retains the disclosure
requirements contained in SFAS No. 132, �Employers� Disclosures about Pensions and Other Postretirement Benefits,� which it replaces. 
Additional disclosures have been added including information describing the types of plan assets, investment strategy, measurement dates, plan
obligations, cash flows, and components of net periodic benefit cost recognized during interim periods.  Except as noted below, this Statement
was effective for the Company as of December 31, 2003.  The interim-period disclosures were effective for the Company beginning with the
interim period ending March 31, 2004.  Disclosure of certain information regarding the Company�s foreign defined benefit plan is effective for
the fiscal year ending December 31, 2004.  Disclosure of the estimated future benefits is also deferred until the fiscal year ending December 31,
2004.  The Company has adjusted its quarterly disclosure and will adjust its future annual disclosure in accordance with this Statement.

In January 2003, the FASB issued Interpretation No. 46 (�FIN 46�), �Consolidation of Variable Interest Entities,� which is an interpretation of
Accounting Research Bulletin No. 51, �Consolidated Financial Statements.�  FIN 46 addresses how to identify a variable interest entity and
provides guidance on when such an entity should be consolidated by an enterprise.  In December 2003, the FASB issued a revision of FIN 46
(�FIN 46R�) to clarify some of the provisions of the Interpretation and to exempt certain entities from its requirements. The Company does not
currently hold an
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interest in a variable interest entity; thus, the initial application of FIN 46 and FIN 46R did not affect the Company�s results of operations,
financial position or disclosures.

In April 2004, the FASB issued FASB Staff Position (FSP) No. FAS 129-1, �Disclosure Requirements under FASB Statement No. 129,
�Disclosure of Information about Capital Structure,� Relating to Contingently Convertible Securities.�  This FSP interprets how the disclosure
provisions of SFAS No. 129 apply to contingently convertible securities and to their potentially dilutive effects on net income (loss) per share. 
The guidance in this FSP was effective immediately and applies to all existing and newly created securities. 
Management believes the Company�s disclosures comply with the requirements of this FSP.

In June 2004, the FASB issued FSP No. FAS 106-2, �Accounting and Disclosure Requirements Related to the Medicare Prescription Drug,
Improvement and Modernization Act of 2003.�  This FSP provides guidance on the accounting for the effects of the Medicare Prescription Drug,
Improvement and Modernization Act of 2003 (the �Act�) for employers that sponsor postretirement health care plans that provide prescription
drug benefits.  It says that if the benefits provided by a plan are actuarially equivalent to Medicare Part D, measures of the accumulated
postretirement benefit obligation and net periodic postretirement benefit cost on or after the date of enactment should reflect the effects of the
Act.  It also requires employers to provide certain disclosures regarding the effect of the federal subsidy provided by the Act.  The Company
implemented this FSP on a prospective basis during the three months ended September 30, 2004.  Implementing this FSP lowered the Company�s
accumulated postretirement benefit obligation and net periodic postretirement benefit cost for the three and nine months ended September 30,
2004 (see Note 12).

In October 2004, the FASB ratified the consensus reached by the Emerging Issues Task Force (�EITF�) on Issue No. 04-8, �The Effect of
Contingently Convertible Debt on Diluted Earnings per Share.�  Issue No. 04-8 requires that all instruments that have embedded conversion
features that are contingent on market conditions indexed to an issuer�s share price be included in diluted net income per share (if dilutive)
regardless of whether the market conditions have been met. The consensus reached by the EITF in this Issue is expected to be effective for
reporting periods ending after December 15, 2004.  Issue No. 04-8 applies retroactively to instruments outstanding at the date of adoption of this
consensus, which is the end of the first reporting period after its effective date, and requires prior period diluted net income per share amounts
presented for comparative purposes to be restated to conform to this consensus.  The Company believes its 1% convertible senior subordinated
debentures (see Note 4) will be subject to the requirements of Issue No. 04-8.  The impact of the application of this Issue on the Company�s
diluted net income per share is presented in Note 5.

2.  ACQUISITION OF CONNECTIVITY SOLUTIONS

Effective January 31, 2004, CommScope completed the acquisition of substantially all of the assets and assumed certain liabilities of
Connectivity Solutions.  The total purchase price consisted of $250 million in cash, subject to post-closing adjustments and the closing of the
acquisition of certain international operations, and approximately 1.8 million shares of CommScope common stock.  These shares were valued at
$32.4 million on the closing date, based on the five-day average market price of CommScope�s common stock beginning on the second trading
day prior to the closing date and ending on the third trading day after the closing date, which was reduced by a $0.5 million accrual for estimated
registration costs.  CommScope assumed certain current liabilities and up to $65 million of other specified liabilities, primarily related to
employee benefits.  The cash portion of the purchase price consisted of $150 million from CommScope�s existing cash balances and $100 million
from borrowing under a new 5-year, $185 million senior secured credit facility.  The Company is seeking third party resolution concerning the
amount of post-closing adjustments to the purchase price, in accordance with the terms of the Asset Purchase Agreement.  Final resolution of
this matter may result in an adjustment to the amounts recorded in connection with the Connectivity Solutions acquisition.  However,
management does not currently believe that
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such adjustments, if any, will have a material effect on the Company�s financial position or results of operations.

The Company acquired Connectivity Solutions primarily to expand the Company�s position in the �last mile� of telecommunications, establish a
leadership position in the global enterprise market and enhance the Company�s global growth opportunities.  The Connectivity Solutions segment
is a designer, manufacturer and marketer of physical layer end-to-end structured cabling solutions supporting local area network applications for
enterprises and telecommunications service providers.

The Company has prepared a preliminary estimate of the fair values assigned to each major asset and liability caption of Connectivity Solutions
as of the January 31, 2004 closing date.  This preliminary estimate has been updated to reflect a revised purchase price allocation based on new
information related to estimates of the fair values of certain assets acquired and liabilities assumed.  These values are subject to change until
certain management estimates, including the amount of post-closing adjustments, have been finalized.   Changes in these estimates could have a
material impact on the purchase price allocation and the resultant amounts of the assets and liabilities disclosed below.

As of
January 31,

2004
(In millions)

Accounts receivable $ 46.3
Inventories 114.3
Other current assets 1.4
Property, plant and equipment 175.7
Intangible assets 86.0
Other noncurrent assets 0.1

Total assets $ 423.8

Accounts payable $ 32.1
Employee benefit liabilities 12.5
Other current liabilities 30.9
Pension and postretirement benefit liabilities 53.8
Other noncurrent liabilities 3.5

Total liabilities $ 132.8

Differences between the amounts reflected above and the amounts disclosed in the Company�s 2003 annual report on Form 10-K/A are due to
updated information about certain estimates obtained by management subsequent to the filing of such Form 10-K/A.  Differences in the amount
of assets and liabilities included in this quarterly report on Form 10-Q and the amounts disclosed in the Company�s quarterly reports on Form
10-Q for the periods ended March 31, 2004 and June 30, 2004 are due to changes in accounting estimates primarily arising from updated
information about certain estimates and the availability of new information.  The effect of this change in accounting estimate on the condensed
consolidated financial statements for the three and nine month periods ended September 30, 2004 was not material.

The values of property, plant and equipment and intangible assets reflected above have been adjusted for the pro rata allocation of the excess of
the fair value of acquired net assets over the cost of the acquisition of Connectivity Solutions.  This excess was allocated to the noncurrent assets
acquired based on their relative fair values.  Further adjustments to the purchase price allocation may affect the calculation of the excess of the
fair value of acquired net assets over cost and therefore affect the allocation of this excess to the noncurrent assets acquired.  Adjustments to
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this allocation will affect amounts recognized for depreciation and amortization expense and will be disclosed in the period recognized as a
change in estimate.

Intangible assets reflected above were determined by management to meet the criterion for recognition apart from goodwill and include the
following:

Estimated Fair
Value

Amortization
Period

(In millions) (in years)

Developed technologies (for internal use) $ 28.5 9.0
Developed technologies (for external use) 16.6 14.0
Customer base 11.8 9.0
Favorable contracts 9.0 3.0
Other 3.8 3.0

Total amortizable intangible assets $ 69.7

Trademarks 12.3
In-process research and development 4.0

Total intangible assets $ 86.0

Weighted average amortization period 7.0

Trademarks have been determined by management to have indefinite lives and will not be amortized, based on management�s expectation that
the trademarked products will generate cash flows for the Company for an indefinite period.  Management expects to maintain usage of
trademarks on existing products and introduce new products in the future that will also display the trademarks, thus extending their lives
indefinitely.

In-process research and development assets were written off and reflected in the Company�s statement of operations as in-process research and
development charges during the nine months ended September 30, 2004.  Management believed that the assets under development had no
alternative future use as of the date of the third party valuation of this intangible asset, resulting in its immediate write-off, with subsequent
adjustments and write-offs resulting from changes in the purchase price allocation in the period in which such changes are recognized.

The amortizable intangible assets reflected in the table above were determined by management to have finite lives.  The useful life for the
developed technologies (for internal use) intangible asset was based on review of historical lives of similar products, in conjunction with
technology-specific factors and anticipated future trends in the industry.  The useful life for the developed technologies (for external use)
intangible asset was based on the remaining lives of the related patents.  The useful life for the customer base intangible asset was based on
management�s forecasts of customer turnover.  The useful life for the favorable contracts intangible asset was based on the remaining terms of
the contracts.  The useful life of the other intangible assets was based on management�s estimate of the remaining useful life.  Management�s
estimate was based on the age of the underlying assets and review of historical lives of similar products.

These amortizable intangible assets will be amortized over their remaining useful lives on a straight-line basis.  Annual amortization expense for
these intangible assets is expected to be $9.1 million in 2004, $9.9 million in 2005 and 2006, $6.0 million in 2007, $5.7 million in 2008 and
$29.1 million thereafter.

Edgar Filing: COMMSCOPE INC - Form 10-Q

31



CommScope�s consolidated results of operations for the three and nine month periods ended September 30, 2004 include the results of operations
of the Connectivity Solutions segment for the three month period ended September 30, 2004 and the eight-month period from February 1, 2004
through September 30, 2004, respectively.  The following table includes the actual consolidated results of operations for CommScope for the
three months ended September 30, 2004.  In addition,
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the table presents pro forma consolidated results of operations for CommScope for the three months ended September 30, 2003, and the nine
month periods ended September 30, 2004 and 2003, as though the acquisition of Connectivity Solutions had been completed as of the beginning
of each period.  This pro forma information is intended to provide information regarding how CommScope might have looked if the acquisition
had occurred as of the dates indicated.  The amounts for the Connectivity Solutions business of Avaya included in this pro forma information for
the three and nine months ended September 30, 2003 and the month of January 2004 are based on the historical results of the Connectivity
Solutions business as a division of Avaya, however, and therefore may not be indicative of the actual results of the Connectivity Solutions
segment when operated as part of CommScope.  Moreover, the pro forma information does not reflect all of the changes that may result from the
acquisition, including, but not limited to, challenges of transition, integration and restructuring associated with the transaction; challenges of
achieving anticipated synergies; ability to retain qualified employees and existing business alliances; maintaining satisfactory relationships with
represented employees; and customer demand for Connectivity Solutions segment products.  The pro forma adjustments represent management�s
best estimates based on information available at the time the pro forma information was prepared and may differ from the adjustments that may
actually be required.  Accordingly, the pro forma financial information should not be relied upon as being indicative of the historical results that
would have been realized had the acquisition occurred as of the dates indicated or that may be achieved in the future.

