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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 20!

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 (-27512

CSG SYSTEMS INTERNATIONAL, INC.

(Exact name of registrant as specified in its chaetr)
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(State or other jurisdiction of incorporation or organization)

47-0783182
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Securities Registered Pursuant to Section 12(b) tfe Act: None

Securities Registered Pursuant to Section 12(g) tife Act:
Common Stock, Par Value $0.01 Per Share

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports) and (2)
has been subject to such filing requirements ferghst 90 days. Yéx] No[O

Indicate by a check mark if disclosure of delingqudars pursuant to Item 405 of Regulation S-Ka@ contained herein, and will not be
contained, to the best of registrant’s knowledgedéfinitive proxy or information statements incorgted by reference in Part 11 of this Form
10-K or any amendment to the Form 10-K]

Indicate by check mark whether the registrant isegelerated filer (as defined in Rule 12b-2 ofAle8). Yes[x] No[d

The aggregate market value of the voting stock hgldon-affiliates of the registrant, computed bference to the last sales price of
such stock, as of the close of trading on Jun2B02 was $711,600,509.
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Portions of the Registran’s Proxy Statement for its 2003 Annual Meeting of 8tkholders to be filed on or prior to April 30, 2063,
are incorporated by reference into Part 11l of the Form 10-K.
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Item 1. Business
Company Overview

CSG Systems International, Inc. (the “Company”©6G”) and its wholly-owned subsidiaries serve nthesn 265 telecommunications
service providers in more than 40 countries. Then@any is a leader in next-generation billing anstemer care solutions for the cable
television, satellite, advanced IP services, nextegation mobile, and fixed wireline markets. Ther(pany’s combination of proven and
future-ready solutions, delivered in both outsodrard licensed formats, enables its clients tovdehigh quality customer service, improve
operational efficiencies and rapidly bring new mewe-generating products to market. CSG is a S&RedMd00 company. The Company
serves its clients through its two operating segmehe Broadband Services Division (the “BroadbBindsion”) and the Global Software
Services Division (the “GSS Division”). The Compaggnerated revenue of $610.9 million in 2002 cormpdo $476.9 million in 2001, an
increase of 28%, and revenue grew at a compoungbagrnowth rate of 30% over the seven-year perimted December 31, 2002.

The Company'’s principal executive offices are ledaat 7887 East Belleview, Suite 1000, Englewoado@do 80111, and the
telephone number at that address is (303) 796-ZB%Company’s Common Stock is listed on the Naddtipnal Market under the symbol
“CSGS".

General Development of Business

The Company was formed in October 1994 and acqaitexf the outstanding stock of CSG Systems, (farmerly Cable Services
Group, Inc.) from First Data Corporation (“FDC”) November 1994 (the “CSG Acquisition”). CSG Systems. had been a subsidiary or
division of FDC from 1982 until the CSG Acquisition

In September 1997, the Company entered into a abgplusive contract (the “Master Subscriber Agreet”) with Tele-
Communications, Inc. (“TCI") to consolidate all T@lstomers onto the Company’s customer care aligodystem. In 1999 and 2000,
respectively, AT&T completed its mergers with T@daMediaOne Group, Inc. (“MediaOne”), and consdkdiathe merged operations into
AT&T Broadband (“AT&T”), and the Company continugmservice the merged operations under the terrttseo¥laster Subscriber
Agreement. On November 18, 2002, Comcast Corporgt@omcast”) completed its merger with AT&T, andwunder Comcast'’s
ownership, the Company continues to service theéorAT&T operations under the terms of the Mastgns®riber Agreement. The Compi
generates a significant percentage of its totadmaes under the Master Subscriber Agreement, andriently in arbitration with Comcast
regarding the Master Subscriber Agreement. See dgament’s Discussion and Analysis of Financial Gomdand Results of
Operations” (“MD&A”) for additional discussion ohé Master Subscriber Agreement and the Compangméss relationship with Comcast.

On February 28, 2002, the Company closed on itseagent to acquire the billing and customer caretasd Lucent Technologies Inc.
(“Lucent”). Lucent’s billing and customer care busss consists primarily of: (i) software productd &elated consulting services acquired by
Lucent when it purchased Kenan Systems Corporatiéiebruary 1999; (ii) BILLDATS Data Manager mediiait software; and (iii) elements
of Lucent’s client support, product support, anésand marketing organizations (collectively, tienan Business”). See MD&A and Note
3 to the Company’s Consolidated Financial Statemfamtadditional discussion of the Kenan Businessfarther details of the acquisition.

Industry Overview

Customer care and billing systems coordinate mapgcts of the customer’s interaction with a telecamications operator, from the
initial set-up and activation of customer accoutdsupport of various service activities, throdilgé monitoring of customer invoicing and
accounts receivable management. These



systems enable telecommunications service providarsanage the lifecycle of their customer intdoanst. The telecommunications industry
experienced one of the most difficult periods shistory in 2002. Mounting debt combined with liedl access to capital resulted in reduced
capital expenditures by operators for the secoiad iyea row. Operators focused their attentionemucing their operational costs, improving
margins and rolling out new revenue generatingiseswvith little investment in new solutions. Thisulted in a decrease in spending on
business support and operational support systemedaat helping operators manage the increasing leaitypand cost of managing the
interaction between communications companies agid tistomers.

As operators continue to consolidate and begimgpbut new products to help generate new revetrearss, they will require
additional functionality and flexibility within thiecustomer care and billing solutions. This needtmues to drive additional revenues into
customer care and billing industry, albeit at altgnaate than previous years.

Business Strategy
The Company’s business strategy is designed tageaevenue and profit growth. The key elementhefstrategy include:

Expand Core Processing BusinessThe Company will continue to leverage its istveent and expertise in high-volume transaction
processing to expand its processing business. dwegsing business provides highly predictablerraaurevenues through multi-year
contracts with a client base that includes leadifgcommunications service providers. The Compaaseased the number of customers
processed on its systems from 18.0 million as afdd&ber 31, 1995 to 45.8 million as of December2B02, a compound annual growth rate
for this period of 14%. The Company provides a $uiite of customer care and billing products anwises that combine the reliability and
high volume transaction processing capabilitiea ofainframe platform with the flexibility of cliefserver architecture.

Increase Market Share in Telecommunications Vegica The Company will pursue new relationships vigtlecommunications servi
providers in the wireline, wireless, IP and worldeibroadband markets with its CSG Kenan/BP prosiité. While the telecommunications
market continues to be in a depressed state, pe/a@bntinue to look for solutions to specific gesbs like churn management, content
settlement, converged pre-paid/post-paid offerangs more. The Company will continue to look for wag establish relationships with those
providers in which it has not done business witfolee or with divisions of large telecommunicatig®vice providers in which the Compe
products have not traditionally had any visibility.

Enter New Markets As communications markets converge, the Coryiparoducts and services can facilitate efficientry into new
markets by existing or new clients. The Company &itends to leverage its transaction processiggnes into new verticals that require
scaleable technology that is flexible and open,hrike it has done with Italgas, a European utildpd eBay, the world’'s online marketplace.

Enhance Growth Through Focused AcquisitionsThe Company follows a disciplined approachdquiring assets and businesses
which provide the technology and technical persbtomexpedite the Company’s product developmerdreff provide complementary
products or services, or provide access to new etk clients.

Continue Technology Leadership The Company believes that its technology ist@er care and billing solutions gives
telecommunications service providers a competdighgantage. The Company’s continuing investmen¢gearch and development (“R&D”)
is designed to position the Company to meet thevigig and evolving needs of existing and potentiigints.

Pursue International Opportunities The Company’s growth strategy includes a camnt to the marketing of its products and
services internationally. The Company has conduictistinational operations in
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the past and has significantly increased the lef/its international operations as a result ofahquisition of the Kenan Business.

Financial Information about Segments

After the closing of the Kenan Business acquisitioRebruary 2002, the Company organized its bgsiaeound two operating
segments: the Broadband Division and the GSS Dividh addition, costs managed at the corpora,l@hich are not attributable to the
operating segments, are reflected in a Corporatehead segment. Revenues and contribution manginuaable to reporting segments and
financial information about geographical areasloafound in Note 4 to the Company’s ConsolidatethRtial Statements and are
incorporated herein by reference.

Narrative Description of Business
The Broadband Division

General Description. The Broadband Division consists principallytleé historical processing operations and relatévaoe product
of the Company. Products and services from the draad Division generated approximately 69%, 999, H00% of the Company’s total
revenues for the years ended December 31, 2002, a6@ 2000, respectively. The Broadband Divisienagates a substantial percentage of
its revenues by providing customer care and biliagyices to the United States (“U.S.”) and Canadable television and satellite industries.
The Broadband Division’s full suite of processisgftware, and professional services allows cliemisutomate their customer care and
billing functions. These functions include: (i) agt and activation of customer accounts; (ii) salggport; (iii) order processing; (iv) invoice
calculation; (v) production and mailing of invoicégi) management reporting; (vii) electronic pneseent and payment of invoices; (Vviii)
deployment and management of the client’s fielthtézians; and (ix) customer analysis for targetkating and churn management.

Total domestic customer accounts (i.e., clientd'ssubers) on the Broadband Division’s processigiesn as of December 31, 2002
were 45.8 million, compared to 43.3 million as afd@mber 31, 2001, an increase of 5.9%. The Comgamyerted approximately 0.7 millic
new customer accounts onto its processing systemgi2002. On an annualized basis, the Broadbamisibn received $8.90 in processing
revenue per video account for 2002, compared ©88&r 2001, and $3.77 in processing revenue gerret account for 2002, compared to
$4.40 for 2001.

Clients. The Broadband Division works with the leadaaiple and satellite providers located in the Urfe. @anada. A partial list of
those providers is included below:

AOL Time Warnel DirecTV

Adelphia Communications Corporati Echostar Communications Corporati
Charter Communicatior Bell ExpressVi

Comcast Corporation (includes former AT&T Broadhg Mediacom Communicatior

Cox Communication Prodigy Communications Corporati

During the years ended December 31, 2002, 20012@04@: (i) revenues from Comcast (formerly AT&T Bdband) represented
approximately 28.0%, 55.8%, and 50.4% of total neaes; (i) revenues from Echostar Communicationgp@tion (“Echostar”) represented
approximately 10.6%, 10.0%, and 9.3% of the Com{satoyal revenues; and (iii) revenues from AOL TikMarner Inc. and its affiliated
companies (“AOL Time Warnerfepresented approximately 6.4%, 7.5%, and 8.3%taf tevenues, respectively. The substantial deerex
the percentage between 2002 and 2001 for Comdastserimarily to a decrease in the amount ofvemfé and professional services
purchased by Comcast (formerly AT&T Broadband) @2 when compared to 2001, as well as an increatseiCompany’s total revenues
between periods from all other clients, includiegenue related to the acquisition of the Kenanmss. See MD&A for discussion of the
Company'’s contract with Comcast.



Products and Services. The Broadband Division’s primary product offegs include its core service bureau processingyutp€©SG
CCS/BP (formerly CCS), and related services anthsoé products. A background in higblume transaction processing, complemented
world-class applications software, allows the Bimatd Division to offer one of the most comprehesspre-integrated products and services
solutions to the telecommunications market, servidgo, data and voice providers and handling mespects of the customer lifecycle. The
Company believes this pre-integrated approach lased operators to get to market quickly as wslf@duce the total cost of ownership for
their solution.

Over the past seven years, the Company has intedduer 20 products and services ranging from veodef automation to churn
management to electronic bill presentment and payniée Broadband Division licenses its softwamedpicts (e.g., ACSR, Workforce
Express, etc.) and provides its professional sesvirincipally to its existing base of processitignts to: (i) enhance the core functionality of
its service bureau processing application; (iiyéase the efficiency and productivity of the cl@mperations; and (iii) allow clients to
effectively roll out new products and services ¢svrand existing markets, such as high-speed d&alllSmarkets, and residential telephony.
CSG CCS/BP processing services and related soffvatkicts are expected to provide a large percerdathe Companyg, and substantial
all of the Broadband Division’s, total revenuedtia foreseeable future.

In addition to its core processing services, thhoG§G Direct Solutions , service providers can setiee Company’s state-of-the-art
customer statement presentation solutions regardlethe billing system in use, providing an attirge cost-saving advantage to in-house
statement printing.

FDC Data Processing Facility. The Broadband Division outsources to FDC thiea gaocessing and related computer services reb
for operation of its processing services. The CSIBBP proprietary software is run in FDC'’s facilityobtain the necessary mainframe
computer capacity and other computer support seswidthout making the substantial capital and sifiecture investments that would be
necessary for the Company to provide these serinteally. The Broadband Division’s clients ammnected to the FDC facility through a
combination of private and commercially-providedwrrks. The Company’s services agreement with F@res June 30, 2005, and is
cancelable only for cause, as defined in the ageeérnfhe Company believes it could obtain mainfral@ processing services from
alternative sources, if necessary. The Company lasiness recovery plan as part of its agreemigmtRdC should the FDC data process
center suffer an extended business interruptiautage. This plan is tested on an annual basis.

Client and Product Support. The Broadband Division’s clients typically reip the Company for ongoing support and trainingadse
relating to the Broadband Division’s products. Breadband Division has a multi-level support enmirent for its clients. In 2001, the
Broadband Division established strategic busine#s (‘SBUs”) to support the business, operatiaral functional requirements of each
client. These dedicated account management tedmslfents resolve strategic and business issugsensupported by the Broadband
Division’s Product Support Center, which operaté$@urs a day, seven days a week. Clients cald@m8mber and through an automated
voice response unit, direct their calls to the gmeproduct support personnel where their questiare answered. The Broadband Division
a full-time training staff and conducts ongoingrimag sessions both in the field and at its tragriacilities located in Denver, Colorado and
Omaha, Nebraska.