Actual Pro Forma Pro Forma
Three Months

Ended
September

30,

Three Months
Ended

September
30,

Nine Months Ended
September 30,

2004 2003 2004 2003

Revenue $ 309,090 $ 289,411 $ 882,810 $ 824,844
Net income (loss) 15,083 4,306 75,762 (51,245)
Net income (loss) per share, assuming dilution 0.27 0.07 1.26 (0.84)

These pro forma results reflect the elimination of intercompany sales during each period and immaterial pro forma adjustments for interest
expense, depreciation, amortization and related income taxes.  These pro forma results also include $10.8 million and $35.3 million of corporate
overhead costs allocated by Avaya to the Connectivity Solutions business during the three and nine month periods ended September 30, 2003,
respectively.  The pro forma results for the nine month period ended September 30, 2004 include an estimate of $4.0 million for corporate
overhead costs that would have been allocated by Avaya to the Connectivity Solutions business during January 2004.  During the three month
period ended September 30, 2004 and the eight month period from February 1, 2004 through September 30, 2004, CommScope incurred
corporate overhead costs of approximately $2.0 million and $5.4 million, respectively, on behalf of the Connectivity Solutions segment.  Certain
overhead costs previously incurred on behalf of and allocated to the Connectivity Solutions business by Avaya are now being incurred directly
by the Connectivity Solutions segment.
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Net income and net income per share for the three and nine month periods ended September 30, 2004 include certain material charges incurred
during the periods, as listed below on a pretax basis:

Three Months
Ended

September
30, 2004

Nine Months
Ended

September
30, 2004

Impact of inventory purchase accounting adjustments $ � $ 14,628
Acquisition-related in-process research and development charges 90 3,984
Acquisition-related transition and startup costs 215 8,196
Loss on early extinguishment of debt � 5,029

3.  INVENTORIES

September 30,
2004

December 31,
2003

Raw materials $ 37,988 $ 10,285
Work in process 17,762 9,708
Finished goods 53,314 12,730

$ 109,064 $ 32,723

4.  LONG-TERM DEBT

September 30,
2004

December 31,
2003

Senior Secured Term Loan $ 61,250 $ �
1% Convertible Debentures 250,000 �
4% Convertible Notes � 172,500
IDA Notes 10,800 10,800

322,050 183,300
Less: current portion (21,500) �

$ 300,550 $ 183,300

The Company entered into a new 5-year, $185 million senior secured credit facility on January 31, 2004, in connection with its acquisition of
Connectivity Solutions.  The new credit facility, which amended and restated CommScope�s previous credit facility, is comprised of a $75
million term loan and a $110 million revolving credit facility.  The credit facility is secured by substantially all of the Company�s assets, is
guaranteed by all of the Company�s material domestic subsidiaries and contains certain financial and restrictive covenants.  The term loan facility
is required to be repaid by CommScope in consecutive quarterly installments of $3.75 million from March 31, 2004 to September 30, 2004,
$11.75 million on December 31, 2004 and $3.25 million on each quarterly payment date thereafter with a final payment of all outstanding
principal and interest at maturity on December 31, 2008.  The Company is required to make additional repayments under the term loan facility in
the event that a significant asset or group of assets included in the collateral base is sold.  The Company repaid an additional $2.5 million under
the term loan facility during the three months ended September 30, 2004 due to the sale of its idle Kings Mountain facility.  In connection with
this credit facility, the Company incurred costs of approximately $4.6 million, which were capitalized as other assets and are being amortized
over the term of the facility.  The interest rate on the $75 million term loan facility is, at CommScope�s option, either the London Interbank
Offered Rate plus 2.250% to 3.250%, or the Base Rate, defined as the higher of Prime Rate or Federal Funds Rate plus 0.500%, plus 0.750% to
1.750%, in each case based on the Company�s fixed charge coverage ratio.  The interest rate on the $110 million senior secured revolving credit
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facility is, at CommScope�s option, the London Interbank Offered Rate plus 2.00% to 3.00% or the Base Rate plus 0.500% to 1.500%, in each
case based on the Company�s fixed charge coverage ratio.  As of September 30, 2004, the Company had availability of approximately $52
million and no outstanding borrowings under this senior secured revolving credit facility.  The Company�s ability to borrow under this facility
depends on the amount of the borrowing base, which is determined as specified percentages of eligible receivables and inventory, reduced for
certain reserves.  The facility contains certain restrictive covenants, including restrictions on incurring other indebtedness, entering into
transactions to acquire or merge with any entity, making other fundamental changes, selling assets and paying dividends, among other things. 
The Company is also required to comply with certain financial covenants, as defined, including a fixed charge coverage ratio, a funded senior
debt to EBITDA ratio, a maximum annual capital expenditures covenant and a covenant requiring minimum ongoing excess borrowing
availability of $10 million.  Management believes the Company was in compliance with all of its covenants under this facility as of September
30, 2004.

In March 2004, the Company issued $250 million aggregate principal amount of 1% convertible senior subordinated debentures due March 15,
2024.  The proceeds from these debentures were used primarily to extinguish the Company�s outstanding 4% convertible subordinated notes due
December 15, 2006, to repay outstanding borrowings under the Company�s revolving credit facility, and for general corporate purposes.  The
Company repurchased $102.9 million of its 4% convertible subordinated notes during March 2004, and redeemed the remaining $69.6 million of
these notes in April 2004.  The repurchase and redemption of these 4% convertible notes resulted in a $5.0 million pretax loss on the early
extinguishment of debt during the first quarter of 2004.  The Company also repaid $25 million of borrowings under its senior secured revolving
credit facility in March 2004.  In connection with the issuance of the debentures, the Company incurred costs of approximately $6.9 million,
which were capitalized as other assets and are being amortized over a period of five years, representing the period through the date on which the
debenture holders may first require the Company to repurchase the debentures.

The Company may redeem some or all of these debentures at any time on or after March 20, 2009 at a redemption price equal to 100% of the
principal amount of the debentures, plus accrued interest.  Additionally, holders of these debentures may require the Company to repurchase all
or any portion of their debentures for cash on March 20, 2009, March 15, 2014 and March 15, 2019 at a price equal to 100% of the principal
amount of debentures to be repurchased, plus accrued interest.

These debentures are convertible into shares of CommScope common stock in the following circumstances: during any fiscal quarter
commencing after June 30, 2004, (1) if the closing price of CommScope common stock exceeds 120% of the conversion price then in effect for
at least twenty trading days in the thirty consecutive trading day period ending on the last trading day of the immediately preceding fiscal
quarter; (2) subject to certain exceptions, during the five business days after any five consecutive trading day period in which the trading price
per $1,000 principal amount of the debentures for each day of such period was less than 98% of the product of the closing sale price of
CommScope common stock and the number of shares issuable upon conversion of $1,000 principal amount of the debentures; (3) if the
debentures have been called for redemption; or (4) upon the occurrence of certain corporate transactions.

The current conversion rate of these debentures is 45.9770 shares per $1,000 principal amount of debentures, representing a conversion price of
$21.75 per share.  The conversion rate is subject to adjustment, without duplication, upon the occurrence of any of the following events, as
more fully explained in the Indenture:  (1) payment or issuance of common stock as a dividend or distribution on the
Company�s common stock; (2) the issuance to all holders of common stock of rights, warrants or options to purchase
the Company�s common stock for a period expiring within 45 days of the record date for such distribution at a price
less than the average of the closing sale prices for the 10 trading days preceding the declaration date for such
distribution; (3) subdivisions, splits or combinations of the Company�s common stock; (4) distributions by the
Company to all holders of the Company�s common stock of shares of the Company�s capital stock, evidences of
indebtedness, property or assets, including rights, warrants, options and other securities but excluding dividends or
distributions covered by clauses (1) or (2) above or any dividend or
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distribution paid exclusively in cash; provided that in the event that the Company distributes capital stock of, or similar equity interests in, a
subsidiary or other business unit of the Company, then the conversion rate will be adjusted based on the market value of the securities so
distributed relative to the market value of the Company�s common stock, in each case based on the average closing sales prices of those securities
(where such closing prices are available) for the 10 trading days commencing on and including the fifth trading day after the date on which
�ex-dividend trading� commences for such distribution on the New York Stock Exchange or such other principal national or regional exchange or
market on which the securities are then listed or quoted or in the absence of such a quotation, a closing sale price determined by the Company on
a basis it considers appropriate; (5) the payment of cash as a dividend or distribution on the Company�s common stock, excluding any dividend or
distribution in connection with the Company�s liquidation, dissolution or winding up; or (6) the Company or any of its subsidiaries makes a
payment in respect of a tender offer or exchange offer for the Company�s common stock to the extent that the cash and value of any other
consideration included in the payment per share of the Company�s common stock exceeds the closing sale price per share of the Company�s
common stock on the trading day next succeeding the last date on which tenders or exchanges may be made pursuant to such tender or exchange
offer.

To the extent that the Company�s shareholder rights agreement dated June 12, 1997, as amended, or any future rights plan adopted by the
Company is in effect upon conversion of the debentures into common stock, holders of the debentures will receive, in addition to the common
stock, the rights under the rights plan unless the rights have separated from the common stock at the time of conversion, in which case the
conversion rate will be adjusted as if the Company distributed to all holders of its common stock, shares of its capital stock, evidences of
indebtedness, property or assets as described in clause (4) above, subject to readjustment in the event of the expiration, termination or
redemption of such rights.

In the event of (1) any reclassification of the Company�s common stock; (2) a consolidation, merger or binding share exchange involving the
Company; or (3) a sale or conveyance to another person or entity of all or substantially all of the Company�s property and assets, in which
holders of the Company�s common stock would be entitled to receive stock, other securities, other property, assets or cash for their common
stock, upon conversion holders of the debentures will be entitled to receive the same type of consideration that they would have been entitled to
receive if they had converted the debentures into the Company�s common stock immediately prior to any of these events.

The Company may, from time to time, increase the conversion rate if the Company�s board of directors has made a determination that this
increase would be in the Company�s best interests.  In addition, the Company may increase the conversion rate if the Company�s board of
directors deems it advisable to avoid or diminish any income tax to holders of common stock resulting from any stock or rights distribution.