Sales and Marketing. The Broadband Division has organized its seffsts within its SBUs, with senior level accoun&nagers who
are responsible for new revenues and renewal efiegicontracts within an account. The SBUs argstipd by sales support personnel who
are experienced in the various products and sexvticd the Broadband Division provides.

Competition. The market for customer care and billing systémthe converging telecommunications industisdsighly competitive.
The Broadband Division competes with both indepanhdeatsourced providers and iwuse developers of customer management systere
Company believes that the Broadband Division’s mnsagtificant competitors are DST Systems, Inc.,@ogys Corporation, and in-house
systems. Some of the



Broadband Division’s actual and potential compesittave substantially greater financial, marketind technological resources than the
Company.

The Company believes that the principal competitaators for its Broadband Division include the ¢tionality, scalability, flexibility
and architecture of the CCS/BP system, the breautihdepth of pre-integrated product solutions, peoduality, client service and support,
quality of R&D efforts, and price.

The GSS Division

General Description. The GSS Division consists of the Company’sdtalone software products and related services;siwinicludes
the Kenan Business. Products and services frore 8t Division generated approximately 31%, 1%, &g @spectively, of the Company’s
total revenues for the years ended December 32,2001, and 2000. The GSS Division has more ti8&ncstomers in more than 40
countries. Historically, the majority of the KenBasiness revenues have been generated from iriterabdperations. For 2002,
approximately 79% of the GSS Division’s revenuesengenerated outside the U.S., and the Companycexiiet a similar percentage of the
GSS Division’s revenues will be generated outsieU.S. in the foreseeable future. There are cei@ierent risks associated with operating
internationally. Such risks are described in thigart in Exhibit 99.01, “Safe Harbor for Forwarddlking Statements Under the Private
Securities Litigation Reform Act of 1995—Certainu@ianary Statements and Risk Factors”.

The GSS Division is a global provider of convergdeilling and customer care software and servicasehables telecommunications
service providers to bill their customers for eixigtand next-generation services, including mobitegrnet, wireline, cable television, and
satellite. The GSS Division’s revenues consistoffigare license and maintenance fees, and varimfegsional and consulting services
related to its software products (principally, iplentation services).

Clients. The GSS Division provides its products andises to the leading providers in the global tetenwnications industry. Some
of the Division’s 230+ clients include AT&T WirelgsBellSouth, Bharti Airtel, British Telecom, Cirlgu, eBay, Embratel, France Telecom,
MobileOne, Singapore Telec, Telecom ltalia, ancefiadica Data.

Products and Services. The GSS Division’s primary product offeringslinde: (i) the Kenan Business software producesaitcore
convergent billing platform, and its key componesntsl modules, which include, among others, billimgdiation, threshold servers, real-time
rating engines, revenue settlement solutions aagbpid/post-paid convergent billing solutions, ainat helping telecommunication service
providers manage their operations more effectiaely efficiently; and (ii) professional services €TBSS Division’s professional services
organizations provide a variety of consulting seeegi such as product implementation and custoroizabusiness consulting, project
management and training services.

Client and Product Support. The GSS Division has a mulével support environment for its clients. Primalgnt support for the G¢
Division is provided in three regions: (i) the Anoas (North, South and Central America); (ii) Ewsigiddle East/Africa (‘EMEA”);and (iii)
Asia Pacific (“APAC"). Regional account managemgams are supported by a centralized customer sugg@nization located in the U.S.
and a product support center, which operates 2dstoday, seven days a week.

Sales and Marketing. The GSS Division’s primary method of distrilmutiis through direct sales by employees assignétese three
regions. The principal sales office for each regiomas follows: (i) the Americas (Denver and Migrtii) EMEA (London); and (iii) APAC
(Singapore). In addition to the principal salesagf§ in each region, the GSS Division has varialsssoffices located throughout the world.

Competition. The market for customer care management systethe global telecommunications industries ishhigcompetitive.
The GSS Division competes with other providersudtomer management
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systems, and in-house developers of customer marageystems. The Company believes that the GSiSi@is most significant
competitors are Amdocs Corporation, ADC/Savillen@ergys Corporation, Portal Software, Inc., SchlangkerSema, and in-house systems.
Some of the GSS Division’s actual and potential petitors have substantially greater financial, metirlg and technological resources than
the Company.

The Company believes that the principal competitaators for its GSS Division include the functititya scalability, flexibility and
architecture of the software products, the breadthdepth of pre-integrated product solutions, pebduality, professional services
capabilities, client service and support, qualityR&D efforts, and price.

Proprietary Rights and Licenses

The Company relies on a combination of trade seardtcopyright laws, nondisclosure agreementspéimel contractual and technical
measures to protect its proprietary rights in itsdpicts. The Company also holds a limited numbgraténts on some of its newer products,
and does not rely upon patents as a primary mdgmeiecting its rights in its intellectual propgrifhere can be no assurance that these
provisions will be adequate to protect its prognigtrights. Although the Company believes thaintsllectual property rights do not infringe
upon the proprietary rights of third parties, thea@ be no assurance that third parties will ne¢@dsnfringement claims against the Company
or the Company’s clients.

Historically, the vast majority of the Company’'seaue has come from domestic sources, limitinghthel to develop a strong
international intellectual property protection pray. With the Kenan Business acquisition, the Camwigeas clients using its products in m
than 40 countries. As a result, the Company needseritinually assess whether there is any riskstmtellectual property rights in many
countries throughout the world. Should these riskémproperly assessed or if for any reason shih@ldCompany’s right to develop, produce
and distribute its products anywhere in the woddshccessfully challenged or be significantly dleth it could have a material impact on the
Company’s financial condition and results of opierst.

Research and Development

The Company'’s product development efforts are fedum developing new products and improving existiroducts. The Company
believes that the timely development of new apfilices and enhancements is essential to maintaitsrmpmpetitive position in the
marketplace. The Company’s development effort2682 were focused primarily on:

» various R&D projects for the Kenan Business, wldoh discussed in detail in “MD&A—Business Acquisits”, which includes
updates and enhancements to the existing versfahs &enan Business product su

« enhancements to CSG CCS/BP and related softwadeigisoto increase the functionalities and featoféke products; and

» development of CSG NextGen. Following the Kenaniss acquisition, the Company discontinued theld@ment of CSG
NextGen as a sta-alone customer care and billing system, and insteaslfocused on integrating certain features apdlilities o
CSG NextGen into the Kenan Business product <

The Company’s total R&D expense was $73.7 milllB2.2 million, and $42.3 million for the years edd@ecember 31, 2002, 2001,
and 2000, or 12.1%, 10.9%, and 10.6% of total regenrespectively. The increase in R&D expenditbets/een 2002 and 2001 is due
primarily to the inclusion of R&D for the variouseidan Business products since the closing of theisition on February 28, 2002. Since
1995, the Company has invested an average of 10ef2%total revenues into R&D. The Company expéotspend a similar percentage of
its total revenues on R&D in the future.



Employees

As of December 31, 2002, the Company had a tota| %82 employees, an increase of 725 from DeceBihe2001. The increase
between these points in time relates primarilyh Kenan Business acquisition. The Compsausyiccess is dependent upon its ability to al
and retain qualified employees. None of the ComzaldyS.-based employees are subject to a collebtivgaining agreement. Certain non
U.S.-based employees are covered under natiomanopany-specific collective bargaining agreemerti® Company believes that its
relations with its employees are good.

Available Information

The Company’s annual reports on Form 10-K, quarteghorts on Form 10-Q, current reports on Form, @#d amendments to those
reports filed or furnished pursuant to Section 18¢al5(d) of the Securities Exchange Act are amd free of charge on the Company’s web-
site at www.csgsystems.com. Additionally, theserepare available at the SEC’s Public ReferencaniRat 450 Fifth Street, N.W.,
Washington, D.C. 20549 or on the SE@/ebsite at www.sec.gov. Information on the openadf the Public Reference Room can be obta
by calling the SEC at 1-800-SEC-0330.

Further information on the Company’s products, mesvand clients is available on the Company’s telas www.csgsystems.com.

Item 2. Properties

As of December 31, 2002, the Company was operé&timy approximately 40 leased sites around the woegdresenting approximately
766,000 square feet under lease. This amount exslapiproximately 213,000 square feet of leasecegpat has been abandoned by the
Company, which the Company has subleased or ismilyrattempting to sublease.

North American Region (“NAR”).

The Company leases office facilities, totaling apimately 488,000 square feet in the following ropolitan areas within the U.S.:
Cambridge, Massachusetts; Columbus, Ohio; Dallesa3; Denver, Colorado; Miami, Florida; New Provide, New Jersey; Omaha,
Nebraska; and Washington, DC. The Company utililzese office facilities primarily for: (i) corpoeheadquarters; (ii) client servic
training and product support; (iii) sales and mérkeactivities; (iv) systems and programming aitieg; (v) R&D activities; (vi) professional
services staff; and (vii) general and administefinctions. The leases for these office facilig&pire in the years 2003 through 2010. The
office facilities in Denver and Omaha are used bthtihe Broadband Division and the GSS Divisionwel as for corporate functions, with
the remaining office facilities used primarily yetGSS Division.

The Company leases statement production and mdéuilities, totaling approximately 172,000 squéget in Omaha, Nebraska and
Wakulla County, Florida. The leases for these fiaed expire in the years 2011 through 2013. THasitities are used by the Broadband
Division.

The Company leases office space totaling 13,00arsdfeet in Toronto, Canada for its Canadian GS&Idn operations. The lease for
this facility expires in 2003.

Central and Latin America Region (“CALA").

The Company leases office facilities, totaling apimately 9,000 square feet in Buenos Aires, ArpentRio de Janeiro and Campinas,
Brazil; and Mexico City, Mexico. The Company utdizthese office facilities primarily for: (i) clieservices, training and product support;
sales and marketing activities; (iii) professional



services staff; and (iv) general and administrafivections. These CALA office facilities supporetlsSS Division. The leases for these of
facilities expire in the year 2003.

Europe, Middle East and Africa Region (“EMEA”).

The Company leases office facilities, totaling apimately 66,000 square feet in Brussels, BelgiBanjs, France; Munich, Germany;
Rome, ltaly; Madrid, Spain; and Slough, Berkshind &ondon, United Kingdom. The Company utilizesstheffice facilities primarily for: (i
client services, training and product support;g@)es and marketing activities; (iii) professiosaivices staff; (iv) R&D activities; and (v)
general and administrative functions. These EME#ceffacilities support the GSS Division. The leaar these office facilities expire in the
years 2003 through 201

Asia/Pacific Region (“APAC").

The Company leases office facilities, totaling apgmately 18,000 square feet in Sidney, Austrdiaijing, China; New Delhi, India;
Tokyo, Japan; Seoul, Korea; and Singapore. The @agnptilizes these office facilities primarily fqi) client services, training and product
support; (ii) sales and marketing activities; (@ifpfessional services staff; and (iv) general adhinistrative functions. These APAC office
facilities support the GSS Division. The leasestfigse office facilities expire in the years 200@tigh 2005.

The Company believes that its facilities are adegta its current needs and that additional sigtabace will be available as required.
The Company also believes that it will be ablexterd leases as they terminate at comparable Z¢esNote 9 to the Company’s
Consolidated Financial Statements for informatiegarding the Company’s obligations under its faclkases.

Iltem 3. Legal Proceedings

The Company is currently in arbitration with itsgast client, Comcast. Discussions of this mater lee found in “MD&A—Comcast
and AT&T Broadband Business Relationship” includethis document and is incorporated herein byresfee.

From time-to-time, the Company is involved in ldigon relating to claims arising out of its opevas in the normal course of business.
In the opinion of the Company’s management, the @ is not presently a party to any other mat@eaiding or threatened legal
proceedings.

Item 4. Submission of Matters to a Vote of Security Holders
None.

Executive Officers of the Registrant

As of December 31, 2002, the executive officerthefCompany were Neal C. Hansen (Chairman of tregdand Chief Executive
Officer), John P. Pogge (President and Chief Opeyadfficer), Peter E. Kalan (Senior Vice Presidantl Chief Financial Officer), Edward
C. Nafus (President of the Company’s Broadbandi&es\Division), and William E. Fisher (Presidentloé Company’s Global Software
Services Division). The Company has employmentegents with each of the executive officers. Infaioraconcerning such executive
officers appears in the following paragraphs:

Mr. Hansen, 62, is a co-founder of the Company and has beeChairman of the Board and Chief Executive Offared a director of
the Company since its inception in 1994. From 1@8tll co-founding the Company, Mr. Hansen served aensultant to several software
companies, including FDC. From 1989 to 1991, Mrs&n was a General Partner in Hansen, Haddix asdckdes, a partnership that
provided advisory
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management services to suppliers of software ptedard services. From 1983 to 1989, Mr. HansenGtesrman and Chief Executive
Officer of US WEST Applied Communications, Inc. daaksident of US WEST Data Systems Group. Mr. Haesened a BS in electrical
engineering from the University of Nebraska.

Mr. Pogge, 49, joined the Company in 1995 and has serv&tesident, Chief Operating Officer and a direcfathe Company since
September 1997. Prior to that time, Mr. Pogge waBxecutive Vice President of the Company and Gardanager, Business Units. From
1992 to 1995, Mr. Pogge was Vice President, Cotpdd@velopment for US WEST, Inc. From 1987 to 1994, Pogge served as Vice
President and General Counsel of Applied Commuioicst Inc. Mr. Pogge holds a J.D. degree from Grteig University School of Law and
a BBA in Finance from the University of Houston.