5.  NET INCOME (LOSS) PER SHARE

Basic net income (loss) per share is computed by dividing net income (loss) by the weighted average number of common shares outstanding
during the applicable periods.  Diluted net income (loss) per share is based on net income (loss) adjusted for after-tax interest and amortization
of debt issuance costs related to convertible debt, if dilutive, divided by the weighted average number of common shares outstanding adjusted
for the dilutive effect of stock options and convertible securities.

On December 15, 1999, the Company issued $172.5 million aggregate principal amount of convertible notes, which were convertible into shares
of common stock at a conversion rate of 20.7512 shares per $1,000 principal amount.  The effect of the assumed conversion of these notes was
excluded from the calculation of net loss per share, assuming dilution, for the three and nine month periods ended September 30, 2003 because it
would have been antidilutive in all periods.
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The Company repurchased $102.9 million of these notes during March 2004, and redeemed the remaining $69.6 million of these notes in April
2004.

In March 2004, the Company issued $250 million aggregate principal amount of 1% convertible senior subordinated debentures, which are
convertible into shares of common stock at a conversion rate of 45.9770 shares per $1,000 principal amount representing a conversion price of
$21.75 per share.  These debentures are convertible into shares of CommScope common stock under specific circumstances as described in Note
4.  The effect of the assumed conversion of these debentures was excluded from the calculation of net income (loss) per share, assuming
dilution, for the three and nine month periods ended September 30, 2004 because the conversion contingencies were not met during such
periods.

Below is a reconciliation of weighted average common shares outstanding for basic net income (loss) per share to weighted average common
and potential common shares outstanding for diluted net income (loss) per share.

Three Months Ended
September 30,

Nine Months Ended
September 30,

2004 2003 2004 2003
Numerator:
Net income (loss) for basic and diluted net
income (loss) per share $ 15,083 $ 1,122 $ 82,827 $ (53,326)

Denominator:
Weighted average number of common shares
outstanding for basic net income (loss) per share 54,018 59,220 58,335 59,220
Effect of dilutive employee stock options (A) 1,719 390 1,486 �
Weighted average number of common and
potential common shares outstanding for diluted
net income (loss) per share 55,737 59,610 59,821 59,220

(A) Options to purchase approximately 630 thousand and 661 thousand common shares were excluded from the computation of net income
per share, assuming dilution, for the three and nine month periods ended September 30, 2004, respectively, because they would have been
antidilutive in both periods.  Options to purchase approximately 5.9 million common shares were excluded from the computation of net income
(loss) per share, assuming dilution, for the three and nine month periods ended September 30, 2003 because they would have been antidilutive in
both periods.
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The consensus reached by the EITF on Issue No. 04-8, �The Effect of Contingently Convertible Debt on Diluted Earnings per Share� is expected
to be effective for reporting periods ending after December 15, 2004.  The consensus requires restatement of previously reported net income per
share, assuming dilution (see Note 1 for further discussion of Issue No. 04-8).  The Company did not have any contingently convertible debt
outstanding prior to the issuance of its 1% convertible senior subordinated debentures in March 2004.  Accordingly, no restatement of periods
prior to the three months ended March 31, 2004 is required under this consensus.  If the consensus had been applied during the three and six
months ended June 30, 2004 and the three and nine months ended September 30, 2004, the impact would have been as follows:

Three Months
Ended

June 30,
2004

Six
Months
Ended

June 30,
2004

Three
Months
Ended

September
30, 2004

Nine
Months
Ended

September
30, 2004

Net income per share, assuming dilution, as reported $ 1.37 $ 1.10 $ 0.27 $ 1.38
Net income per share, assuming dilution, applying
EITF Issue No. 04-8 consensus $ 1.16 $ 1.01 $ 0.23 $ 1.24

There would be no effect from applying the consensus to the three months ended March 31, 2004 as the result would have been antidilutive due
to the net loss for the period.

6.  OFS BRIGHTWAVE, LLC

Effective November 16, 2001, CommScope acquired an approximate 18.4% ownership interest in OFS BrightWave, LLC (�OFS BrightWave�), an
optical fiber and fiber cable venture between CommScope and The Furukawa Electric Co., Ltd. of Japan (�Furukawa�).  During the three months
ended March 31, 2004, OFS BrightWave began to move certain cable production from the Norcross facility to the Carrollton facility.  Effective
April 1, 2004, Furukawa contributed its investment in the Carrollton facility to OFS BrightWave.  Because CommScope did not elect to make
further corresponding investments in OFS BrightWave, this additional investment in OFS BrightWave by Furukawa reduced CommScope�s
ownership percentage in OFS BrightWave from 18.4% to 9.4%, effective April 1, 2004.

Primarily as a result of the continuing weakness in the global fiber optic cable market and Furukawa�s continuing efforts to restructure its OFS
operations, the Company agreed with Furukawa to further amend their existing contractual arrangements in the second quarter of 2004 for the
mutual benefit of both companies.  On June 11, 2004, CommScope assigned all of its rights and duties under its contractual arrangements with
Furukawa to its wholly-owned subsidiary, CommScope Optical Technologies, Inc. (�CommScope Optical�).  On June 14, 2004, CommScope
Optical and Furukawa changed the period in which CommScope Optical could exercise its contractual right to sell its ownership interest in OFS
BrightWave to Furukawa from 2006 to any time on or after June 14, 2004 and changed the exercise price from $173.4 million in cash to the
approximately 7.7 million shares of CommScope common stock owned by Furukawa.  On June 14, 2004, CommScope Optical exercised its
contractual right to sell and sold its 9.4% ownership interest in OFS BrightWave to Furukawa in exchange for the approximately 7.7 million
shares of CommScope common stock owned by Furukawa, which were valued at $132.3 million as of the
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transaction date.  CommScope currently holds these shares as treasury stock.  As a result of this transaction, CommScope no longer owns any
equity interest in OFS BrightWave.

This transaction does not affect CommScope�s right to receive full payment from OFS BrightWave under the $30 million revolving note due in
2006, based on its original terms.  The carrying value of this note was reduced to approximately $11.1 million as of June 14, 2004 as a result of
CommScope recording its equity in losses of OFS BrightWave under equity method accounting rules, which require accounting for an advance
to an equity method investee in the same manner as the investment, once the carrying value of the investment has been reduced to zero. 
Primarily due to market conditions for optical fiber and because CommScope will no longer have an equity ownership interest in OFS
BrightWave, CommScope determined that there was an other-than-temporary impairment in the carrying value of this asset as of the transaction
date.  Accordingly, a pretax impairment charge of $11.1 million was recognized as a reduction of the gain on the OFS BrightWave transaction
during the quarter ended June 30, 2004.

The OFS BrightWave transaction resulted in a net pretax gain of $121.3 million, or $1.24 per diluted share, net of tax, during the second quarter
of 2004. This gain represents (1) the fair value of the common stock received by CommScope in exchange for CommScope�s transfer of its
ownership interest in OFS BrightWave to Furukawa, plus (2) the realized gain from CommScope�s cumulative equity method share of OFS
BrightWave�s unrealized foreign currency translation gains previously recorded in accumulated other comprehensive loss, less (3) the
impairment charge related to the $30 million note receivable from OFS BrightWave.  The after-tax net gain of $76.4 million is reflected in the
Company�s statement of operations after income (loss) before equity in losses of OFS BrightWave, LLC and net gain on OFS BrightWave, LLC
transaction.  The income tax impact of this gain enabled the Company to realize its deferred tax asset related to the Company�s share of the
cumulative financial statement net losses of OFS BrightWave.  In addition, this transaction created a capital gain for tax purposes, which
allowed the Company to deduct a capital loss related to the 2001 impairment of an investment, creating a current tax benefit of $1.4 million from
this capital loss deduction.

CommScope�s portion of the losses of OFS BrightWave for the period from January 1, 2004 through June 14, 2004 and the three and nine month
periods ended September 30, 2003 have been included in the condensed consolidated financial statements of CommScope for the respective
periods.  These results are net of elimination of intercompany profit related to interest payments received from OFS BrightWave under the $30
million revolving note.    The elimination of intercompany profit, net of tax, was $30 for the period from January 1, 2004 through June 14, 2004
and $25 and $79 for the three and nine month periods ended September 30, 2003, respectively.

The following table provides summary financial information for OFS BrightWave for the period from January 1, 2004 through June 14, 2004
and the three and nine month periods ended September 30, 2003:

Three
Months
Ended

September
30,

2003

Period from
January 1
through
June 14,

2004

Nine
Months

Ended September
30,

2003

Net revenues $ 25,286 $ 40,497 $ 75,333
Gross profit (14,299) (8,612) (76,691)
Net loss (27,171) (20,860) (352,528)
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7.  INCOME TAXES RELATED TO OTHER COMPREHENSIVE INCOME/LOSS

Three Months Ended
September 30,

Nine Months Ended
September 30,

2004 2003 2004 2003
Income tax benefit for components of other
comprehensive income/loss:
Loss on derivative instrument designated as a net
investment hedge $ 179 $ 286 $ 178 $ 1,262

8.  DERIVATIVES AND HEDGING ACTIVITIES

As of September 30, 2004 and 2003 the only derivative financial instrument outstanding was a cross currency swap of U.S. dollars for euros,
which was designated and documented at inception, and quarterly thereafter, as a net investment hedge of a portion of the Company�s net
investment in its Belgian subsidiary.  The original notional amount of this derivative financial instrument was $20 million at inception of the
hedging relationship and as of September 30, 2003.  The Company amended this agreement in October 2003 to reduce the notional amount to
$14 million.  No cash was required to effect this amendment; the change in the notional amount was offset by an adjustment in the exchange rate
underlying the swap.  The amended hedging instrument was effective as of the amendment date and as of September 30, 2004, and is expected
to continue to be effective for the duration of the agreement, resulting in no anticipated hedge ineffectiveness.  The original hedging instrument
was effective as of the inception date and as of September 30, 2003.  The fair value of the amended derivative instrument, reflected in other
noncurrent liabilities, was approximately $6.3 million and $6.0 million as of September 30, 2004 and December 31, 2003, respectively.

There were no material reclassifications related to hedging activities from other comprehensive income (loss) to earnings during the three and
nine month periods ended September 30, 2004 and 2003.

Activity in the accumulated net loss on derivative instruments included in accumulated other comprehensive loss for the three and nine month
periods ended September 30, 2004 and 2003 consisted of the following:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2004 2003 2004 2003
Accumulated net loss on derivative instruments,
beginning of period $ (3,978) $ (2,463) $ (3,981) $ (802)
Net loss on derivative financial instrument designated
as a net investment hedge (306) (488) (303) (2,149)
Accumulated net loss on derivative instruments, end of
period $ (4,284) $ (2,951) $ (4,284) $ (2,951)
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9.  SUPPLEMENTAL CASH FLOW INFORMATION

Nine Months Ended
September 30,

2004 2003
Cash paid during the period for:
Income taxes $ 10,270 $ 360
Interest (net of capitalized amounts) 5,706 3,826

Noncash investing and financing activities:
Fair value of CommScope, Inc. common stock received from Furukawa in
exchange for CommScope Optical�s transfer of its investment in OFS BrightWave,
LLC to Furukawa $ 132,311 �

10.  SEGMENTS

During the three and nine month periods ended September 30, 2004, the Company�s management evaluated the results of operations in two
reportable segments: the Cable segment, which is CommScope�s legacy cable business, and the Connectivity Solutions segment, which is the
acquisition that was completed as of January 31, 2004.  As the Company continues to integrate the Connectivity Solutions segment into its
global operations and financial reporting systems, the Company�s management expects to reorganize its internal reporting, which may require
reporting of its results in more or different reportable segments in future periods.