Mr. Kalan, 43, joined the Company in January 1997 and wasedeChief Financial Officer in October 2000. Ptimjoining the
Company, he was Chief Financial Officer at Bank (Blgicago, and he also held various other finamomhagement positions with Bank (
in Texas and lllinois from 1985 through 1996. Mal#nh holds a Bachelor of Arts degree in Businessifitstration from the University of
Texas at Arlington.

Mr. Nafus, 62, joined the Company in August 1998 as Exeeutfice President and was named President of thep@oy's Broadband
Services Division in January 2002. From 1992 to8198r. Nafus served as Executive Vice Presidef®@€ and President of First Data
International. Mr. Nafus was President of FirstdBesources from 1989 to 1992 and Executive Viesi®ent of First Data Resources from
1984 to 1989. During his 14-year tenure at FirgiaD®Ir. Nafus held various other management positiMr. Nafus holds a Bachelor of
Science degree in Mathematics from Jamestown Galleg

Mr. Fisher, 56, joined the Company in September 2001 as Execuice President and was named President o€thmapany’s Global
Software Services Division in January 2002. Prigjoining the Company, Mr. Fisher was ChairmanlafNet Consulting, an e-business
solutions and services group that the Company aedjinm 2001. Prior to his association with plaNét, Fisher served as Chairman and Chief
Executive Officer of Transaction Systems Architetits. (“TSAI"), and served 14 years in numerouesancluding President and Chief
Executive Officer of ACI, which was acquired by TISMr. Fisher also served as President of FirseR&sources’ government services
division. Mr. Fisher holds a Bachelor’s degree iarfdgement from Indiana State University and a Mastkegree in Business Administrat
from the University of Nebraska.
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PART Il

Item 5. Market for Registrant's Common Equity and RelatedoSkholder Matters

The Company’s Common Stock is listed on the Na$tktipnal Market (“NASDAQ/NMS”) under the symbol “GS". The following
table sets forth, for the fiscal quarters indicateé high and low sale prices of the Companyommon Stock as reported by NASDAQ/NN)

High Low
2002
First quartel $ 4166 $ 27.4C
Second quarte 30.11 17.71
Third quartel 19.57 9.0¢€
Fourth quarte 17.4¢ 8.71
High Low
2001
First quartel $ 51.5¢ $ 35.7%
Second quarte 63.3( 37.0¢
Third quartel 59.01 40.3i
Fourth quarte 42.01 30.7¢

On March 24, 2003, the last sale price of the CamisaCommon Stock as reported by NASDAQ/NMS was85ser share. On
January 31, 2003, the number of holders of recb@oonmon Stock was 311.

Dividends

The Company has not declared or paid cash dividendis Common Stock since its incorporation. TlenPany did, however,
complete a 2-for-1 stock split, effected in thenfiasf a stock dividend, in March 1999. The Compartgnds to retain any earnings to finance
the growth and development of its business, atlistime, does not plan to pay cash dividendsénforeseeable future. The Compangieb
agreement contains certain restrictions on the paywof dividends. See Note 5 to the Company’s Clahsied Financial Statements for
additional discussion of the Company’s debt agregme

Equity Compensation Plan Information

The Equity Compensation Plan Information requirethis section is included in Note 11 to the Conyp@@onsolidated Financial
Statements in this document and is incorporateeiméry reference.
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Item 6. Selected Financial Data

The following selected financial data have beerveerfrom the audited financial statements of tleenpany. The selected financial
data presented below should be read in conjunetitm and is qualified by reference to MD&A and tBempany’s Consolidated Financial
Statements. The information below is not necessandlicative of the results of future operations.

Company (1)(2)(5)

Year ended December 31,

2002 2001 2000 1999 1998

(in thousands, except per share amounts)
Statements of Operations Data:

Revenues
Processing and related servi $373,03: $339,25¢ $294,80¢ $255,16° $191,80:
Software 68,37t 72,35( 70,37¢ 52,43: 26,69
Maintenance 89,07t 15,80¢ 13,97: 6,731 4,33(
Professional service 80,44¢ 49,49; 19,737 7,82¢ 13,817
Total revenue 610,93: 476,90¢ 398,89! 322,16. 236,64(
Expenses
Cost of processing and related servi 141,06 121,98 107,02. 95,70¢ 82,19¢
Cost of software and maintenar 57,58( 32,674 36,40¢ 31,241 17,901
Cost of professional servic 64,34 21,35¢ 8,101 5,174 7,141
Total cost of revenue 262,99. 176,01! 151,53 132,12: 107,24¢
Gross margin (exclusive of depreciatic 347,94( 300,89: 247,35¢ 190,04: 129,39
Operating expense
Research and developmt 73,67¢ 52,22 42,33¢ 34,38¢ 27,48t
Selling, general and administratiy
Selling, general and administrative 111,59: 51,527 47,01¢ 40,42: 35,06¢
Amortization of noncompete agreements and goodyi — 622 643 4,88¢ 5,381
Depreciatior 18,83¢ 14,54¢ 12,077 10,19( 8,15¢
Restructuring charges( 12,72: — — — —
Kenan Business acquisiti-related expenses( 29,957 — — — —
Total operating expens 246,78: 118,91¢ 102,07¢ 89,88¢ 76,09:
Operating incom: 101,15 181,97! 145,28: 100,15: 53,30:
Other income (expense
Interest expens (14,037 (3,039 (5,809¢) (7,219 (9,777
Interest and investment income, 1,90¢ 4,46¢€ 5,761 2,981 2,48¢
Other (1,48¢) 39 (32 10 (21)
Total other (13,619 1,46 (79 (4,227 (7,309
Income before income tax 87,54« 183,44. 145,20: 95,92¢ 45,99¢
Income tax (provision) benefit(: (42,92¢) (69,527 (54,739 (36,05%) 39,64:
Net income $ 44,61¢ $113,92: $ 90,46¢ $ 59,87 $ 85,63¢
Diluted net income per common sharei
Net income available to common stockholc $ 0.8t $ 2.0¢ $ 1.6C $ 1.1C $ 1.6z
Weighted average diluted common she 52,52t 54,63¢ 56,68( 54,66( 52,99

Other Data (at Period End):

Number of Broadband Division cliel customers process: 45,81¢ 43,28: 35,80¢ 33,750 29,46
Balance Sheet Data (at Period End;

Cash, cash equivalents and s-term investment $ 95,43" $ 83,59¢ $ 43,73 $ 48,67¢ $ 39,59:
Working capital 119,78: 80,78¢ 81,31’ 32,09: 7,05(C

Total asset 731,31 374,04t 332,08 274,96t 271,49t



Total debt 270,00( 31,50( 58,25¢ 81,00( 128,25(
Stockholder equity 282,10! 250,04¢ 191,16¢ 116,86: 60,99¢
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(1) The Company was formed in October 1994 and acqailtesf the outstanding stock of CSG Systems, (fizmerly Cable Services
Group, Inc.) from FDC in November 1994. CSG Systdms had been a subsidiary or division of FDQxfrd982 until the CSG
Acquisition. The Company recorded certain acquisiielated assets as a result of the CSG Acquisior the years presented in this
table, these acquisition-related assets resultedriodic amortization of client contracts, noncategpagreement and goodwill, and
stock-based employee compensation. During 1999.8886, cost of processing and related servicesdiedi$2.8 million and $3.0
million, respectively, of amortization for clienbwetracts from the CSG Acquisition. Amortizationateld to the noncompete agreement
from the CSG Acquisition was $0.4 million per mgréhd was fully amortized as of November 30, 1!

(2) During 1997, the Company purchased certain softeemienology assets from TCI and simultaneouslyredteto the Master Subscril
Agreement with TCI to consolidate all TCI customenso the Company’s customer care and billing sgsta 1999 and 2000,
respectively, AT&T completed its mergers with T@daMediaOne, and consolidated the merged operatbm#AT&T Broadband. On
November 18, 2002, Comcast completed its mergdr A& T, and now under Comcés ownership, the Company continues to service
the former AT&T operations under the terms of thaskér Subscriber Agreement. The total amount peidX in 1997 was
approximately $159 million, with approximately $168llion assigned to purchased in-process reseamdrdevelopment assets that
were charged to expense at the date of acquisitith ,the remaining amount allocated primarily he tMaster Subscriber Agreement,
which is being amortized ratably over the 15-y#ardf the contract. The Company financed thisgearion with a $150.0 million term
credit facility, of which $27.5 million was usedtetire the Company’s previously outstanding d8ee MD&A for additional
discussion of the Compa’s Master Subscriber Agreement and related busietstsonship with Comcas

(3) During 1998, the Company recorded an income taefitest $39.6 million related primarily to the elination of its valuation allowanc
against its net deferred tax ass

(4) On March 5, 1999, the Company completed a two-fag-stock split for shareholders of record on Felyr8a1999. The split was
effected as a stock dividend. Share and per slagefar all periods presented herein have beersedjuo give effect to the split.
Diluted net income per common share and the shees in the per share computation have been cothputéhe basis described in
Note 2 to the Compar's Consolidated Financial Statemel

(5) On February 28, 2002, the Company acquired the iK&uainess from Lucent for approximately $256 miilin cash. The Kenan
Business acquisition had a significant impact anGompany’s operations for 2002, as well as ofiritg1cial position as of December
31, 2002. See Note 3 to the Company’s Consolidaiteaincial Statements and MD&A for a discussionhaf &cquisition and its impact
on the Company’s Consolidated Financial Statemantsf and for the year ended December 31, 200Ridimg information regarding
the intangible assets recorded from the acquiséimhtheir related periodic amortization, and tlem#&n Business acquisition-related
expenses reflected in this table. The Company Gedrthe acquisition with a $300.0 million term dtédcility, of which $31.5 million
was used to retire the Company’s previously outitandebt. See Note 5 to the Company’s Consolidatedncial Statements for
additional discussion of the Compi’s credit facility.

(6) During the third quarter of 2002, the Company impdated several cost reduction initiatives and m@drestructuring charges of
approximately $12.7 million for the year ended Daber 31, 2002. See Note 6 to the Compsi@onsolidated Financial Statements
MD&A for additional discussion of the restructuriobarges

(7) During the third quarter of 2002, the Company rdedrdeferred employee compensation of approxim&el§ million as a result of
certain equity compensation arrangements with sékely members of the Company’s management teamdéferred employee
compensation is being amortized to compensatiopresgoover the service periods of the arrangem@ntapensation expense
recognized during 2002 related to these arrangeswesite $1.4 million. See Note 11 to the Companyagolidated Financial
Statements for additional discussion of these gaquimpensation arrangemer

(8) Following the provisions of Statement of Finandaktounting Standards No. 142, “Goodwill and Othgahgible Assets”, the
Company ceased amortizing goodwill as of DecembeRB01, and never amortized goodwill that was aedun business
combinations for which the acquisition date wasradune 30, 2001. Instead, goodwill is reviewedualiy for impairment. The adopti
of this pronouncement did not result in a matetifierence in amortization between periods, as émaiion related to goodwill was
approximately $0.6 million per year from 1998 thghi2001.
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Item 7. Management’s Discussion and Analysis of Financiab@dition and Results of Operations
General

The Company. The Company serves more than 265 telecommimigaservice providers in more than 40 countriée Tompany is
leader in next-generation billing and customer cmlations for the cable television, satellite, adeed IP services, next-generation mobile,
and fixed wireline markets. The Company’s combimatf proven and future-ready solutions, delivaredoth outsourced and licensed
formats, enables its clients to deliver high qyatiistomer service, improve operational efficiea@ad rapidly bring new revenue-generating
products to market. The Company is a S&P Midcapetiipany. The Company serves its clients througtwib operating segments: the
Broadband Services Division (the “Broadband Diwigjcand the Global Software Services Division (tE&SS Division”).

Forward-Looking Statements This report contains a number of forwéwdking statements relative to future plans of@mmpany an
its expectations concerning the global customer aad billing industry, as well as the convergielg¢communications industry it serves, and
similar matters. These forward-looking statementsbesed on assumptions about a number of impd#etatrs, and involve risks and
uncertainties that could cause actual resultsfterdnaterially from estimates contained in theafard-looking statements. Some of the risks
that are foreseen by management are containedhiiE®9.01 “Safe Harbor for Forward-Looking Statms Under the Private Securities
Litigation Reform Act of 1995—Certain Cautionanagtments and Risk Factors” of this report. ExHISitO1 constitutes an integral part of
this report, and readers are strongly encouragegivtew this exhibit closely in conjunction with Magement’s Discussion and Analysis of
Financial Condition and Results of Operations (“M®§&.