The following tables provide summary financial information for these two reportable segments as of September 30, 2004 and for the three and
nine month periods ended September 30, 2004 and 2003:

As of
September

30, 2004
Total assets
Cable segment $ 591,967
Connectivity Solutions segment 462,951
Consolidated total assets $ 1,054,918

Three Months Ended
September 30,

Nine Months Ended
September 30,

2004 2003 2004 2003
Net sales:
Cable segment $ 165,040 $ 148,723 $ 470,365 $ 419,513
Connectivity Solutions segment 151,869 � 405,240 �
Inter-segment eliminations (7,819) � (18,505) �
Consolidated net sales $ 309,090 $ 148,723 $ 857,100 $ 419,513

Operating income (loss):
Cable segment $ 7,458 $ 8,304 $ 20,256 $ (15,433)
Connectivity Solutions segment 10,993 � (4,426) �
Inter-segment eliminations 326 � (105) �
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Consolidated operating income (loss) $ 18,777 $ 8,304 $ 15,725 $ (15,433)
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11.  EMPLOYEE TERMINATION BENEFITS
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The Company reduced the Connectivity Solutions segment workforce by approximately 45 employees during the first quarter of 2004.  The
reductions were primarily related to the Company�s efforts to improve operational efficiency and reduce cost.  The affected employees worked in
management and support functions at the Omaha, Nebraska facility.  This workforce reduction resulted in pretax charges of approximately $1.6
million during the first quarter of 2004 for employee termination benefits, which consisted of severance pay and related fringe benefits.  The
Company recorded this amount in acquisition-related transition and startup costs.  The Company paid $0.1 million and $1.3 million of these
costs during the three and nine month periods ended September 30, 2004, respectively, resulting in a remaining accrual of $0.3 million as of
September 30, 2004 related to this first quarter 2004 workforce reduction.  Management estimates that these remaining benefits will be paid in
full by the end of 2004.

12.  EMPLOYEE BENEFIT PLANS
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Pension Benefits
Other Postretirement

Benefits
Three Months Ended

September 30,
2004 2003 2004 2003

Service cost $ 870 $ 26 $ 1,008 $ 714
Interest cost 1,322 32 1,158 524
Recognized actuarial loss � � 108 118
Amortization of transition obligation 10 9 � �
Return on plan assets (1,333) (14) (151) �

Net periodic benefit cost $ 869 $ 53 $ 2,123 $ 1,356

Pension Benefits
Other Postretirement

Benefits
Nine Months Ended

September 30,
2004 2003 2004 2003

Service cost $ 2,306 $ 76 $ 3,204 $ 2,143
Interest cost 3,538 95 3,428 1,573
Recognized actuarial loss � � 515 354
Amortization of transition obligation 30 28 � �
Return on plan assets (3,562) (42) (403) �

Net periodic benefit cost $ 2,312 $ 157 $ 6,744 $ 4,070

As a part of the acquisition of Connectivity Solutions, CommScope established a new defined benefit pension plan and a new
postretirement benefit plan that includes healthcare benefits and life insurance coverage for the represented domestic employees in the
Connectivity Solutions segment.  These plans have been combined for disclosure purposes with CommScope�s pension and
postretirement benefit plans, which existed prior to the acquisition of Connectivity Solutions.
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The Company contributed approximately $70 and $210 to its pension plans for the three and nine month periods ended September 30,
2004, respectively.  The Company anticipates making additional contributions of approximately $70 to these plans before December 31,
2004.  The Company contributed approximately $20 and $70 to the postretirement benefit plans for the three and nine month periods
ended September 30, 2004, respectively.  The Company anticipates
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making additional contributions of approximately $0.1 million to these plans before December 31, 2004.
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On December 8, 2003, the President signed the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the �Act�) into law.
The Act introduces a prescription drug benefit under Medicare (Medicare Part D) as well as a federal subsidy to sponsors of retiree health care
benefit plans that provide a benefit that is at least actuarially equivalent to Medicare Part D.  FSP No. FAS 106-2, �Accounting and Disclosure
Requirements Related to the Medicare Prescription Drug, Improvement and Modernization Act of 2003,� provides guidance on the accounting for
the effects of the Act and was effective for the quarter ending September 30, 2004.  The Company elected to adopt the accounting guidance in
the FSP on a prospective basis.  Accordingly, an actuarial valuation of the postretirement benefit obligation was performed as of July 1, 2004. 
The accumulated postretirement benefit obligation was reduced by approximately $7.5 million as a result of the subsidy.  The pretax net periodic
postretirement benefit cost for the three and nine months ended September 30, 2004 was reduced by approximately $0.3 million as a result of
this valuation.  See Note 1 for further discussion of the FSP.

13.  INCOME TAXES
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The Company�s consolidated effective income tax rate, which includes the tax effects of OFS Brightwave, LLC, was 16.5% and 33.2% for the
three and nine month periods ended September 30, 2004, respectively, compared to 37.0% for the comparable periods in 2003.  The reduction in
the effective income tax rate was primarily due to the acquisition of Connectivity Solutions, which expanded the Company�s international
activities in lower tax rate jurisdictions.  During the first nine months of 2004, non-domestic operations were generally profitable, while as a
result of certain material charges arising from the application of purchase accounting (see Note 2), domestic operations experienced a net loss
which created a tax benefit at the statutory U.S. federal income tax rate of 35%.  In addition, the Company�s effective income tax rate for the nine
months ended September 30, 2004 was reduced by the reversal of a $1.4 million valuation allowance, which was established in 2001 for a
deferred tax asset created by the impairment of an investment.  The capital gain realized in the second quarter of 2004 allows the tax benefit
associated with that impairment loss to be realized.  However, the favorable impact of these two items on the consolidated effective income tax
rate was somewhat offset by the tax on the net gain on the OFS BrightWave, LLC transaction in the second quarter of 2004, $121.3 million
pretax and $76.4 million after-tax.

14.  SUBSEQUENT EVENT

On October 11, 2004, the Company announced that its indirect subsidiary, Connectivity Solutions Manufacturing, Inc. (�CSMI�), will implement
organizational and cost reduction initiatives at its CSMI Omaha, Nebraska site in order to improve its competitive position.  These initiatives are
expected to be substantially in place by mid-year 2005.  The Omaha facility is part of the Connectivity Solutions segment and was acquired on
January 31, 2004 as part of the Company�s acquisition of the Connectivity Solutions business of Avaya.

As a result of these CSMI initiatives, CSMI expects to incur costs for process improvements, including facility redesign, and employee-related
expenses, including severance pay, related fringe benefits and a curtailment loss for pension and postretirement benefits.  The incremental pretax
costs, primarily in cash, to implement these initiatives are expected to be $10 to $15 million.  Approximately half of these costs are expected to
be recognized in the fourth quarter of 2004, with the balance to be incurred in 2005.  No charges have been recognized related to this
restructuring during the three and nine months ended September 30, 2004.

In addition, as modifications are made to the manufacturing processes at the CSMI Omaha site, CSMI may identify fixed assets that are no
longer needed.  CSMI may
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consider disposing of these assets and as a result could incur pretax losses on disposal or impairment of these assets of up to $10 million.

The anticipated charges related to the restructuring represent management�s best estimate of the costs to be incurred as a direct result of the cost
reduction initiatives at the CSMI Omaha manufacturing facility.  The actual charges may differ from this estimate as a result of issues
encountered during the implementation and changes in market conditions.
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ITEM 2.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS
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The following discussion and analysis of our financial condition and results of operations for the three and nine month periods ended September
30, 2004 and 2003 is provided to increase the understanding of, and should be read in conjunction with, the unaudited condensed consolidated
financial statements and accompanying notes included elsewhere in this Form 10-Q as well as the audited consolidated financial statements,
related notes thereto and management�s discussion and analysis of financial condition and results of operations, including management�s
discussion and analysis about the application of critical accounting policies included in our 2003 Annual Report on Form 10-K/A.

Overview

We, through our wholly owned subsidiaries, are a leading worldwide designer, manufacturer and marketer of broadband coaxial cables and other
high performance electronic and fiber optic cable products for cable television, telephony, Internet access, wireless communications and other
broadband services.  We seek to be a global leader in cable and connectivity solutions for the �last mile� in telecommunications. We define the �last
mile� as the distribution access or final link from the network operator to the end user, which includes cable and connectivity solutions for the
home, business enterprise or wireless provider.

In January 2004, we acquired the Connectivity Solutions business (�Connectivity Solutions,� or as operated by us, the �Connectivity Solutions
segment�) from Avaya Inc. (�Avaya�) primarily to expand our position in the �last mile� of telecommunications, establish a leadership position in the
global enterprise market and enhance our global growth opportunities.

Through the acquisition of the SYSTIMAX® Solutions products in the Connectivity Solutions segment we became a leading global designer,
manufacturer and marketer of physical layer end-to-end structured cabling solutions supporting local area network applications for enterprises
and telecommunications service providers.  SYSTIMAX is widely recognized as a leading global brand in enterprise cable and connectivity
solutions.  It has established channels to international markets and has a worldwide network of independent distributors, system integrators and
value added resellers.  We believe that this acquisition strengthens our global competitive position in the enterprise market and provides new
channels to market our products.  The Connectivity Solutions acquisition also expands the markets in which we operate, which creates potential
new growth opportunities.  On October 11, 2004, we announced that our indirect subsidiary, Connectivity Solutions Manufacturing, Inc. (�CSMI�)
will implement organization and cost reduction initiatives at the Omaha, Nebraska manufacturing operations of the Connectivity Solutions
segment in order to improve its competitive position.  These initiatives are expected to be substantially in place by mid-year 2005.  See Note 14
in the Notes to the Condensed Consolidated Financial Statements included elsewhere in this Form 10-Q.

During the three and nine month periods ended September 30, 2004, management evaluated the results of operations in two reportable segments:
the Cable segment, which is our legacy cable business, and the Connectivity Solutions segment, which is the acquisition that was completed as
of January 31, 2004.  As we continue to integrate the Connectivity Solutions segment into our global operations and financial reporting systems,
management may reorganize its internal reporting, which may require reporting of our results in more or different reportable segments in future
periods.