Comcast and AT&T Broadband Business Relationship

Background. In September 1997, the Company entered infygear exclusive contract (the “Master Subscribgre®ment”) with
Tele-Communications, Inc. (“TCI”) to consolidaté BCI customers onto the Company’s customer cadebdiing system. In 1999 and 2000,
respectively, AT&T completed its mergers with T@daMediaOne Group, Inc. (“MediaOne”), and consdkdiathe merged operations into
AT&T Broadband (“AT&T”), and the Company continugmservice the merged operations under the terrttseo¥laster Subscriber
Agreement. On November 18, 2002, Comcast Corporgt@omcast”) completed its merger with AT&T, andwunder Comcast'’s
ownership, the Company continues to service theéorAT&T operations under the terms of the Mastgvs@riber Agreement. The key ter
of the Master Subscriber Agreement are discussiesvbe

Significance of the Master Subscriber Agreementhe Company generates a significant percerdaie total revenues under the
Master Subscriber Agreement. During the years emam@mber 31, 2002, 2001, and 2000, revenues dedarader the Master Subscriber
Agreement represented approximately 28.0%, 55.8%58.4% of total revenues. The substantial deerirathe percentage between 2002
and 2001 relates primarily to a decrease in theuanaf software and professional services purchaseeér the Master Subscriber Agreement
in 2002 when compared to 2001, as well as an isergathe Company’s total revenues between pefiods all other clients, including
revenue related to the acquisition of the Kenanii&ass. The Company expects that the percentage toftal revenues in 2003 generated
under the Master Subscriber Agreement will repreagrercentage comparable to that of 2002. Therenaerent risks whenever this large of
a percentage of total revenues is concentratedamighclient. One such risk is that, should Comsdstsiness generally decline, it would h
a material impact on the Company’s financial candiand results of operations.
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Legal Proceedings. During 2002, the Company was involved in vasitegal proceedings with AT&T and Comcast (bottobefind
after Comcast’s November 18, 2002 merger with AT&fixted to the Master Subscriber Agreement, suizetaas follows:

AT&T Legal Proceedings

On March 13, 2002, AT&T notified the Company that8\ was “considering” initiating arbitration procéiags relating to the
Master Subscriber Agreement. AT&T stated that atipa to terminate the Master Subscriber Agreementld be based upon the
following claims. First, AT&T claimed that the Corpy failed to provide bundled or aggregated bilkegvices, including the
Company'’s breach of its obligation to provide télepy billing when required to do so under the MaStgbscriber Agreement.
Second, the letter stated that the Company hasoopierated with AT&T in utilizing another vendorgoovide aggregated billing
services, as well as the Company’s improper assedfiits exclusivity rights. Third, the letter ofeed that the Company has
breached the Most Favored Nations clause of thaevi&ibscriber Agreement. AT&T further stated staduld a negotiated
resolution not be achieved, AT&T could elect toksaaleclaration that it is entitled to terminate Master Subscriber Agreement
the fifth anniversary of the contract which was Asg10, 2002

On March 18, 2002, AT&T filed for injunctive reliéf the Arapahoe County District Court in Coloradabtain certain data files
from the Company. On April 15, 2002, the Court dssad AT&T’s claim, ruling that if AT&T sought toypsue the matter, it must
do so in arbitration pursuant to the dispute rasmiclause of the Master Subscriber Agreem

On May 10, 2002, AT&T filed a demand with the Anoam Arbitration Association (“AAA”) to arbitratestclaims against the
Company. In its demand for arbitration, AT&T citedhtters consistent with those of the March 13, 24l@®)ations against the
Company, and the March 18, 2002 injunctive relifam, as discussed immediately above. The clammsa follows: First, AT&T
claimed that the Company has “interfered” with AT&Tright” to provide aggregated billing servicesits customers. In particular,
AT&T contended that the Company had not cooperafdd AT&T in utilizing another vendor to provide ggegated billing service
and that the Company had improperly asserted diisixity rights under the Master Subscriber AgreamSecond, AT&T claimed
that the Company had breached the Most Favoredhatilause of the Master Subscriber Agreement.fiuadly, AT&T claimed
that the Company had violated its obligation tovite AT&T with its customer data in a deconversformat.

In the arbitration, AT&T seeks a “declaration” tlitalvas entitled to terminate the Master Subscribgreement on its fifth
anniversary (August 10, 2002), or at any time thitee, on 90 days written notice to the Companyadfa result of the outcome of
the arbitration proceedings, it is ruled that AT&as the right to and ultimately elects to terminthgecontract (or otherwise
converts some or all of its customers to anothesice provider), AT&T seeks full cooperation frofmet Company for whatever
period of time it takes to convert its approximgateb million customers to another vendor’s custonse and billing system. In
addition, AT&T seeks unspecified damages from tben@any.

On May 31, 2002, the Company responded to AT&Ttsteation demand. In its response, the CompanyedeAIT&T’s allegations
that the Company had breached the Master Subs&dreement. The Company also filed a number of tarurlaims alleging that
AT&T had breached its obligations to the Compang snseeking unspecified damages. Included aman@tmpany’s
counterclaims against AT&T is a request for a dattay judgement that following the AT&T and Comcaserger (which occurred
on November 18, 2002), the approximately 8 milli@@mcast customers would be subject to the Mastes@iber Agreement and
thereby must, subject to certain conditions, be@seed on the Company’s system. See the discussliow for the status of the
arbitration proceeding:
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Comcast Legal Proceedings
The first three matters listed below precede tbsinf of the Comcast and AT&T merger on November2D82.

On June 21, 2002, the Company filed a complaitt.B. District Court in Denver, Colorado allegingi@ng other things, that
Comcast had unlawfully interfered with the Mastab&criber Agreement as of that date, and sougbtkichtory judgement that t
approximately 8 million Comcast customers wouldsbbject to the Master Subscriber Agreement anéblyemust, subject to
certain conditions, be processed on the Companggtes. In its complaint, the Company sought undjgecdamages for Comcast’s
illegal conduct and interference with the Masteb&uiber Agreemen

On November 4, 2002, the Company voluntarily witvdithe June 21, 2002 complaint against Comcasbutitprejudice. The
Company has the right to resubmit this complaiatiagt Comcas!

On November 15, 2002, Comcast, and its wholly-owsdskidiaries, Comcast Holdings Corporation (“Cosh¢#oldings”) and
Comcast Cable Communications, Inc. (“Comcast Cabfdéd a complaint in the U.S. District Court fttre Eastern District of
Pennsylvania. The complaint was filed in connectigth a complex series of corporate transactiordettaken in connection with
the merger between Comcast and AT&T. The comptaeks a declaration that Comcast, Comcast Holding<Comcast Cable
(subsidiaries under the parent company Comcast)arkeound by the existing Master Subscriber Ageetreither as a result of
Comcast’s pre-existing subsidiaries not being bdunthe Master Subscriber Agreement, or alternbtjv@omcast’s customers
serviced by those subsidiaries not being boundheyMaster Subscriber Agreement, prior to July D726ue to pre-existing
contractual obligations with other billing vendoFairther, the complaint alleges that Comcast hasitfint to terminate the Master
Subscriber Agreement by transferring all AT&T custrs the Company services under the Master Subsdijreement to a
different contract between the Company and Confgabte. Finally, Comcast sought to have all of thissees decided by the U.S.
District Court, not in the pending arbitration iated by AT&T against the Compar

On December 16, 2002, the Company filed a motiahénU.S. District Court for the Eastern Distri€iRennsylvania requesting the
Court to dismiss the complaint filed by ComcastNmvember 15, 2002, or alternatively, stay any actio the complaint until the
arbitration proceedings between the two partieandigg the Master Subscriber Agreement are congbléteaddition, in its motion,
the Company argues that the complaints detailéZbimcast’s lawsuit should be added as part of thetdd&ubscriber Agreement
arbitration proceeding:

On February 10, 2003, the U.S. District Court fo¥ Eastern District of Pennsylvania issued an dalstay the November 15, 2002
complaint filed by Comcast. The order requires@oenpany and Comcast to submit to the Court a stepat periodically on the
arbitration proceedings between the two par

Current Status of the Legal ProceedingsThe Company believes that effective with tlwsing of the Comcast and AT&T merger,

Comcast has effectively assumed all of the rights@bligations under the Master Subscriber Agrednaa is the party responsible for the
Master Subscriber Agreement. Unless specificaliyidied differently, references to Comcast heegaft this document include AT&T and
its predecessor companies referenced above. Bdibphave agreed upon a single arbitrator to tieadispute, and the arbitration is
currently scheduled to begin on May 5, 2003. Thering date is subject to change based upon a yariéactors and is expected to take
several weeks to complete.

The Company emphatically denies the allegationsentigdComcast in the arbitration demand, and dehggst is in breach of the

Master Subscriber Agreement. However, if the aaibitr determines that the Company either has: (feri@dly or repeatedly defaulted in the
performance of its obligations without satisfyitg tcure provisions of the Master Subscriber Agrednar (ii) failed to substantially comply
with its material obligations under the Master Sullier Agreement taken as a whole, then Comcastbheaple to terminate the Master
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Subscriber Agreement prior to its natural expimratim December 31, 2012. Should Comcast be suct@ssfi) its claims for unspecified
damages or its Most Favored Nations claims; otdiininating the Master Subscriber Agreement inle/loo in part, the resulting impact
could have a material impact on the Company’s firercondition and results of operations.

In addition, if Comcast is successful in any ofclksims under either of its complaints discussemlvabin whole or in part, it could hav
material impact on the Company’s financial conditand results of operations.

As of December 31, 2002, the Company has not tefliean accrual on its consolidated balance sheétdégootential exposure for any
loss related to the Comcast legal proceedings si&cliabove, primarily from the arbitration procagdij because the Company has conch
that it is not probable that such a loss has oedyand the amount of any potential loss could@asonably be estimated at this time, even
within a range. In addition, the Company has varilmng-lived intangible assets (client contract$ated to the Master Subscriber Agreement
which have a net carrying value as of DecembeBQ2 of approximately $61 million. Because of tineertainty regarding the outcome of
these matters, the Company does not believe tlerbdren any impairment to the carrying value dfahietangible assets as of the date of
filing. However, should Comcast be successfulijntefminating the Master Subscriber Agreement holg or in part; (i) significantly
modifying the terms of the Master Subscriber Agreetnor (iii) significantly reducing the revenuegected to be generated under the Mz
Subscriber Agreement, it is reasonably possibleghampairment of these intangible assets cowddlteand the amount of the impairment
could be substantial.

While the substance of any negotiations betweeiCtrepany and Comcast, as well as any arbitrationgadings, are not being made
public at this time, readers are strongly encoutageeview frequently the Company’s filings witiet SEC as well as all public
announcements from the Company relating to theutispbetween the companies. This is of particulgrortance as it is impossible to predict
accurately at this time when any partial or enta®olution to this dispute may be forthcoming, eitimside or outside of the arbitration
process.

Contract Rights and Obligations (as amended)The Master Subscriber Agreement has an origémad of 15 years and expires in
2012. The Master Subscriber Agreement has minimoan€ial commitments (based upon processing 13omilireline video customers a
one million Internet/high speed data customers) tweterm of the contract, and in the Companyéswiincludes exclusive rights to provide
customer care and billing products and service€fimcast’s offerings of wireline video, Interneghispeed data services, and print and malil
services. The minimum financial commitments duenfl@omcast under the Master Subscriber Agreemer2(fo8 are approximately $120
million, and increase by an inflation factor eagarthrough the end of the contract expiration d&#012. During the fourth quarter of 2000,
the Company relinquished its exclusive rights tmcpss Comcast's wireline telephony customers, laosket Comcast customers were fully
converted to another service provider by the er2D6fl. The loss of these customers did not havatarial impact on the Company’s result
of operations.

Effective April 2001, the Company amended its agreet with Comcast giving the Company certain adddl contractual rights to
continue processing, for a minimum of one yeartamasrs that Comcast may divest. These new riglets@erminus with and are in additi
to the existing minimum processing commitmentsQoenpany has with Comcast through 2012. Any suchdtitures to a third party would
not: (i) relieve Comcast of its minimum processamgnmitments; (ii) impact the Company’s exclusivityhts under the Master Subscriber
Agreement; or (iii) impact the term of the MastetbScriber Agreement.

The Master Subscriber Agreement contains certaifoeance criteria and other obligations to be byethe Company. To fulfill the
Master Subscriber Agreement and to remain competithe Company believes it will be required toalep additional features to existing
products and services, and possibly in certairunistances, new products and services, all of wihiltirequire substantial research and
development, as well as implementation and operatiaptitude. The Company is required to performage remedial efforts and is

18



subject to certain penalties if it fails to meed fherformance criteria or other obligations. Thenpany is also subject to an annual technical
audit to determine whether the Companptoducts and services include innovations irufeatand functions that have become standard
wireline video industry. If the audit determines tBompany is not providing such an innovation aralils to do so in the manner and time
period dictated by the contract, then Comcast wbeldeleased from its exclusivity obligation to theéent necessary to obtain the innovation
from a third party. As a result of two separatétecal audits, the Company believes that it isdampliance with the Master Subscriber
Agreement’s technical audit requirements. Comcastrbcently requested that the companies foregthitttetechnical audit in light of the
pending arbitration. In light of Comcast’s requast! the arbitration proceedings, the Company igpartuing a technical audit at this time.

Comcast has the right to terminate the Master SildescAgreement in the event of certain defaultgsh®yCompany. To date, the
Company believes it has complied with the termhefcontract, and expects to continue to perforeeessfully under the Master Subscriber
Agreement. Should the Company fail to meet itsgatiions under the Master Subscriber Agreementiauld Comcast be successful in any
action to either terminate the Master Subscriberedment in whole or in part, or collect damagesediby an alleged breach, it would ha
material impact on the Company’s financial conditamd results of operations. Likewise, if Comcastento breach its material obligations to
the Company, that would have a material impachenGompany’s financial condition and results ofraiens. Indeed, on September 27,
2000, Comcast (then AT&T Broadband) filed a DemBrdArbitration relating to the Master Subscribegr@ement, causing a significant
drop in the trading price of the Company’s Commawock. On October 10, 2000, Comcast (then AT&T Bizatt) and the Company entered
into a settlement and release agreement whereblaatls, except for certain claims relating to sicepe of the Company’s exclusive rights
under the Master Subscriber Agreement, that weo®wid have been raised were mutually releasetdoparties. In connection with the
dismissal, the companies agreed to amend the Mastacriber Agreement. See the Company’s 2000 BOrh for additional discussions
this matter.