CRITICAL ACCOUNTING POLICIES
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There have been no changes in our critical accounting policies or significant accounting estimates as disclosed in our 2003 Annual Report on
Form 10-K/A, except for changes resulting from our acquisition of Connectivity Solutions as of January 31, 2004.  As a result of this

26

Edgar Filing: COMMSCOPE INC - Form 10-Q

58



acquisition, the reserve for product warranty claims and the fair values of the assets acquired and liabilities assumed are new significant
estimates.

Product warranties � We recognize a liability for the estimated claims that may be paid under our customer warranty
agreements to remedy potential deficiencies of quality or performance of our products.  We record a provision for
estimated future warranty claims based upon the historical relationship of warranty claims to sales and
specifically-identified warranty issues.  We base our estimates on historical experience and on assumptions that are
believed to be reasonable under the circumstances and revise our estimates, as appropriate, when events or changes in
circumstances indicate that revisions may be necessary.  Although these estimates are based on management�s
knowledge of and experience with past and current events and on management�s assumptions about future events, it is
reasonably possible that they may ultimately differ materially from actual results.

Fair values of assets acquired and liabilities assumed in the acquisition of Connectivity Solutions � The acquisition of Connectivity
Solutions as of January 31, 2004 was accounted for using the purchase method of accounting.  The purchase method
requires management to make significant estimates.  First, management must estimate the cost of the acquired entity
based on the fair value of the consideration paid or the fair value of the net assets acquired, whichever is more clearly
evident.  This cost must then be allocated to the assets acquired and liabilities assumed based on their estimated fair
values at the date of acquisition.  In addition, management must identify and estimate the fair values of intangible
assets that should be recognized as assets apart from goodwill.  Management utilized third party appraisals to assist in
estimating the fair value of tangible property, plant and equipment and intangible assets acquired.

COMPARISON OF RESULTS OF OPERATIONS FOR THE THREE AND NINE MONTH PERIODS ENDED SEPTEMBER 30, 2004
WITH THE THREE AND NINE MONTH PERIODS ENDED SEPTEMBER 30, 2003
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Three Months Ended September 30,
2004 2003

$ (millions)
% of Net

Sales $ (millions)
% of Net

Sales
Dollar

Change

%
Change

Net sales $ 309.1 100.0% $ 148.7 100.0% $ 160.4 107.9%
Gross profit 78.0 25.2 30.6 20.6 47.4 154.9
SG&A expense 51.5 16.7 20.9 14.1 30.6 146.4
R&D expense 7.4 2.4 1.5 1.0 5.9 393.3
Equity in losses of OFS
BrightWave, LLC, net of tax � � 3.1 2.1 (3.1) (100.0)
Net income 15.1 4.9 1.1 0.7 14.0 1,272.7
Net income per diluted share $ 0.27 $ 0.02 $ 0.25
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Nine Months Ended September 30,
2004 2003

$
(millions)

% of Net
Sales

$
(millions)

% of Net
Sales

Dollar
Change

%
Change

Net sales $ 857.1 100.0% $ 419.5 100.0% $ 437.6 104.3%
Gross profit 187.5 21.9 83.6 19.9 103.9 124.3
SG&A expense 139.2 16.2 62.7 14.9 76.5 122.0
R&D expense 20.4 2.4 4.5 1.1 15.9 353.3
Impairment charges for fixed
assets � � 31.7 7.6 (31.7) (100.0)
In-process research and
development charges 4.0 0.5 � � 4.0 �
Acquisition-related transition
and startup costs 8.2 1.0 � � 8.2 �
Equity in losses of OFS
BrightWave, LLC, net of tax (1.4) (0.2) (40.9) (9.7) 39.5 (96.6)
Net gain on OFS
BrightWave, LLC
transaction, net of tax 76.4 8.9 � � 76.4 �
Net income (loss) 82.8 9.7 (53.3) (12.7) 136.1 (255.3)
Net income (loss) per diluted
share $ 1.38 $ (0.90) $ 2.28

Effective January 31, 2004, we completed the acquisition of substantially all of the assets and assumed certain liabilities of Connectivity
Solutions from Avaya and the Connectivity Solutions segment�s operating results have been included in our consolidated financial statements
since the date of acquisition. Accordingly, the consolidated results for the three and nine month periods ended September 30, 2004 include the
operating results of the Connectivity Solutions segment for the three months ended September 30, 2004 and the eight-month period from
February 1, 2004 through September 30, 2004, respectively.  However, the consolidated results reflected above for the three and nine month
periods ended September 30, 2003 do not include any actual or pro forma results for the Connectivity Solutions segment. This information
should be considered when comparing the financial results of 2004 and 2003. See Note 2 in the Notes to the Condensed Consolidated Financial
Statements included elsewhere in this Form 10-Q.
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Net sales

Below is a summary that reflects our actual net sales for the three and nine month periods ended September 30, 2004, which
incorporate the Connectivity Solutions segment net sales for the three month period ended September 30, 2004 and
the eight month period from February 1, 2004 through September 30, 2004.  This summary also reflects pro forma net
sales for the nine month period ended September 30, 2004 and the three and nine month periods ended September 30,
2003, as if Connectivity Solutions had been acquired on January 1, 2004 and 2003, respectively.  The pro forma net
sales of the Connectivity Solutions segment for the one-month period ended January 31, 2004, which is included in
the pro forma net sales for the nine months ended September 30, 2004, and the pro forma net sales of the Connectivity
Solutions segment for the three and nine month periods ended September 30, 2003 are based on the historical results
of the Connectivity Solutions business as operated by Avaya during the periods presented and therefore may not be
indicative of the actual results of the Connectivity Solutions segment as operated by us.  Actual inter-segment sales
eliminations for the three months ended September 30, 2004 and the eight month period ended September 30, 2004
and pro forma inter-segment sales eliminations for the pro forma periods are included below.

Actual Pro forma
Three months

ended
September 30,

2004

Three months
ended

September 30,
2003

(dollars in millions)
Net

Sales
% of Net

Sales
Net

Sales
% of Net

Sales
Dollar

Change

%
Change

Net sales by segment:
Cable segment $ 165.0 53.4% $ 148.7 51.4% $ 16.3 11.0%
Connectivity Solutions
segment 151.9 49.1 147.2 50.9 4.7 3.2
Inter-segment eliminations (7.8) (2.5) (6.5) (2.3) (1.3) 20.0
Consolidated net sales $ 309.1 100.0% $ 289.4 100.0% $ 19.7 6.8%

Total domestic sales $ 215.5 69.7% $ 194.3 67.1% $ 21.2 10.9%
Total international sales 93.6 30.3 95.1 32.9 (1.5) (1.6)
Total worldwide sales $ 309.1 100.0% $ 289.4 100.0% $ 19.7 6.8%

Overall, consolidated net sales, on a pro forma basis, increased year over year for the third quarter, primarily due to higher
international sales of Broadband/Video Products and domestic sales of LAN products within the Cable segment.  Our Cable segment
sales increased in all major product categories and regions.  The year-over-year improvement in Connectivity Solutions segment sales
for the third quarter was primarily due to higher domestic sales of SYSTIMAX products, partially offset by a reduction in sales of
Integrated Cabinet Solutions Products.
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Actual Pro forma
Nine months

ended
September 30,

Nine months
ended

September 30,
2004 2004 2003

(dollars in millions)
Net

Sales

% of
Net

Sales
Net

Sales

% of
Net

Sales
Net

Sales

% of
Net

Sales
Dollar

Change

%
Change

Net sales by segment:
Cable segment $ 470.3 54.9% $ 470.3 53.3% $ 419.5 50.9% $ 50.8 12.1%
Connectivity Solutions
segment 405.3 47.3 432.5 49.0 420.9 51.0 11.6 2.8
Inter-segment
eliminations (18.5) (2.2) (20.0) (2.3) (15.5) (1.9) (4.5) 29.0
Consolidated net sales $ 857.1 100.0% $ 882.8 100.0% $ 824.9 100.0% $ 57.9 7.0%

Total domestic sales $ 593.5 69.2% $ 607.9 68.9% $ 561.4 68.1% $ 46.5 8.3%
Total international sales 263.6 30.8 274.9 31.1 263.5 31.9 11.4 4.3
Total worldwide sales $ 857.1 100.0% $ 882.8 100.0% $ 824.9 100.0% $ 57.9 7.0%

Overall, consolidated net sales, on a pro forma basis, increased year over year for the first nine months primarily due to higher domestic
and international sales of Broadband/Video Products within the Cable segment.  Our Cable segment sales increased in all major
product categories and in all regions.  The year-over-year improvement in Connectivity Solutions segment sales, on a pro forma basis,
for the first nine months was primarily due to higher domestic sales of Integrated Cabinet Solutions Products as sales of SYSTIMAX
Products were essentially flat.

In October 2004, we announced that due to escalating material costs, we would be implementing price increases for certain products. 
Prices for these products are expected to be increased approximately 3% to 9% with implementation generally beginning in January
2005.

30

Edgar Filing: COMMSCOPE INC - Form 10-Q

64



Cable Segment

Three Months Ended September 30,
2004 2003

(dollars in millions)
Net

Sales
% of Net

Sales
Net

Sales
% of Net

Sales
Dollar

Change
%

Change

Broadband/Video
Products $ 124.8 75.6% $ 117.9 79.3% $ 6.9 5.9%
LAN Products 30.1 18.3 24.0 16.1 6.1 25.4
Wireless & Other
Telecom Products 10.1 6.1 6.8 4.6 3.3 48.5
Total Cable segment $ 165.0 100.0% $ 148.7 100.0% $ 16.3 11.0%

Nine Months Ended September 30,
2004 2003

(dollars in millions)
Net

Sales
% of Net

Sales
Net

Sales
% of Net

Sales
Dollar

Change
%

Change

Broadband/Video
Products $ 354.9 75.5% $ 327.7 78.1% $ 27.2 8.3%
LAN Products 87.0 18.5 71.6 17.1 15.4 21.5
Wireless & Other
Telecom Products 28.4 6.0 20.2 4.8 8.2 40.6
Total Cable segment $ 470.3 100.0% $ 419.5 100.0% $ 50.8 12.1%

The increase in net sales of Broadband/Video Products for the three and nine month periods ended September 30, 2004 primarily resulted from
strong international sales volumes and the positive impact of previously announced price increases for certain products.  Despite lower sales of
fiber optic cable and lower sales to our largest domestic Cable segment customer, domestic sales of Broadband/Video Products increased
moderately for the nine month period ended September 30, 2004 and were essentially flat for the three month period ended September 30, 2004. 
Based on information from our domestic customers, we expect lower sales of Broadband/Video products for the balance of 2004.

As a result of rising raw material prices, we announced a price increase in April 2004 for certain broadband coaxial cable products that became
effective beginning in late May.  However, we expect ongoing pricing pressure and weak demand industry wide for fiber optic cable products
for broadband applications for the balance of 2004.