Historically, a substantial percentage of the Camyfrarevenue growth has resulted from the saler@dpcts and services under the
Master Subscriber Agreement, both of which arexcess of the minimum financial commitments includtethe contract. There can be no
assurance that the Company will continue to sellpcts and services to Comcast in excess of thermin financial commitments included
in the contract.

A copy of the Master Subscriber Agreement andudsquent amendments are included in the Compaiibits to its periodic publ
filings with the SEC. These documents are availabl¢he Internet and the Company encourages retmersiew these documents for furt
details.

Business Acquisitions
Kenan Business Acquisition

Background. On February 28, 2002, the Company closed cagitsement to acquire the billing and customer aasets of Lucent
Technologies Inc. (“Lucent”) for $256 million in sl Lucent’s billing and customer care businessistgprimarily of: (i) software products
and related consulting services acquired by Luedrn it purchased Kenan Systems Corporation inuger1999; (ii) BILLDATS Data
Manager mediation software; and (iii) elements o€ént’s client support, product support, and salesmarketing organizations
(collectively, the “Kenan Business”). See Note 3tte Company’s Consolidated Financial Statememtadditional discussion of the Kenan
Business and further details of the acquisition.
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In conjunction with the Kenan Business acquisititie, Company incurred certain direct and increnmexgquisition-related expenses.
The Company does not expect to incur any additianquisition-related expenses subsequent to Degediib@002, as it has completed its
integration of the Kenan Business. The acquisitelated expenses for the year ended December 82,8 presented below (in thousands).

In-process research and developn $ 19,30(
Impairment of an existing intangible as 1,90¢
Employeerelated costs (primarily existing CSG employee retiuncy costs and retention bont
for key Kenan Business employe: 3,931
Integration costs (e.g., foreign entity structuripgpcess integration, et 4,367
All other 45%
Total Kenan Business acquisit-related expense $ 29,957

In-process Research and Developmentn connection with the acquisition of the Kerusiness, the Company allocated $19.3 mi
of the $256.0 million purchase price to in-procesearch and development (“IPRD”). As part of thecpss of analyzing this acquisition, the
decision was made to acquire technology, inclutitapnology in the process of being designed antfiguah rather than to develop the
technology internally. This decision was basedamtdrs such as the amount of internal expertise &ind cost it would take to bring the
technology to market.

The Kenan Business is a product-centric billingithess with a core product strategy of developitiinlgiand customer care solutions
that enable service providers to capture revemearsis through the introduction of applications sedvices. The Kenan Business’ primary
product offerings include: (i) CSG Kenan/BP (forfgdmown as Arbor/BP), a core convergent billingtiorm; (ii) CSG Kenan/OM
(formerly known as Arbor/OM Order Management), ateo management platform; and (iii) CSG Data Mediaf{formerly known as
BILLDATS Data Manager), a billing mediation softvegproduct. At the acquisition date, the Kenan Bessrwas undergoing development
efforts related to six projects: a significant nelease of CSG Kenan/BP, the next major relea§ss@ Kenan/OM, two new versions of C
Data Mediation, and new offerings related to prejpiding and contents settlements. These developeféorts were all proprietary, internal
projects. At the acquisition date, the IPRD pragjdwad not yet reached technological feasibilityl had no alternative future uses. The
majority of the value assigned to IPRD related 83Kenan/BP ($13.7 million), a new prepay billirfiedang ($3.1 million) and two new
versions of CSG Data Mediation ($2.0 million).

The Kenan Business’ ongoing IPRD projects weretifled through detailed analyses of research aneldpment plans concerning: (i)
the uniqueness of the developmental work; (ii)dhtical tasks required to complete the projedis;the opportunities which are expected to
arise from the projects; (iv) the degree of leverafithe new technology on legacy technology; lfe) risks to project completion; (vi) an
assessment of the types of efforts involved; hié length of time the projects are expected tadedul; and (viii) the timing of project
completion, resources allocated to completion aqeeted expenses. The Company’s assessment wakdrasgtensive interviews and a
detailed analysis of research and development plagroject required additional planning, deigy) coding or testing activities to
determine whether the associated product coulddduped to meet its design specifications, the Gommletermined that technological
feasibility had not been reached with respect &b pinoject.

Due to the complexity and specialized feature$hefdcquired research and development, the techieslogder development could ol
be economically used for their intended purpoddabel Company failed in its efforts, no alternate@nomic value would result from these
efforts. Accordingly, the value allocated to praggavhich had not reached technology feasibilitgswummediately expensed at the date of
acquisition.

The Company estimated the fair value of IPRD usingncome approach. This entailed discounting eplecash flows to the presen
a rate of return that incorporates the risk-frée od the use of the funds, the expected rateflation and the risks associated with the
particular investment. The selected rates consider
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the level of completion for each project achievetha date of acquisition. Estimated future nehdémsws attributable to the Kenan Business’
IPRD projects, assuming successful development discounted to net present value using discoties & 35% for the CSG Kenan/BP,
CSG Kenan/OM, and CSG Data Mediation (version @gr@jects and 25% for the CSG Data Mediation (verSid), prepay billing and
content settlements projects. The Company was érgetnaterial net cash flows to commence for adlisiprocess purchased R&D projects
in 2003. The Company believed that the estimated IPRD amsadietermined represented fair value and did xaxeerl the amount another
third party would pay for the projects.

Revenue estimates used in these estimates were traselevant market size and growth factors, etgueimdustry trends, individual
product sales cycles and the estimated life of @agtiuct’s underlying technology. This analysidimied the revenues projected to result
from the expected evolution of the technology diree.

Operating expenses used in the estimates inclualkoigs general and administrative and researchdewveélopment. These expense
estimates were based on an overall analysis diubmess enterprise. Total research and developemeshses were divided into two
categories: (i) the costs to complete the IPRDgutsj and (ii) costs to maintain developed prodti@shad already been introduced to the
market. The total research and development expeasekerived from the overall analysis of the besinenterprise, were allocated based
upon management estimates.

Costs to complete in-process projects were estitateCompany management, with approximately $15l8m projected to be spent
on the projects in the year following the acquisitof the Kenan Business. These costs were allbtmsed on an analysis of completion
efforts and expected completion dates.

The resultant target margins that the Kenan Busiegpected to achieve from thegrecess products ranged from approximately 1€
27%. Profitability was expected to be significaritiyer in the first years of the product’s lifecgadompared to the later years due to the
earlier years’ higher levels of research and dgraknt and sales and marketing. The financial fatsaanly included results that were
expected to be generated by the Kenan Businesstamdalone basis. Synergies resulting from theisitpn by the Company were not
incorporated into the analysis.

Development of the majority of the IPRD projectgae in the fourth quarter of calendar 2001 and veepected to be released at or
near the end of 2002. At the acquisition date, @gdprately 200 engineers were engaged in the dewedap of the Kenan Business’ IPRD
projects. Completion of these projects was expected to recignificant efforts involving continued softwatevelopment as well as the
testing and re-qualification efforts required tontthe technologies into a set of bug-free, comméready products. These remaining tasks
involved substantial risk due to the complex nabfréhe activities involved.

As of December 31, 2002, the Company has madeanttatprogress related to the development and cencialization of the acquired
technologies. As of the date of this filing, theotmew releases of CSG Kenan/BP, the two versio®S& Data Mediation, and the new
offerings related to prepay billing and contentslements have been completed and are generalilablato the Company’s clients.
Subsequent to the original IPRD analysis, the C®Bat/OM project was broken down into several magitilat are expected to be
introduced into the marketplace separately. Thamge does not impact the valuation of the IPRD. C8& Kenan/OM modules are expec
to be completed in the third quarter of 2003.

The expenses incurred to date to complete the IpRR[@cts are consistent with the Company’s previstsnates. The Company
believes that the foregoing assumptions used ihRR® analysis were reasonable at the time. Asudisad in the “Restructuring Charges”
section below, the Company believes the econorigdbwn in the global telecommunications industryyrpatentially limit the amount of
products and services current or future clients paghase from the Company. As of December 31, 20@2Company has reevaluated its
assumptions used in the IPRD analysis and beligneesnderlying assumptions still support the vatueodf the IPRD at this time. However,
there can be no assurance that the underlying qsums used in the IPRD analysis will transpireessmated.
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Impairment of Existing CSG Intangible AssetThe impairment of an existing intangible aseéidtes to a data mediation software asset,
which was acquired by the Company in 1998. As ghitie Kenan Business acquisition, the Company ieediulata mediation software assets
with superior technology, resulting in the impaimhef this existing software asset.

Assessment of Goodwill and Other Intangible Assetsey drivers of the value of the acquired KeBarsiness are the global
telecommunications industry customer base anddfieare assets acquired. In connection with theuggition, the Company recorded
approximately $195 million of goodwill, and as oé@mber 31, 2002, had other long-lived intangikkets (client contracts and software)
with a net carrying value of approximately $39 roitl. In addition to the requirement to perform amaal goodwill impairment test, goodwill
and other londived intangible assets are required to be evatlfatiepossible impairment on a periodic basis (egarterly) if events occur
circumstances change that would indicate that aiplesimpairment of these assets may have occufiteglCompany has evaluated the
carrying value of the Kenan Business goodwill agldted long-lived intangible assets in light of tlepressed economic state of the global
telecommunications industry, and believes the @agryalue of these assets have not been impairefitas date of this filing. The Company
will continually monitor the carrying value of theeassets during this economic downturn in this stigusector. If the current economic
conditions worsen and/or take longer to recoven taticipated, it is reasonably possible that @exefor impairment of the Kenan Business
goodwill and/or related long-lived intangible assietthe future may indicate that these assetsrgraired, and the amount of impairment
could be substantial.

Davinci Technologies

On December 20, 2002, the Company acquired 1008teafommon stock of Davinci Technologies Inc. (“Da¥’), a Toronto, Canada-
based company, for $2.4 million in cash (net oD$illion in acquired cash), plus $0.1 million iocaisition costs. The acquisition of Davi
gave the Company ownership of Davinci’s m-Cammslution which will be integrated with the CompasSG Kenan/BP product to enhance
its customer self-care and electronic bill presarttand payment features. The m-Care solution, wiés been re-named CSQotal Care,
enables telecommunications service providers toeletelf-care and electronic billing tools to theiistomers over the Internet or virtually
any mobile device, in any currency and any langu&be Davinci revenues and operating expensesalwdied in the Company’s results of
operations for the period subsequent to the adoprisilate, but are not significant. See Note ho€ompany’s Consolidated Financial
Statements for additional discussion of the Davaugjuisition.

IBM’s ICMS Business

On August 30, 2002, the Company acquired certdelléctual property and client contracts associatitd IBM’s Integrated Customer
Management System (“ICMS”) customer care and lgjilBolution for $10.8 million in cash. The ICMS fatn is a standalone solution that
offers customer care, provisioning, rating andrglland is based on the IBM eServer iSeries sysfeMS serves more than 35 customers in
20 countries around the world in the cable televismobile and wireline telephony markets. The Canypacquired ICMS to increase its
client base and further enhance its portfolio dfisons in support of the Comparsyturrent international growth strategy. The ICM8anue:
and operating expenses are included in the Compaagults of operations for the periods subsedquethie acquisition date, but are not
significant. See Note 3 to the Company’s Consaid&inancial Statements for additional discussiath® ICMS acquisition.

plaNet Consulting, Inc.

On September 18, 2001, the Company acquired 10a¥eafommon stock of plaNet Consulting, Inc. (“p&l, a Delaware
corporation, for $16.7 million in cash. With ovédQLlemployees located in Omaha, Nebraska and De@Goérado, plaNet provides e-
business solutions and services to enable compmiegnsact business via the Internet and intiead- At the date of acquisition, plaNet
derived the majority of its
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revenues from consulting services. The CompanyieadiplaNet primarily to obtain its assembled mamagnt and consulting workforce to
expand the Company’s professional services cafiabiliThe results of operations of plaNet are idetliin the Company’s Consolidated
Statements of Income for the periods subsequehgtacquisition date. See Note 3 to the Compangiss@lidated Financial Statements for
additional discussion of the plaNet acquisition.

Restructuring Charges

The economic state of the global telecommunicatindsstry (e.g., cable television, satellite, wimeland wireless telephony, Internet
and high speed data, etc.) continues to be depkesgtd many of the companies operating within ithdustry publicly reporting decreased
revenues and earnings, as well as several compaaiestly filing for bankruptcy protection. Pubtieports indicate any expected turnaround
in the economic state of the global telecommunicegindustry could be slow, and a sustained regasauld take several years. Many
telecommunications companies have announced cdstagital expenditure reduction programs to copb thie depressed economic state of
the industry, and the Company has experiencedrtiuiertain of its sales discussions with currertt prospective clients. Since most of the
Company’s current and future clients operate withia industry sector, the economic state of thikustry directly impacts the Company’s
business, potentially limiting the amount of protdugnd services current or future clients may paselfrom the Company.

Due to the economic decline in the global telecomications industry, and the uncertainty in the tighand the extent of any economic
turnaround within the industry, the Company impleiee several cost reduction initiatives duringtthied quarter of 2002. These initiatives
included: (i) involuntary employee terminationsrra@ll areas of the Company of approximately 30(ppe¢approximately 10% of the
Company’s workforce); (i) limited hiring of new gutoyees; (iii) a reduction of the Company’s fa@i and infrastructure support costs,
including facilities consolidations and abandonrseand (iv) reductions in costs in several disorgtry spending areas, such as travel and
entertainment. Substantially all of the involuntangployee terminations were completed during tird tuarter of 2002, with the remainder
completed during the fourth quarter of 2002. Thertio quarter financial results substantially refffe full implementation of the cost savir
initiatives, which are expected to result in apjma¢ely $45 million of annual cost savings, whempared to the Company’s operating
results for the second quarter of 2002. The Combatigves that the operational impact from thegétives will not negatively impact its
ability to service its current or future clientsdawill not limit its ability to grow its business the future when the economic conditions wi
the global telecommunications industry improve.

In connection with the cost reduction initiativasalissed above, the Company recorded the follovasgucturing charges for the year
ended December 31, 2002 (in thousands).

Involuntary employee termination benel $ 5,81(
Facilities abandonme 6,891
All other 14

Total restructuring charge $ 12,72

The involuntary employee termination benefits comgrt of the business restructuring charges refatesarily to severance payments
and job placement assistance, with substantidliyfahese amounts paid out as of December 31, .ZD02 facilities abandonment component
of the business restructuring charges relatesficedfcilities the Company has committed to abantthat are under long-term lease
agreements. The facilities abandonment chargeual ¢g the present value of the future costs aasetiwith those abandoned facilities, ne
the estimated proceeds from any future subleaseagmts. The Company has used estimates to artiaghethe future costs of the
abandoned facilities and the proceeds from anydwtublease agreements. The Company will contmeeadluate its estimates in recording
the facilities abandonment charge. As a resultethgay be additional charges or reversals in theduSee Note 6 to the Company’s
Consolidated Financial Statements for additionstua$sion of the Company’s restructuring charges.
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Adjusted Results of Operations

Operating income presented under accounting pteeigenerally accepted in the U.S. (“Reported Basi) for the year ended
December 31, 2002 was $101.2 million, comparedl82% for the year ended December 31, 2001, a @sermef $80.8 million. Net income
on a Reported Earnings basis for the year endedrbieer 31, 2002 was $44.6 million ($0.85 per dilighdre), compared to $113.9 million
($2.08 per diluted share) for the year ended Deeerdb, 2001, a decrease of $69.3 million ($1.23diated share). Approximately $42.7
million of the decrease in operating income betwgenmods, and $31.7 million ($0.60 per diluted shaf the decrease in net income between
periods is attributed to certain direct and incretakacquisition-related expenses incurred asutreSthe Kenan Business acquisition, and
the restructuring charges recorded in the secolidh2002, as discussed above. The remainderefidtrease in both measures relates
primarily to lower software and professional seegicevenues in the Company’s Broadband Divisid20iB2, when compared to 2001.

To provide for an additional comparison of the Camgs current results of operations with past ardre periods, the Company has
adjusted out from Reported Earnings the impadchef€enan Business acquisition-related expensethanestructuring charges (“Adjusted
Earnings”). The Company believes that these castiérequent in their occurrence and somewhatusig their nature such that excluding
them in certain analyses provides additional infation of value to those interested in the evaluatibthe Company’s operations, especially
when attempting to make comparisons between melfiptiods in which these types of items did nouoger differ significantly between
periods. Although these types of costs are consitiefrequent in their occurrence, it is reasondikly they could occur again in the near
future. Management reviews both Reported Earningsfaljusted Earnings financial measures in evalgafie Company’s performance.

As stated above, operating income and net incomanadjusted basis have been computed by excltdésg charges. The impact of
these charges on the Company’s pretax income wesdared in determining the Adjusted Earnings ¢iffedncome tax rate of 41%. The
difference between the 41% Adjusted Earnings affedtix rate and the Company’s Reported Earninigefe income tax rate of 49%
relates primarily to the tax attributes of certiienan Business acquisition-related expenses redandbe first quarter of 2002. A

reconciliation of the Company’s Reported Earningd Adjusted Earnings is as follows (in thousandsept per share amounts):
Year Ended December 31, 2002

Impact of Impact of

Reported Acquisition-Related Restructuring Adjusted

Earnings Expenses Charges Earnings
Total revenue $610,93: $ — $ — $610,93:
Total operating expens 509,77! (29,957 (12,727 467,09°
Operating incom: 101,15 29,957 12,72 143,83!
Net interest and othe (13,619 (13,619
Income before income tax 87,54« 29,957 12,72 130,22:
Income tax provisiol (42,926 (6,025 (4,967 (53,919
Net income $ 44,61¢ $ 23,93 $ 7,76( $ 76,31(
Weighted average shar 52,52¢ 52,52¢ 52,52¢ 52,52¢
Net income per diluted sha $ 0.8t $ 0.4 $ 0.1t $ 1.4F

Adelphia Communications Corporation

The Company provides processing services for apmpetely three million of Adelphia Communicationsroration’s (“Adelphia”)
video customers. Adelphia filed for bankruptcy paiton under Chapter 11 on June 25, 2002. The Coyngeferred the recognition of
Adelphia’s June 2002 processing revenues due todiectibility risk resulting from the bankruptéying and increased its allowance for
doubtful accounts in the
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second quarter of 2002 for outstanding accountsivable from Adelphia dated prior to June 2002. Tloenpany believes it is adequately
reserved against its collectibility exposure fogankruptcy accounts receivable of Adelphia a3aefember 31, 2002. The Company
continues to provide processing services for Adalplost-bankruptcy. As of the date of this filidggelphia is current on substantially all
invoices related to services provided post-bankgyEnd the Company believes that all amounts gafor future services will be fully
collected under the current contractual paymemger

Critical Accounting Policies

The preparation of the Company’s financial statei@nconformity with accounting principles genéralccepted in the U.S. requires
the Company to select appropriate accounting mdj@nd to make judgements and estimates affettingpplication of those accounting
policies. In applying the Company’s accounting giel, different business conditions or the useftér@nt assumptions may result in
materially different amounts reported in the CompaiConsolidated Financial Statements.

The Company has identified the most critical actimgnprinciples upon which the Company’s finanatdtus depends. The critical
accounting principles were determined by considgaiccounting policies that involve the most complesubjective decisions or
assessments. The most critical accounting prirgilentified relate to: (i) revenue recognition) éllowance for doubtful accounts
receivable; (iii) business restructuring; (iv) dapization of internal software development coét};ntangible assets; (vi) business
combinations; and (vii) income taxes. These ciif@@ounting policies and the Company’s other $igait accounting policies are disclosed
in Notes 2 and 7 to the Company’s Consolidatedri€iizh Statements.

Revenue Recognition. The Company derives its revenues from the Wolig sources: (i) processing and related servigg@software
licenses; (iii) maintenance services; and (iv) gssfonal services. The Company has historicallggegad a substantial percentage of its total
revenues from providing processing and relatedicesvAs a result of the Kenan Business acquisititem Company expects revenue from
software licenses, maintenance services, and @iofes services to increase and become a largeepige of total revenues.

Collectibility of fees is one of the key revenueagnition criteria for the Company for all revera@irces. Revenues are recognized
if the Company determines that the collection effénes included in the arrangement is considerebate (i.e., the Company expects the
client to pay all amounts in full when invoiced).rhaking its determination of collectibility forwenue recognition purposes, the Company
considers a number of factors depending upon teeifspaspects of an arrangement, which may inclbdeis not limited to, the following
items: (i) an assessment of the client’s specificlit worthiness, evidenced by its current finahctandition and/or recent operating results,
credit ratings, and/or a bankruptcy filing statas &pplicable); (ii) the client’s current accourgiseivable status and/or its historical payment
patterns with the Company (as applicable); (ii§ #tonomic condition of the industry in which thiertt conducts the majority of its busine
and/or (iv) the economic conditions and/or politis@bility of the country or region in which thikent is domiciled and/or conducts the
majority of its business. The determination of edlibility requires significant judgements to bedady the Company. The risk of an
incorrect collectibility assessment by the Compisrlyeightened due to the current depressed state gfiobal telecommunications industry,
as discussed above. The judgements made in tlicartd have a significant effect on revenues reizegl in any period by changing the
amount and/or the timing of the revenue recognized.

The accounting for processing and related servimesnues generally requires few judgements anchatds as these revenues are
recognized as the services are performed. Procgfess are typically billed monthly based on thenhar of client’s customers served,
ancillary services are typically billed on a pertsaction basis, and certain customized print aaitisarvices are billed on a usage basis.

The accounting for software revenues, especiallgnmgoftware is sold in a multiple-element arranggirie complex and requires
judgement in applying the applicable accountingréiture, primarily: (i) America
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Institute of Certified Public Accountants StatemehPosition (“SOP”) 97-2, “Software Revenue Redtign”, as amended (“SOP 97-2"); (i)
SOP 98-9, “Software Revenue Recognition, With RessfgeCertain Transactions” (“SOP 98-9")j)(SEC Staff Accounting Bulletin No. 10
“Revenue Recognition” (“SAB 101"); and (iv) the Rimcial Accounting Standards Board’s Emerging IsSueesk Force (“EITF”) Issue No.
00-03, “Application of AICPA Statement of Positidii-2 to Arrangements that Include the Right to Beftware Stored on Another Entity’s
Hardware” (“EITF 00-03"). The primary revenue rendgpn criteria include: (i) evidence of an arranggnt; (ii) delivery; (iii) fixed or
determinable fees; and (iv) collectibility of fe@ehich is discussed above). Key judgmental mattersidered in accounting for software and
related services include: (i) the identificationtioé separate elements of the arrangement; (iijhven@ny undelivered elements are essent
the functionality of the delivered elements; (i assessment of whether the Company’s hosteitsdransactions meet the requirements of
EITF 00-03 to be treated as a separate elemehetsaftware arrangement; (iv) the determinationesidor-specific objective evidence of fair
value for the various elements of the softwarerayeaent; (v) the assessment of whether the softi@ascare fixed or determinable; (vi) the
determination as to whether the fees are considmiettible (as discussed above); and (vii) treeasment of whether services included in
the software arrangement represent significantysrtooin, customization or modification of the soft@aThe judgements made in this area
could have a significant effect on revenues recaghin any period by changing the amount and/otithiag of the revenue recognized. In
addition, because software licenses typically Hetie or no direct, incremental costs relatedte tecognition of the revenue, these
judgements could also have a significant effech@nincome or los:

The GSS Division’s software arrangements may irelpigbjects for implementation services that invaignificant production,
customization or modification of the software belivgnsed. Accordingly, revenues related to thesevare arrangements are recognized
over the course of these arrangements using tlvemage-of-completion (“POC”) method of accountimgonformity with: (i) SOP 97 (ii)
Accounting Research Bulletin No. 45, “Long-Term Gwaction Type Contracts” (“ARB 45”); and (iii) SG#-1, “Accounting for
Performance of Construction Type and Certain Privdind ype Contracts” (“SOP 81-1"). Under the POCtimoel of accounting, software
license and professional services revenues argmexad as the services are performed. Provisiananp estimated losses on uncompleted
projects are made in the period in which such k&sEome evident. The Company typically uses hperformed on the project as the basis
to determine the percentage of the work compléad.Companys use of the POC method of accounting on a progegtires estimates of t
total project revenues, total project costs, aeddtial expected hours necessary to complete aqirdjhe Company believes it has adequate
processes to produce reasonably dependable estifoatbese items in order to justify the use ef HOC method of accounting. However,
changes in estimates as a result of additionafrimdition or experience on a project as work prog®sse inherent characteristics of the POC
method of accounting as the Company is exposedrious business risks in completing its projectse €stimation process to support the
POC method of accounting is more difficult for mrcts of greater length and/or complexity. Factbes increase the complexity of an
implementation project are discussed in more datdilxhibit 99.01 under “Implementation Project Guexities and Risks” included in this
report. The estimates and judgements made intb&s@uld: (i) have a significant effect on revestecognized in any period by changing
the amount and/or the timing of the revenue recaghiand/or (ii) impact the expected profitabitifya project, including whether an overall
loss on an arrangement has occurred. For the peadeDecember 31, 2002, approximately 27% of th8 GFision’s total recognized
revenues were accounted for using the POC methadoafunting.

The accounting for software maintenance servicesigdly requires few judgements and estimatesesethevenues are recognized
ratably over the service period. However, certaiingations may be required when maintenance seraesold as part of a multipddemen
arrangement, as a portion of the overall fee ararent must be allocated to the undelivered mainmnaervices. The key judgmental
matters considered in accounting for maintenanogcss in a multiple-element arrangement includethe determination of vendor-specific
objective evidence of fair value for the maintereeervices; and (ii) the period of time maintenasm®ices are expected to be performed.
The judgements made in this area could have afiigni effect on revenues recognized in any on@®gdyy changing the amount and/or the
timing of the revenue recognized.
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Professional services revenues consist of a vanfetpnsulting services, such as product implenteEmand customization, business
consulting, project management, and training sesriRevenue from professional services billed tme-andmaterials basis is recognizec
the services are performed and when amounts doedustomers are deemed collectible and contragtnah-refundable. There are few
judgements and estimates made in accounting feettypes of arrangements. Revenue from fixed jpoitg-term contracts is recognized
using the POC method of accounting, using hourspteted as the basis for determining the percentétfee work completed. The use of
estimates and the risks related to the POC methadonunting for these types of arrangements anézgsito those discussed above. As stated
above, the estimates and judgements made in #dscauld: (i) have a significant effect on revengengnized in any period by changing the
amount and/or the timing of the revenue recogniaedyor (ii) impact the expected profitability opeoject, including whether an overall loss
on an arrangement has occurred. In instances vileaendrk performed on fixed price agreements istdftively short duration, or if the
Company is unable to make reasonably dependaliheates at the outset of the arrangement, the Coynpses the completed contract
method of accounting whereby revenue is recogniteeh the work is completed. There are few judgemant! estimates made in accour
for these types of arrangements.