The increase in net sales of LAN Products for the three and nine month periods ended September 30, 2004 was primarily driven by improved
project business and the positive impact of previously announced price increases for certain products.  In addition, the launch of our new
UnipriseTM brand contributed to the increase in net sales of LAN Products.  We believe the business environment for our LAN products is
improving based primarily on the improvement in information technology spending, which has led to increased spending by our customers.  We
announced two price increases for certain LAN Products in the first quarter of 2004 as a result of significant increases in the cost of certain raw
materials.

The increase in net sales of Wireless and Other Telecom Products for the three and nine month periods ended September 30, 2004 was mainly
due to a higher volume of sales combined with improved product mix.  The improvement in general business conditions has led to increased
spending by certain major wireless carriers.  In addition, we have developed relationships with new customers, who are generally purchasing
larger diameter products, which have comparatively higher prices.  We believe we continue to make steady progress communicating the Cell
Reach® value proposition to new and existing customers, both domestically and internationally.  While we expect sales of wireless products to
be somewhat volatile since customer spending is mainly
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project-driven, we remain optimistic about our long-term global wireless opportunities primarily as a result of improving global business
conditions.

Connectivity Solutions Segment

Actual Pro forma
Three months

ended
September 30,

2004

Three months ended
September 30,

2003

(dollars in millions)
Net

Sales

% of
Net

Sales
Net

Sales

% of
Net

Sales
Dollar

Change
%

Change

SYSTIMAX Products $ 128.6 84.7% $ 111.6 75.8% $ 17.0 15.2%
ExchangeMAX Products 11.3 7.4 13.3 9.0 (2.0) (15.0)
Integrated Cabinet Systems
Products 12.0 7.9 22.3 15.2 (10.3) (46.2)
Total Connectivity Solutions
segment $ 151.9 100.0% $ 147.2 100.0% $ 4.7 3.2%

Actual Pro forma
Eight-month
period ended

September 30,
Nine months ended

September 30,
2004 2004 2003

(dollars in millions)
Net

Sales

% of
Net

Sales
Net

Sales

% of
Net

Sales
Net

Sales

% of
Net

Sales
Dollar

Change
%

Change

SYSTIMAX Products $ 323.2 79.7%$ 339.0 78.4% $ 337.4 80.2% $ 1.6 0.5%
ExchangeMAX Products 34.8 8.6 38.4 8.9 40.4 9.6 (2.0) (5.0)
Integrated Cabinet Systems
Products 47.3 11.7 55.1 12.7 43.1 10.2 12.0 27.8
Total Connectivity
Solutions segment $ 405.3 100.0%$ 432.5 100.0% $ 420.9 100.0% $ 11.6 2.8%

The pro forma net sales in the table above for the three and nine months ended September 30, 2003 reflect sales recognized by the Connectivity
Solutions business during that period as operated by Avaya.  The pro forma net sales in the table above for the nine months ended September 30,
2004 reflect the actual sales of the Connectivity Solutions segment for the eight-month period ended September 30, 2004 in addition to sales
recognized by the Connectivity Solutions business in January 2004 as operated by Avaya prior to our acquisition of this business on January 31,
2004.

The discussion below focuses on the changes in net sales for the three months ended September 30, 2004 as compared to the pro forma net sales
for the three months ended September 30, 2003.  The discussion below also compares the pro forma net sales for the nine months ended
September 30, 2004 to the pro forma net sales for the nine months ended September 30, 2003 since the actual net sales for the eight-month
period ended September 30, 2004 would not be comparable.  However, these pro forma results may not be indicative of the actual results of the
Connectivity Solutions segment as operated by us.
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The net sales of SYSTIMAX Products, on a pro forma basis, were moderately higher year over year for the third quarter primarily due to strong
domestic sales volumes driven by improved project business and the positive impact of previously announced price increases for certain
products.  During the quarter ended March 31, 2004, we announced two price increases for certain products on new projects, primarily due to the
rising cost of copper and certain polymers.  The year-over-year net sales of SYSTIMAX Products, on a pro forma basis for the first nine months
were essentially unchanged.  This was primarily the result of the strong third quarter net sales which were substantially offset by our effort
during the first two quarters to reduce external inventory balances held by distributors to a more appropriate level.  We expect demand for
SYSTIMAX products to be driven by the ongoing need for bandwidth and high-performance structured cabling in the enterprise market and
affected by global information technology spending, among other things.

The decrease in net sales of ExchangeMAX Products, on a pro forma basis, for the third quarter and first nine months was primarily related to
the impact of competitive pricing pressure continuing to affect sales of ExchangeMAX Products.

The decrease in net sales of Integrated Cabinet Solutions (�ICS�) Products, on a pro forma basis, for the third quarter primarily resulted from a
large customer nearing completion of current planned projects.  The increase in ICS net sales on a pro forma basis for the first nine months was
due to increased sales volumes resulting from increasing service provider deployments of Digital Subscriber Lines.

Gross profit (net sales less cost of sales)
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The year-over-year increases in gross profit for the three and nine month periods ended September 30, 2004 were primarily due to the
acquisition of the Connectivity Solutions business as of January 31, 2004.  Third quarter 2004 gross profit margin increased to 25.2% from
20.6% in the third quarter of 2003, primarily as a result of the acquisition.  Gross profit margin for the first nine months also increased year over
year, from 19.9% to 21.9%.   Gross profit margin for the nine month period ended September 30, 2004 was affected by charges totaling $14.6
million related to the impact of purchase accounting adjustments on the Connectivity Solutions segment inventory.   These purchase accounting
adjustments resulted from the write-up above replacement manufacturing cost of a portion of Connectivity Solutions� finished goods and work in
process inventory to reflect its acquired fair value as of the acquisition date under purchase accounting guidance.  This write-up to fair value
results in an increase in cost of sales and lower margins following the acquisition as the acquired inventory is sold.

Over the last twelve months, the costs of metals, plastics and other polymers have increased substantially.  As a result of these higher costs, we
have announced price increases for certain products.  The inability to achieve continued market acceptance of the price increases could result in
lower gross profit and gross profit margin.

Selling, general and administrative expense
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The increases in selling, general and administrative (�SG&A�) expense for the three and nine month periods ended September 30, 2004 as
compared to the same periods in 2003 were primarily due to the acquisition of Connectivity Solutions.  SG&A expense as a percentage of net
sales was also slightly higher year over year in both the third quarter and first nine months, primarily as a result of the acquisition.

Research and development
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Research and development (�R&D�) expense increased for the three and nine month periods ended September 30, 2004 as compared to the same
periods in 2003 primarily due to the acquisition of Connectivity Solutions, which has extensive research and development activities.  R&D
expense as a percentage of net sales was also slightly higher year over year in both the third quarter and first nine months, primarily as a result of
the acquisition.
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In-process research and development charges
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We recognized a $4.0 million pretax charge during the first nine months of 2004 for the write-off of in-process research and development
acquired in our acquisition of Connectivity Solutions.  This in-process research and development was valued as an intangible asset by
independent appraisal in accordance with purchase accounting guidance.  Since research and development activities are required to be expensed
as incurred under U.S. generally accepted accounting principles, this acquired intangible asset was written off immediately following the
acquisition date, with subsequent adjustments and write-offs resulting from changes in the purchase price allocation in the period in which such
changes are recognized.

Acquisition-related transition and startup costs

We incurred pretax charges of $0.2 million and $8.2 million for the three and nine month periods ended September 30, 2004, respectively, as a
result of startup, transition and other costs related to the acquisition of Connectivity Solutions.  These charges primarily related to information
technology, transition services, and other acquisition-related costs.

We reduced the Connectivity Solutions segment workforce by approximately 45 employees, or 2% of the segment�s global workforce, during the
first quarter of 2004.  The reductions were primarily related to our efforts to improve operational efficiency and reduce cost.  We recorded total
pretax charges of approximately $1.6 million in acquisition-related transition and startup costs for employee termination benefits related to this
workforce reduction during the first quarter of 2004.

Loss on early extinguishment of debt

We recognized a $5.0 million pretax loss during the first quarter of 2004 on the early extinguishment of our 4% convertible subordinated notes. 
This loss includes premiums paid and accrued to note holders in the amount of $3.1 million and the write-off of the remaining balance of related
long-term financing costs in the amount $1.9 million.  See further discussion under �Liquidity and Capital Resources.�

Net interest expense
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Net interest expense for the three and nine month periods ended September 30, 2004, as compared to the comparable periods of the prior year,
was impacted by higher average outstanding balances of long-term debt, incurred primarily for the acquisition of Connectivity Solutions.  The
decrease in our effective interest rate more than offset the impact of the higher debt balances for the three month period ended September 30,
2004 and somewhat offset the impact of the higher debt balances for the nine month period ended September 30, 2004.  Our weighted average
effective interest rate on outstanding borrowings, including amortization of associated long-term financing costs, decreased to 2.63% as of
September 30, 2004 compared to 4.87% as of December 31, 2003.  This decrease in our effective interest rate was mainly due to the refinancing
of our existing $172.5 million aggregate principal amount of 4% convertible notes with the issuance of $250.0 million aggregate principal
amount of 1% convertible senior subordinated debentures.

Income taxes

Edgar Filing: COMMSCOPE INC - Form 10-Q

Income taxes 80



Edgar Filing: COMMSCOPE INC - Form 10-Q

81



Our consolidated effective income tax rate, which includes the tax effects of OFS BrightWave, LLC, was 16.5% and 33.2% for the three and
nine month periods ended September 30, 2004, respectively, compared to 37.0% for the comparable periods in 2003.  The reduction in the
effective income tax rate was primarily due to the acquisition of Connectivity Solutions, which expanded our international activities in lower tax
rate jurisdictions.  During the first nine months of 2004, non-domestic operations were generally profitable, while as a result of certain material
charges arising from the application of purchase accounting (see Note 2 in the Notes to the Condensed Consolidated Financial Statements
included elsewhere in this Form 10-Q), domestic operations experienced a net loss which created a tax benefit at the statutory U.S. federal
income tax rate of
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35%.  In addition, the effective income tax rate for the nine months ended September 30, 2004 was reduced by the reversal of a $1.4 million
valuation allowance, which was established in 2001 for a deferred tax asset created by the impairment of an investment.  The capital gain
realized in the second quarter of 2004 allows the tax benefit associated with that impairment loss to be realized.  However, the favorable impact
of these two items on the consolidated effective income tax rate was somewhat offset by the tax on the net gain on the OFS BrightWave, LLC
transaction in the second quarter of 2004, $121.3 million pretax and $76.4 million after-tax.

OFS BrightWave, LLC
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Effective November 16, 2001, we acquired an approximate 18.4% ownership interest in OFS BrightWave, an optical fiber and fiber cable
venture between us and Furukawa.  During the three months ended March 31, 2004, OFS BrightWave began to move certain cable production
from the Norcross facility to the Carrollton facility.  Effective April 1, 2004, Furukawa contributed its investment in the Carrollton facility to
OFS BrightWave.  Because we did not elect to make further corresponding investments in OFS BrightWave, this additional investment in OFS
BrightWave by Furukawa reduced our ownership percentage in OFS BrightWave from 18.4% to 9.4%, effective April 1, 2004.

Primarily as a result of the continuing weakness in the fiber optic cable market and Furukawa�s continuing efforts to restructure its OFS
operations, we agreed with Furukawa to further amend our existing contractual arrangements in the second quarter of 2004 for the mutual
benefit of both companies.  On June 11, 2004, we assigned all of our rights and duties under our contractual arrangements with Furukawa to our
wholly-owned subsidiary, CommScope Optical Technologies, Inc. (�CommScope Optical�).  On June 14, 2004, CommScope Optical and
Furukawa changed the period in which CommScope Optical could exercise its contractual right to sell its ownership interest in OFS BrightWave
to Furukawa from 2006 to any time on or after June 14, 2004 and changed the exercise price from $173.4 million in cash to the approximately
7.7 million shares of our common stock owned by Furukawa.  On June 14, 2004, CommScope Optical exercised its contractual right to sell and
sold its 9.4% ownership interest in OFS BrightWave to Furukawa in exchange for the approximately 7.7 million shares of our common stock
owned by Furukawa, which were valued at $132.3 million as of the transaction date.  We currently hold these shares as treasury stock.

As a result of this transaction, we no longer own any equity interest in OFS BrightWave.  However, we maintained our strategic relationship
with Furukawa by entering into a new four-year optical fiber supply agreement with OFS Fitel, LLC (�Fitel�), a wholly-owned, indirect subsidiary
of Furukawa, replacing the existing supply agreement with Fitel that was scheduled to expire in November 2004.  Through this supply
agreement, we continue to have access to a broad array of technologically advanced optical fibers.  We also have a cross license arrangement
with a subsidiary of Furukawa for key intellectual property.

This transaction does not affect our right to receive full payment from OFS BrightWave under the $30 million revolving note due in 2006, based
on its original terms.  The carrying value of this note was reduced to approximately $11 million as of June 14, 2004 under equity method
accounting rules, which requires accounting for an advance to an equity method investee in the same manner as the investment, once the
carrying value of the investment has been reduced to zero.  Primarily due to market conditions for optical fiber and because we no longer have
an equity ownership interest in OFS BrightWave, we determined that there was an other-than-temporary impairment in the carrying value of this
asset as of the transaction date.  Accordingly, a pretax impairment charge of $11 million was recognized as a reduction of the gain on the OFS
BrightWave transaction during the quarter ended June 30, 2004.

The OFS BrightWave transaction resulted in a net pretax gain in the amount of $121.3 million, or $1.24 per diluted share, net of tax, during the
second quarter of 2004.  This gain represents (1) the fair value of the common stock received by us in exchange for our transfer of our ownership
interest in OFS BrightWave to Furukawa, plus (2) the realized gain from our cumulative equity
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method share of OFS BrightWave�s unrealized foreign currency translation gains previously recorded in accumulated other comprehensive loss,
less (3) the impairment charge related to the $30 million note receivable from OFS BrightWave.  The after-tax net gain is reflected in our
statement of operations after income (loss) before equity in losses of OFS BrightWave, LLC and net gain on OFS BrightWave, LLC
transaction.  The income tax impact of this gain enables us to realize our deferred tax asset related to our share of the cumulative financial
statement net losses of OFS BrightWave.  In addition, this transaction creates a capital gain for tax purposes, which allows us to deduct a capital
loss related to the 2001 impairment of an investment, creating a current tax benefit of $1.4 million from this capital loss deduction.

Our share of the losses of OFS BrightWave for the period from January 1, 2004 through June 14, 2004 was approximately $2.3 million, pretax. 
For the three and nine month periods ended September 30, 2003, our share of the losses of OFS BrightWave was approximately $5.0 million and
$65.0 million, respectively.  Since OFS BrightWave has elected to be taxed as a partnership, we recorded a tax benefit related to our share in the
flow-through losses of approximately $0.8 million for the period from January 1, 2004 through June 14, 2004.  We recorded a tax benefit related
to our share in the flow-through losses of approximately $1.9 million and $24.0 million for the three and nine month periods ended September
30, 2003, respectively.

LIQUIDITY AND CAPITAL RESOURCES
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Cash Flow Overview

Our principal sources of liquidity both on a short-term and long-term basis are cash and cash equivalents, cash flows provided by operations and
availability under credit facilities.  Reduced sales and profitability could reduce cash provided by operations and limit availability under credit
facilities.  In addition, increases in working capital, excluding cash and cash equivalents, related to increasing sales could reduce our operating
cash flows in the short term until cash collections of accounts receivable catch up to the higher level of billings.

As of

(dollars in millions)

September
30,

2004

December
31,

2003
Dollar

Change
%

Change

Cash and cash equivalents $ 178.9 $ 206.0 $ (27.1) (13.2)%

Working capital, excluding cash and current portion of
long-term debt $ 120.8 $ 74.6 $ 46.2 61.9

Long-term debt, including current maturities $ 322.0 $ 183.3 $ 138.7 75.7%
Stockholders� equity 450.8 455.7 (4.9) (1.1)
Book capital structure $ 772.8 $ 639.0 $ 133.8 20.9 %
Long-term debt as a % of book capital structure 41.7% 28.7%

The decrease in cash as of September 30, 2004 as compared to December 31, 2003 was primarily driven by the use of $150 million of cash on
hand as partial payment to Avaya for the acquisition of Connectivity Solutions.  We borrowed an additional $100 million under our new senior
secured credit facility to finance the remaining portion of the acquisition cost.  We used the proceeds from the issuance of $250 million
aggregate principal amount of 1% convertible senior subordinated debentures during the first nine months of 2004 to repurchase and redeem
$172.5
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million aggregate principal amount of our 4% convertible notes, to repay $25 million of borrowings under our revolving credit facility, and for
other general corporate purposes.  These decreases in cash were partially offset by cash flows from operations, as discussed below.

The increase in working capital was driven by our acquisition of Connectivity Solutions during the first quarter of 2004.  See further discussion
of working capital changes below.

Our long-term debt as a percent of book capital structure increased during the first nine months of 2004 primarily due to the issuance of $250
million aggregate principal amount of 1% convertible senior subordinated debentures, which was substantially offset by the extinguishment of
our $172.5 million aggregate principal amount of 4% convertible subordinated notes and the repayment of $25 million under our revolving
credit facility.  In addition, we borrowed $75 million under the new 5-year, $185 million senior secured credit facility during the first nine
months of 2004 and have repaid approximately $14 million of this term loan as of September 30, 2004.  Our book capital structure was also
impacted by our receipt of approximately 7.7 million shares of our common stock, valued at approximately $132.3 million, from Furukawa in a
nonmonetary exchange for our investment in OFS BrightWave.

Nine months
ended

September 30, Dollar
Change

%
Change(dollars in millions) 2004 2003

Net cash provided by operating activities $ 98.1 $ 55.0 $ 43.1 78.4%

Increase (decrease) in working capital, excluding cash
and current portion of long-term debt, and acquisition of
Connectivity Solutions working capital $ 46.2 $ (7.8) $ 54.0 (690.0)%
Less: Acquisition of Connectivity Solutions working
capital 90.0 � 90.0
Adjusted decrease in working capital, excluding cash
and current portion of long-term debt, and acquisition of
Connectivity Solutions working capital $ (43.8) $ (7.8) $ (36.0) 459.3%

Depreciation and amortization $ 45.2 $ 25.5 $ 19.7 77.3%
Capital expenditures 7.8 4.1 3.7 90.2

Operating Activities

Net cash provided by operating activities increased year over year primarily due to the decrease in working capital as we worked to reduce
inventory balances in our Connectivity Solutions segment to a more appropriate level.  We expect working capital to increase as a percentage of
sales in 2004 as a result of the Connectivity Solutions acquisition.  However, we believe that we can continue to improve working capital
performance of the Connectivity Solutions segment by reducing inventory and improving inventory turnover.

Depreciation and amortization increased year over year primarily due to the acquisition of Connectivity Solutions, which included
approximately $70 million of amortizable intangible assets.
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Investing Activities

Investment in property, plant and equipment was higher year over year primarily due to the capital spending in the Connectivity Solutions
segment.  Including the Connectivity Solutions segment, we currently expect total capital expenditures to be approximately $12 - 15 million in
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2004 compared to $5 million in 2003.  The expected increase in capital spending during 2004 is primarily for cost reduction efforts, information
technology initiatives and additional production capability in Asia.  We expect total capital expenditures to remain at a level below consolidated
depreciation and amortization expense for the next several years.

As discussed further below, as of January 31, 2004, we completed the acquisition from Avaya of substantially all of the assets, subject to current
liabilities, and assumed up to $65 million of other specified liabilities, primarily related to employee benefits, of Connectivity Solutions.  The
total purchase price consisted of $250 million in cash, subject to post-closing adjustments, and approximately 1.8 million shares of our common
stock. We are seeking third party resolution concerning the amount of such post-closing adjustments, in accordance with the terms of the Asset
Purchase Agreement.  Final resolution of this matter may result in an adjustment to the amounts recorded in connection with the Connectivity
Solutions acquisition.  However, management does not currently believe that such adjustments, if any, will have a material effect on our
financial position or results of operations.

Financing Activities

We entered into a $100 million secured credit facility that closed January 10, 2003.  The facility was not drawn at December 31, 2003.  We
replaced this facility on January 31, 2004 in connection with our acquisition of Connectivity Solutions as described below.

The cash portion of the purchase price for Connectivity Solutions consisted of $150 million from our existing cash balances and $100 million
from borrowings under a new 5-year, $185 million senior secured credit facility, which consisted of a $75 million term loan and a $110 million
revolving credit facility.  In connection with this senior secured credit facility, we incurred costs of approximately $4.6 million, which were
capitalized as other assets and are being amortized over the term of the facility.  As of September 30, 2004, we owed $61.3 million under the
term loan.  We had availability under the new revolving credit facility of approximately $52 million and had no outstanding borrowings under
this facility as of September 30, 2004.  Our ability to borrow under this facility depends on the amount of our borrowing base, which is
determined as specific percentages of eligible receivables and inventory, reduced for certain reserves.  We believe we were in compliance with
all of our covenants under this senior secured credit facility as of September 30, 2004.

The purchase price for Connectivity Solutions also consisted of the issuance to Avaya of approximately 1.8 million shares of our common stock,
which were valued at $32.4 million on the closing date, net of an accrual for estimated registration costs of $0.5 million (see Note 2 in the Notes
to the Condensed Consolidated Financial Statements included elsewhere in this Form 10-Q).  Avaya has since sold the shares to an unrelated
third party.