In October 2002, the EITF published its consengessibn on EITF Issue No. 00-21, “Revenue Arrangemwith Multiple
Deliverables” (“EITF 00-21"). EITF 00-21 providesigance as to what constitutes “separate unite@dunting” in multipleelement revenu
contracts. EITF 00-21 only addresses the deterioimaf the separate units of accounting, not theesje revenue accounting for each of the
units once they are identified. The guidelines GfFE00-21 are effective for revenue transactionsmd into after June 30, 2003. EITF 00-21
does not apply to the Company’s software and sesvi@nsactions that follow the guidelines of S@R29SOP 98-9 and EITF 00-03, as
discussed above. The Company is currently analykhiegmpact, if any, of adopting EITF 00-21. Thedcial Accounting Standards Board
is expected to begin work on a revenue recognitimject in the near future, and from time-to-tirttes various authoritative accounting rule
makers and interpretative bodies, including theutes and Exchange Commission (“SEC”), provideiipretations of existing accounting
principles which address revenue recognition. Tarekusions and interpretations reached in thestensanay impact the Company’s
significant revenue recognition accounting policies

Allowance for Doubtful Accounts ReceivableThe Company maintains an allowance for doulatfidounts receivable based on client-
specific allowances, as well as a general allowa8pecific allowances are maintained for clientschlare determined to have a high degree
of collectibility risk based on such factors, amatiers, as: (i) the aging of the accounts recéévhhlance; (ii) the client’s past payment
experience; (iii) the economic condition of theustty in which the client conducts the majorityitsfbusiness; (iv) the economic conditions
and/or political stability of the country or regionwhich the client is domiciled and/or condudts tmajority of its business; and (v) a
deterioration in a client’s financial condition,i@enced by, weak financial condition and/or conéidyoor operating results, reduced credit
ratings, and/or a bankruptcy filing. In additionth@ specific allowance, the Company maintainsreegd allowance for all its accounts
receivable which are not covered by a specifionadioce. The general allowance is established bassdah factors, among others, as: (i) the
total balance of the outstanding accounts recedvabtluding considerations of the aging categaifgfiose accounts receivable; (ii) past
history of uncollectible accounts receivable wifés; and (iii) the overall creditworthiness of tbient base, including considerations of the
economic condition of the global telecommunicationiistry. A considerable amount of judgment isureef in assessing the realizability of
accounts receivable. Should any of the factorsidensd in determining the adequacy of the ovethkdiwance change adversely, an
adjustment to the provision for doubtful accoumtseivable may be necessary. Because of the signéficof the Company’s account
receivable balance as of December 31, 2002, sueldjastment could be material.

Historically, credit losses have been predictalgledlise of the concentration of revenues with alsmaiber of large, established
companies. The Kenan Business acquisition has eldathg principal concentration of credit risk rethto accounts receivable, as the
Company has moved from having its primary clier@ing large, established cable television and #&telbmpanies located in the U.S., to
being a wide range of
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telecommunications service providers located thinoug the world. See Note 2 to the Company’s Codatdid Financial Statements for the
detail of the Company’s hilled accounts receivdbleyeographic region. In addition, as discussed@pihe economic state of the global
telecommunications industry continues to be depaksghich has had an adverse impact on the normshlaallection cycles. Since most of
the Company’s current and future clients operathiwihis industry sector, the economic state @ ithdustry directly impacts the Compaay’
business, increasing the likelihood of uncolleetisinounts from current and future accounts reckhvatd lengthening the cash collection
cycle. As discussed above, the Company maintairdlenwance for doubtful accounts for its estimateedit losses on accounts receivable.
The expansion of the Company’s international bissires a result of the Kenan Business acquisitmmpmed with the downturn in the
global telecommunications industry, has increakeccbmplexity in estimating the adequacy of thevedince for doubtful accounts
receivable.

Business Restructuring. The Company recorded restructuring charges\dl#002 related primarily to involuntary employee
termination benefits and facilities abandonmente Tompany’s accounting for involuntary employaentaation benefits generally does not
require significant judgements as the Company iflestthe specific individuals and their terminatibenefits in the early stage of the
restructuring program, and the timing of the bangdiyments is relatively short. Some judgment ideel in determining whether any legal
exposure exists from the involuntary employee taatibns, especially in certain foreign jurisdicohe accounting for facilities
abandonments requires significant judgements iardehing the restructuring charges, primarily retato the assumptions regarding the
timing and the amount of any sublease arrangenfientse abandoned facilities, and the discountsrated to determine the present value of
the liabilities. The Company continually evaluatiesse assumptions, and adjusts the related rastingreserve based on the revised
assumptions at that time. Depending upon the sigmi€e in the change of assumptions, the additi@satucturing charges could be material.

Capitalization of Internal Software Development t8os The Company expends substantial amounts oanadsand development
(“R&D"), particularly for new products or servicesr, for enhancements of existing products and sesviFor internal development of
software products that are to be licensed by thagamy, the Company follows Statement of Financiaddunting Standards (“SFAS”) No.
86, “Accounting for the Costs of Computer SoftwardBe Sold, Leased, or Otherwise Marketed” (“SFAS)8SFAS 86 requires that the cost
of developing software be expensed prior to esthinlg technological feasibility, and those costs#gitalized once technological feasibility
has been established. Capitalization ceases upmraeelease of the software. For developmenoftivare to be used internally (e.g.,
processing systems software), the Company follo@® 88-1, “Accounting for the Costs of Computer ®afte Developed or Obtained for
Internal Use” (“SOP 98-1"). SOP 98-1 requires tia&t cost of developing software for internal usekgensed prior to the application
development stage. The determination of whethermat software R&D costs are subject to capitabizein either case is, by its nature,
highly subjective and involves significant judgengehis decision could significantly affect eaggrduring the development period by
either: (i) capitalizing development costs; or éXpensing pre-technological feasibility and pretmation development stage research costs.
Further, once capitalized, the software costs aneglly amortized on a straight-line basis overastimated economic life of the product.
The determination of the expected useful life pf@duct is highly judgmental. Finally, all long-#d assets (including capitalized software
costs) must be assessed for impairment if factscandmstances warrant such a review. Under theentiaccounting standard, a long-lived
asset is impaired if future undiscounted cash flassociated with that asset, without consideraifanterest, are insufficient to recover the
carrying amount of the long-lived asset. Once dekimpaired, even if by $1, the lordiyed asset is written down to its fair value whimtuld
be considerably less than the carrying amounttoréuwndiscounted cash flows. The determinatioiutire cash flows and, if required, the
determination of the fair value of a long-lived etssre by their nature, highly subjective judgetaen

The Company did not capitalize any internal sofaMa&D costs, as discussed above, during the yealesdeDecember 31, 2002, 2001,
or 2000. In addition, the Company did not have eaitalized internal software R&D costs includedtinDecember 31, 2002 and 2001
Consolidated Balance Sheets. The Company
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believes that during these periods no materiatmatesoftware R&D costs were required to be cajgital The Company’s conclusion is
primarily based on the fact that the feature-rimte-integrated, and highly-scalable nature of tben@any’s products requires that the
Company’s development efforts include complex desigpding and testing methodologies, which inclodet generation software languages
and development tools. Development projects ofrihtsire carry a high-degree of development risksgntially all of the Company’s
internal software R&D efforts are of this naturedaherefore, the Company believes the period batveehieving technological feasibility or
the application development stage, as applicablétfze general release of the software to operi®ao short that any costs incurred during
this period are not material.

Intangible Assets. The Company frequently obtains intangible assgher individually (for example, client contrg)cbr in connection
with a basket purchase (for example, in a businesshination). The assignment of value to individaghngible assets in a business
combination generally requires the use of a spistiauch as an appraiser or valuation expert.aBsemptions used in the appraisal or
valuation process are forward-looking, and thugemitio significant interpretation. Because induadlintangible assets: (i) may be expensed
immediately upon acquisition (for example, purchkiseprocess R&D assets); (ii) amortized over tlestimated useful life (for example,
acquired software); or (iii) not amortized at &tir(example, goodwill), the assigned values cowadena material impact on current and future
period results of operations. Further, intangildeeds are subject to the same judgements wheraéinglimpairment as discussed above for
capitalized software costs.

Business Combinations. Accounting for business combinations, including allocation of the purchase price to acquisskts and
assumed liabilities based on their estimated falues, requires management in certain circumstancestimate fair values for items that h
no ready market or for which no independent magkétts. Management uses its best judgement tondietera fair value based upon
inference to other transactions and other data #esult, the amounts determined by the Companguci items as accounts receivable,
identifiable intangible assets, goodwill, and deddrrevenue are not individually the result of am’a length transaction, but are the result of
management estimates of the fair value and theatltmn of the purchase price. Accordingly, reveraeognized by the Company related to
fulfillment of assumed contractual obligations &sbd on fair value estimates made by the Comparaddition, the acquisition of the Kenan
Business resulted in approximately $195 milliorgobdwill. Such goodwill is subject to review forpairment at least annually, or more
frequently if circumstances warrant. Because thieveis a fair valuesased review, there is a high degree of subjeqiidgement required.
it is determined that the fair values do not supfiter carrying value of the goodwill, an impairmeharge will be recorded and the amount
could be material.

Income Taxes. The Company is required to estimate its inctemes in each jurisdiction in which it operatesisirocess requires the
Company to estimate the actual current tax expasgether with assessing temporary differencedtiegfrom differing treatment of items,
such as purchased in-process R&D costs, for taxaaodunting purposes. These temporary differeremdtrin deferred tax assets and
liabilities in the Company’s Consolidated Finan@shtements. The Company must then assess thiadigdlthat its deferred tax assets will
be recovered from future taxable income, and teetttent recovery is not likely, must establish luagtion allowance. As of December 31,
2002, the Company had net deferred tax assets5ob $dillion, relating primarily to its domestic apgions, which represented approximately
6% of total assets. Management believes that seifiitaxable income will be generated in the futoresalize the entire benefit of the
Company’s deferred tax assets. The assumptiontarfefiaxable income, is by its nature, subjectaious estimates and highly subjective
judgements

Implementation Projects in Progress

The Companys GSS Division provides a variety of implementats@nvices in conjunction with its software arrangets. The nature
the efforts required to complete the implementatioan range from relatively short and noncomplejfggts to long and complex projects.
These implementation projects typically range figirmto twelve months in length, but can be longeshwrter depending upon the specific
the project. Lengthy and/or
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complex projects carry a greater degree of busiriglsshan those projects that are short and/ocomplex in nature. The length and
complexity of an individual project is dependenbnpnany factors. The Compansyihability to timely and successfully completeraject anc
meet client expectations could have a material ahpa the Company’s financial condition and resafteperations. See Exhibit 99.01 under
“Implementation Project Complexities and Risks”lired in this report for a more detailed discussibthe factors impacting the length and
complexity of the Company’s implementation projeeis well as the related risks resulting from tleenPany’s inability to timely and
successfully complete a project and meet clieneetgtions.

The Company is currently engaged in a lengthy amdptex implementation project with a client locatedeurope in which the
Company has responsibility for the implementatibnartain of its software products, and also hapwoasibilities for certain aspects of the
overall project management. The project began 012hd was in progress when the Company acquieeéhan Business from Lucent in
February 2002. The Company assumed the contraatlightions to complete the project from Lucent aniginally expected to complete
project in early 2003. The project is significartipger and more complex than the Comparypical implementation projects. The Comp
is using the POC method of accounting for thisrageanent. The Company’s total estimated professiesaiices revenue to be generated
under this arrangement is approximately $24 millidor the year ended December 31, 2002, the Comipasyecognized revenue under this
arrangement of approximately $15.5 million.

As the Company has progressed through this prdfeegstimated costs and efforts required to camplhe project have increased from
the Company’s original expectations due to variwask complexities of the project, and as a restitestain project difficulties and other
factors experienced in the first quarter of 2008, Company now expects the estimated hours to etentiie project to be greater than the
estimates that were prepared as of December 32, 230a result, the Company now expects to subatgntomplete the project by the end
of 2003. The Company believes its accounting caichs made as of December 31, 2002 were basedsonably dependable estimates of
the total hours required to complete the projethat time, and the events that have caused tieatr@wcrease in the estimated hours to
complete the project occurred subsequent to Dece8ih)@002, and could not have been reasonablgdereas of December 31, 2002. As a
result of this increase in estimated hours to cetepthe project, the Company’s revenue expectaffons this arrangement for the first
quarter of 2003 have decreased significantly, aredterall profitability on the project is now exped to approximate a break even point,
could possibly be in a loss position at March 3102 depending upon the Company’s final estimatdsetprepared as of that date.
Furthermore, in addition to standard contractuahages provisions, the arrangement includes perfacenpenalties of approximately $2
million. Such contractual performance penalties faylue as a result of the Company missing ceptaiject milestones.

The Company has accounts receivable of $6.5 mi(fdn7 million billed and $4.8 million unbilled)ecerded as of December 31, 2002
related to this project. The Company has approxép&tl3.2 million of fees yet to be invoiced untlee arrangement. The Company believes
the revised timeline for completion of the projecattainable, and that the client will pay thesf@gcluded in accounts receivable as of
December 31, 2002, and the future fees yet tovsmdad under the arrangement. In addition, the Gombelieves it will not be subject to
payment of the contractual penalties and/or pakddmages based on the revised implementatiomsiehand recent discussions with the
client. Because of the various complexities of firigiect, there can be no assurances that the Gogmpd complete the project under its
revised schedule and at its revised cost estimatbavoid the penalties and/or potential damagesmly included in the arrangement.
Additional delays in the project will directly impithe timing of future revenue recognition, thell profitability on the project, and will
likely delay the collection of the fees under theagement.
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Results of Operations
The following table sets forth certain financiataland the percentage of total revenues of the @agnfor the periods indicated.