In March 2004, we issued $250 million aggregate principal amount of 1% convertible senior subordinated debentures due March 15, 2024.  The
proceeds from these debentures were used primarily to extinguish our outstanding 4% convertible subordinated notes due December 15, 2006, to
repay outstanding borrowings under our revolving credit facility, and for general corporate purposes.  We repurchased $102.9 million of our 4%
convertible subordinated notes during March 2004, and redeemed the remaining $69.6 million of these notes in April 2004.  The repurchase and
redemption of these 4% convertible notes resulted in a $5.0 million pretax loss on the early extinguishment of debt during the first nine months
of 2004.  We also repaid $25 million of borrowings under our senior secured revolving credit facility in March 2004.  In connection with the
issuance of the debentures, we incurred costs of approximately $6.9 million, which were capitalized as other assets and are being amortized over
a period of five years, representing the period through the date on which the debenture holders may first require us to repurchase the debentures. 
See Note 4 in the Notes to the Condensed Consolidated Financial Statements included elsewhere in this Form 10-Q for additional discussion of
the terms of these debentures.
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In October 2004, the Financial Accounting Standards Board ratified the consensus reached by the Emerging Issues Task Force on Issue No.
04-8, �The Effect of Contingently Convertible Debt on Diluted Earnings per Share.�
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We believe that our 1% convertible senior subordinated debentures will be subject to the requirements of Issue No. 04-8.  The impact of the
application of this Issue on our diluted net income per share is presented in Note 5 in the Notes to the Condensed Consolidated Financial
Statements included elsewhere in this Form 10-Q.

We are currently evaluating potential modifications to our 1% debentures which, if adopted, would reduce the dilutive impact of the debentures. 
No assurance can be given that any such modifications will be pursued by us or agreed to by the debenture holders.

Future Cash Needs

We expect that our primary future cash needs will be to fund working capital, capital expenditures, debt service, and employee obligations.  We
incurred pretax transition and startup costs of approximately $8.2 million during the nine months ended September 30, 2004, related to the
acquisition of Connectivity Solutions, which were primarily for information technology, transition services and other acquisition-related costs. 
Most of these costs were incurred in the first six months of 2004 and we believe we have incurred most of the acquisition-related transition and
startup costs associated with Connectivity Solutions as of September 30, 2004.  In addition, we have assumed up to $65 million of other
specified liabilities in this transaction, primarily related to employee benefits.  These noncurrent employee benefit liabilities will be funded with
cash flow from future operations.  We believe that our existing cash and cash flows from operations, combined with availability under our senior
secured revolving credit facility, will be sufficient to meet our presently anticipated future cash needs.  We may, from time to time, borrow
under our revolving credit facility or issue securities, if market conditions are favorable, to meet our future cash needs or to reduce our
borrowing costs.

RESTRUCTURING INITIATIVES
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On October 11, 2004, we announced that our indirect subsidiary, CSMI, will implement organizational and cost reduction initiatives at its
Omaha, Nebraska site in order to improve its competitive position.  These initiatives are expected to be substantially in place by mid-year 2005. 
The CSMI Omaha facility is part of the Connectivity Solutions segment and was acquired on January 31, 2004 as part of the acquisition of the
Connectivity Solutions business of Avaya.

As a result of these CSMI initiatives, CSMI expects to incur costs for process improvements, including facility redesign, and employee-related
expenses, including severance pay, related fringe benefits and a curtailment loss for pension and postretirement benefits.  The incremental pretax
costs, primarily in cash, to implement these initiatives are expected to be $10 to $15 million.  Approximately half of these costs are expected to
be recognized in the fourth quarter of 2004, with the balance to be incurred in 2005.  No charges have been recognized related to this
restructuring during the three and nine months ended September 30, 2004.

In addition, as modifications are made to the manufacturing processes at the CSMI Omaha site, CSMI may identify fixed assets that are no
longer needed.  CSMI may consider disposing of these assets and as a result could incur pretax losses on disposal or impairment of these assets
of up to $10 million.

The anticipated charges related to the restructuring represent management�s best estimate of the costs to be incurred as a direct result of the cost
reduction initiatives at the CSMI Omaha manufacturing facility.  The actual charges may differ from this estimate as a result of issues
encountered during the implementation and changes in market conditions.
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CONTRACTUAL OBLIGATIONS

Edgar Filing: COMMSCOPE INC - Form 10-Q

CONTRACTUAL OBLIGATIONS 96



Edgar Filing: COMMSCOPE INC - Form 10-Q

97



As a result of the acquisition of Connectivity Solutions as of January 31, 2004, in addition to financing activities that occurred during the nine
months ended September 30, 2004, we have had a material change in our contractual obligations since December 31, 2003.  The following table
summarizing our contractual obligations has been updated from December 31, 2003 to reflect our consolidated contractual obligations as of
September 30, 2004 (in millions):

Total
Payments

Due

Amount of Payments Due per Period

Contractual Obligations
Less than

1 year 1-3 years 3-5 years
After 5
years

Long-term debt $ 322.0 $ 21.5 $ 26.0 $ 13.7 $ 260.8
Operating leases 47.4 9.0 14.7 9.7 14.0
Purchase obligations 2.9 2.9 � � �
Pension liabilities 34.9 0.2 3.3 2.4 29.0
Postretirement benefit liabilities 58.9 0.2 2.4 4.3 52.0
Foreign currency derivative 6.3 � � � 6.3

Total contractual obligations $ 472.4 $ 33.8 $ 46.4 $ 30.1 $ 362.1

Edgar Filing: COMMSCOPE INC - Form 10-Q

98



In addition to the contractual obligations listed above, we are contractually obligated to pay $2.5 million per year through March 15, 2024 for
interest on our $250.0 million convertible debentures.

FORWARD-LOOKING STATEMENTS
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Certain statements in this Form 10-Q that are other than historical facts are intended to be �forward-looking statements� within the meaning of the
Securities Exchange Act of 1934, the Private Securities Litigation Reform Act of 1995 and other related laws and include but are not limited to
those statements relating to our business position, plans, transition, outlook, revenues, earnings, margins, accretion, synergies and other financial
items, integration and restructuring plans related to our acquisition of substantially all of the assets and certain liabilities of the Connectivity
Solutions business, sales and earnings expectations, expected demand, cost and availability of key raw materials, internal production capacity
and expansion, competitive pricing, relative market position and outlook.  While we believe such statements are reasonable, the actual results
and effects could differ materially from those currently anticipated.  These forward-looking statements are identified, including, without
limitation, by their use of such terms and phrases as �intends,� �intend,� �intended,� �goal,� �estimate,� �estimates,� �expects,� �expect,� �expected,� �project,�
�projects,� �projected,� �projections,� �plans,� �anticipates,� �anticipated,� �should,� �designed to,� �foreseeable future,� �believe,� �believes,� �think,� �thinks� and
�scheduled� and similar expressions.

These statements are subject to various risks and uncertainties, many of which are outside our control, including, without limitation, the
challenges of transition, integration and restructuring associated with the acquisition of Connectivity Solutions, including cost reduction plans at
CSMI�s Omaha, Nebraska site; the impact of purchase accounting adjustments; the challenges of achieving anticipated synergies; variability in
the effective tax rate; the ability to retain qualified employees and existing business alliances; maintaining satisfactory relationships with
represented employees; customer demand for our products, applications and services; post-closing adjustments in connection with acquisitions;
expected demand from major domestic MSOs; telecommunications industry capital spending; ability to maintain successful relationships with
our major distributors; industry consolidation; ability of our customers to secure adequate financing to fund their infrastructure projects or to pay
us; product demand and industry excess capacity;
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changes or fluctuations in global business conditions; competitive pricing and acceptance of our products; changes in cost and availability of key
raw materials, especially those that are available only from limited sources; ability to recover higher material and transportation costs from our
customers through price increases; possible future impairment charges for goodwill and other long-lived assets; industry competition and the
ability to retain customers; possible disruption due to customer or supplier bankruptcy, reorganization or restructuring; our ability to obtain
financing and capital on commercially reasonable terms; covenant restrictions and our ability to comply with covenants in our debt agreements;
ability to timely comply with Section 404 of the Sarbanes-Oxley Act and related regulations; successful operation of our vertical integration
activities; successful expansion and related operation of our facilities; achievement of sales, growth and earnings goals; ability to achieve
reductions in costs; ability to retain and attract key personnel; developments in technology; intellectual property protection; product performance
issues and associated warranties; adequacy and availability of insurance; regulatory changes affecting us or the industries we serve; any
adjustments required by the Securities and Exchange Commission in connection with its review of our public filings; acquisition activities and
the ability to integrate acquisitions; the accounting and financial reporting impact of our stock options and convertible debt; environmental
issues; terrorist activity or armed conflict; political instability; major health concerns and other factors; and any statements of belief and any
statements of assumptions underlying any of the foregoing.  Actual results may also differ due to changes in telecommunications industry capital
spending, which is affected by a variety of factors, including, without limitation, general business conditions, acquisitions of telecommunications
companies by others, consolidation within the telecommunications industry, the financial condition of telecommunications companies and their
access to financing, competition among telecommunications companies, technological developments, and new legislation and regulation of
telecommunications companies.  These and other factors are discussed in greater detail in Exhibit 99.1 to this Form 10−Q. The information
contained in this Form 10−Q represents our best judgment at the date of this report based on information currently
available.  However, we do not intend, and are not undertaking any duty or obligation, to update this information to
reflect developments or information obtained after the date of this report.

ITEM 3.  QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK
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As disclosed in our Annual Report on Form 10-K/A for the year ended December 31, 2003, our major market risk exposure relates to adverse
fluctuations in commodity prices, interest rates and foreign currency exchange rates.  We have established a risk management strategy that
includes the reasonable use of derivative and nonderivative financial instruments primarily to manage our exposure to these market risks.  We
believe our exposure associated with these market risks has not materially changed since December 31, 2003.  We have not acquired any new
derivative financial instruments since December 31, 2003 or terminated any derivative financial instruments that existed at that date.

ITEM 4.  CONTROLS AND PROCEDURES
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Our disclosure controls and procedures are designed to ensure that information required to be disclosed in reports that we file or submit under
the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods specified in the rules and forms of
the Securities and Exchange Commission. Our Chief Executive Officer and our Chief Financial Officer have reviewed the effectiveness of our
disclosure controls and procedures as of the end of the period covered by this report and have concluded that the disclosure controls and
procedures are effective.

There were no changes in our internal control over financial reporting during the three months ended September 30, 2004 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II � OTHER INFORMATION

ITEM 6.  EXHIBITS
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10.1 Form of Nonqualified Stock Option Agreement under Amended and Restated CommScope, Inc.
1997 Long Term Incentive Plan

31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a).

31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a).

32 Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C.
Section 1350 as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (furnished
pursuant to Item 601(b)(32)(ii) of Regulation S-K).

99.1 Forward-Looking Information
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

COMMSCOPE, INC.

November 8, 2004 /s/ Jearld L. Leonhardt
Date Jearld L. Leonhardt

Executive Vice President and Chief Financial Officer
signing both in his capacity as Executive Vice
President on behalf of the Registrant and as
Chief Financial Officer of the Registrant
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