Year Ended December 31,

2002 2001 2000

% of % of % of
Amount Revenue Amount Revenue Amount Revenue

(in thousands)

Revenues
Processing and related servis $373,03! 61.%  $339,25¢ 71.1%  $294,80! 73.%
Software 68,37¢ 11.2 72,35( 15.2 70,37¢ 17.€
Maintenance 89,07t 14.¢ 15,80¢ 3.3 13,97: 3.5
Professional service 80,44¢ 13.2 49,49: 10.4 19,731 5.C
Total revenue 610,93: 100.( 476,90¢ 100.( 398,89! 100.(
Expenses
Cost of processing and related servi 141,06¢ 23.1 121,98 25.€ 107,02: 26.¢
Cost of software and maintenar 57,58( 9.4 32,67 6.8 36,40¢ 9.1
Cost of professional servic 64,34 10.t 21,35¢ 4.5 8,101 2.1
Total cost of revenue 262,99. 43.C 176,01! 36.€ 151,53 38.C
Gross margin (exclusive of depreciatic 347,94( 57.C 300,89: 63.1 247,35¢ 62.C
Operating expense
Research and developm 73,67¢ 12.1 52,22 11.C 42,33¢ 10.€
Selling, general and administratiy
Selling, general and administrati 111,59: 18.2 51,527 10.¢ 47,01¢ 11.¢
Amortization of goodwill — — 622 A 643 2
Depreciatior 18,83¢ 3.1 14,54¢ 3.1 12,071 3.C
Restructuring charge 12,72: 2.1 — — — —
Kenan Business acquisiti-related expense 29,957 4.9 — — — —
Total operating expens 246,78: 40.4 118,91¢ 25.C 102,07¢ 25.€
Operating incom: 101,15° 16.€ 181,97! 38.1 145,28:. 36.4
Other income (expense
Interest expens (14,037 2.3 (3,039 (.6) (5,809 (1.9
Interest and investment income, 1,90¢ 0.3 4,46¢€ .9 5,761 14
Other (1,48¢) (0.3 39 — (32 —
Total other (13,619 (2.9 1,467 3 (79 —
Income before income tax 87,54 14.: 183,44. 38.4 145,20: 36.4
Income tax provisiol (42,926 (7.0 (69,527 (14.¢ (54,739 (23.9)
Net income $ 44,61¢ 7.%  $113,92: 23.9%  $ 90,46¢ 22.1%

Year Ended December 31, 2002 Compared to Year Endé&kcember 31, 2001
Results of Operation—Consolidated Basis

Total Revenues. Total revenues increased $134.0 million, od28to $610.9 million in 2002, from $476.9 milliom 2001. The
increase between periods related to a 10.0% inetiegzrocessing and related services, a
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5.5% decrease in software revenues, a 463.5% Beiaanaintenance revenues, and a 62.5% incregsefgssional services revenues. The
decrease in software revenues was due primardydecrease in software sales within the Broadbanigibn offset, to a certain degree, by
the software sales within the GSS Division. Theéase in maintenance and professional servicesuesgaelated primarily to the Kenan
Business acquisition. See the “Results of OperatieDperating Segments” section below for a detallsdussion of revenues and related
changes between periods on a segment basis.

Cost of Processing and Related Serviceghe cost of processing and related servicesmas consists principally of: (i) data
processing and communications costs; (ii) stateqettuction costs (e.g., labor, paper, envelopgspenent maintenance, etc.); (iii) client
support organizations (e.g., client call centecspant management, etc.); (iv) various product supgrganizations (e.g., product
management and delivery, product development, @tied (v) facilities and infrastructure costs rethto the statement production and support
organizations.

The cost of processing and related services foR 2d@reased 15.6% to $141.1 million, from $122.0iam for 2001. The increase was
due primarily to the increase in the number of aomrs of the Company’s clients which were serviogthe Company, as discussed in more
detail in the “Results of Operations—Operating Segts’section below. Processing costs as a percentagéatéd processing revenues w
37.8% (margin of 62.2%) for 2002 compared to 36(B%rgin of 64.0%) for 2001. The increase in protEssosts as a percentage of related
revenue was due primarily to an increase in pracgsmnd related costs per customer account betpeeods, due primarily to increased
functionalities and features of the Company’s pssiagg and related products.

Cost of Software and Maintenance.The cost of software and maintenance revenolesists principally of: (i) amortization of acquire
software and certain acquired client contractyc{ient support organizations (e.g., client calhters, account management, etc.); (i) various
product support organizations (e.g., product mamage and delivery, product maintenance, etc.);féejlities and infrastructure costs rela
to these organizations; and (v) third-party sofevemsts and/or royalties related to certain softwmoducts of the Company. The Company
does not differentiate between cost of software@rsd of maintenance revenues, and therefore, sgth are reported on a combined basis.
The costs related to new product development (thisnenhancements to existing products) are indudeesearch and development
expense.

The combined cost of software and maintenanceG6R 2ncreased 76.2% to $57.6 million, from $32.Hiam for 2001. The increase
related primarily to the operations of the KenarsiBass discussed above, which included amortiza¢itatted to the acquired Kenan Business
intangible assets of approximately $13 million 2002. Going forward, amortization related to thiesangible assets will be $1.3 million per
month through February 2003, at which time amatitiawill decrease to $0.8 million per month thrbugebruary 2007. The cost of softw
and maintenance as a percentage of related revemse36.6% (margin of 63.4%) for 2002 as companedirt1% (margin of 62.9%) for
2001. As discussed below, fluctuations in the grasgin for software and maintenance revenuesranehg@rent characteristic of software
companies and are expected in future periods.

Cost of Professional Services.The cost of professional services consistcjpally of: (i) the Company’s professional services
organizations; (ii) subcontracted professional ottasts; and (iii) facilities and infrastructurests related to the Company’s professional
services organizations.

The cost of professional services for 2002 incré@84.3% to $64.3 million, from $21.4 million fo®@1. The increase related to the
operations of the Kenan Business discussed abdwecdst of professional services as a percentagdatéd revenues was 80.0% (margin of
20.0%) for 2002, as compared to 43.2% (margin %) for 2001. The increase in the cost of profasali services as a percentage of the
related revenues was due primarily to the decrizett® Broadband Division’s professional serviaegenues (primarily due to lower
purchases by Comcast) and the inclusion of theadip@is of the Kenan Business. As discussed below,
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fluctuations in the gross margin for professiorabges revenues are an inherent characterispicadéssional services companies and are
expected in future periods.

As a result of the Kenan Business acquisition Gbmpany expects revenues from software and profesisservices to increase and
become a larger percentage of total revenues. Mlityain quarterly revenues and operating resatts inherent characteristics of companies
that sell software and perform professional sescidde Company’s quarterly revenues for softwack@ofessional services revenues may
fluctuate, depending on various factors, includimgtiming of executed contracts and the delivéryomtracted services or products.
However, the costs associated with software andter@dnce revenues, and professional services reseama not subject to the same degree
of variability (i.e., these costs are generallyetixn nature within a relatively short period ohé), and thus, fluctuations in the cost of soft
and maintenance as a percentage of related reyeandethe cost of professional services as a ptrgerof related revenues, will likely occur
between periods.

Gross Margin.  The overall gross margin for 2002, increase®% to $347.9 from $300.9 million for 2001. Theeoall gross margin
percentage decreased to 57.0% for 2002, compa&?i 186 for 2001. The changes in the gross marginganss margin percentage were due
to the factors discussed above.

Research and Development Expensdr&D expense for 2002, increased 41.1% to $@8livon, from $52.2 million for 2001. As a
percentage of total revenues, R&D expense incretasgd. 1% for 2002, from 11.0% for 2001. The Comypdia not capitalize any internal
software development costs during 2002 and 2001.

The increase in the R&D expenditures between penas due primarily to inclusion of R&D for the i@rs Kenan Business products
since the closing of the acquisition on February2Zf®2. The Company’s development and enhancenffentseduring 2002 were focused
primarily on:

» various R&D projects for the Kenan Business, wtdoh discussed in detail in the “Business Acquisgicsection above, which
includes updates and enhancements to the existirsjpns of the Kenan Business product si

* enhancements to CSG CCS/BP and related softwadeigioto increase the functionalities and feataféke products; and

» development of CSG NextGen. Following the Kenaniass acquisition, the Company discontinued theldgment of CSG
NextGen as a sta-alone customer care and billing system, and idsteas focused ointegrating certain features and capabilitie
CSG NextGen into the Kenan product st

The Company expects its investment in R&D over timileapproximate the Company’s historical investreate of 10-12% of total
revenues. This investment will be focused on th& CES/BP and the Kenan Business product suiteglisaeradditional stand-alone
products as they are identified.

Selling, General and Administrative ExpenseSG&A expense for 2002, increased 114.0% tdl &l anillion, from $52.1 million for
2001. As a percentage of total revenues, SG&A esparcreased to 18.3% for 2002, from 10.9% for 200k increase in SG&A expense
related primarily to operations of the Kenan Bus&&and to a lesser degree, an increase in: (Gdnepany’s bad debt expense between year:
of approximately $5 million, due to an increasehe allowance for doubtful accounts receivabletdisiaed for clients with a high degree of
collectibility risk; and (ii) legal fees in 2002 approximately $6.5 million related to the Comdasgation, with no comparable amounts
included in 2001.

Depreciation Expense Depreciation expense for 2002 increased 29b$4.8.8 million, from $14.5 million for 2001. Thecrease in
depreciation expense related to capital expenditorade during 2002 in support of the overall groaftthe Company and depreciation
expense related to the acquired fixed assets fnenKénan Business acquisition. The capital experestduring 2002 were approximately
$12.7 million and consisted principally of: (i) cpoter hardware and related equipment; (ii) statempesduction equipment; and
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(iii) facilities and internal infrastructure expams. Depreciation expense for all property and pougnt is reflected separately in the aggregate
and is not included in the cost of revenues owcther components of operating expenses.

Kenan Business Acquisition-Related ExpenseSee the “Kenan Business Acquisition” sectioavafor a detailed discussion of these
expenses.

Restructuring Charges. See the “Restructuring Charges” section abowea imore detailed discussion of the Company’suettring
program and related charges for 2002.

Operating Income. Operating income for 2002, was $101.2 milliorl6.6% of total revenues, compared to $182.0 onilbr 38.1%
of total revenues for 2001. The decrease in thesesares between years related to the factors dsdadove. Operating income for 2002
adjusted for the impact of the Kenan Business adtipri-related expenses and restructuring charges$443.8 million, or 23.5% of total
revenues. See the “Adjusted Results of Operatisastion above for a more detailed discussion oifrttpact of the Kenan Business
acquisition-related expenses and restructuringgefsaon the Company’s results of operations.

Interest Expense Interest expense for 2002, increased 361.9$44c0 million, from $3.0 million for 2001, with ¢hincrease due
primarily to the Company borrowings to finance Kenan Business acquisition, as discussed in Notasl®d to the Company’s Consolidated
Financial Statements. The weighted-average balafitee Company’s long-term debt for 2002 was apimnetely $226.6 million, compared
to approximately $48.4 million for 2001. The weigtitaverage interest rate on the Company’s deboworgs for 2002, including the
amortization of deferred financing costs and commaitt fees on the Company’s revolving credit fagilivas approximately 5.9%, compared
to 6.3% for 2001.

Interest and Investment Income Interest and investment income for 2002, desed 57.3% to $1.9 million, from $4.5 million fdd(L.
The decrease was due primarily to lower funds aléal for investment, and to a lesser degree, thect®n in the returns on invested funds.

Other income/expense. Other expense for the year ended 2002, wasrillibn compared to other income of $39,000 foB20The
decrease was due primarily to losses on foreigrenay translations during 2002.

Income Tax Provision. The Company recorded an income tax provisiod4@.9 million, or an effective income tax rate of
approximately 49% for the year ended December 322 2The impacts of acquisitions and the Compaimg&national expansion of its
business (primarily as a result of the Kenan Bussraxquisition) significantly increased the Compsae§fective income tax rate when
compared to its effective tax rate of approxima896 in 2001. The Company expects that theyfallsr 2003 effective income tax rate will
approximately 41%. The estimate of 41% for 200Baised on various assumptions, with the two primasumptions related to the
Company'’s estimate of total pretax income, andatheunts and sources of foreign pretax income. Thebeffective income tax rate for
2003 could deviate from the 41% estimate baseth®@bmpany’s actual 2003 experiences with thesgsitas well as others.

The Company is in the process of evaluating itg{term international income tax strategy. The dffecincome tax rate may be
adversely impacted during this interim period basedhe location in which future foreign profitsdalosses are generated.

As of December 31, 2002, the Company’s net defaaea@ssets of $45.5 million were related primatdlyts domestic operations, and
represented approximately 6% of total assets. Tdmpany continues to believe that sufficient taxatd®me will be generated to realize the
benefit of these deferred tax assets. The Compasgismptions of future profitable domestic operetiare supported by its strong operating
performances by the Broadband Division over thedasgeral years.

34



Results of Operations—Operating Segments

In connection with the Kenan Business acquisitiba,Company reorganized its business into two dipgraegments: the Broadband
Division and the GSS Division. See Note 4 to thenpany’s Consolidated Financial Statements andBusihess” section of this document
for a further discussion of the operations of eapbrating segment and the related product andcseofferings.

The accounting policies of the operating segmemrgshe same as those described in the summargrfisant accounting policies, to
include those discussed in Note 2 to the CompaByissolidated Financial Statements. Management atedihe performance of the
operating segments based on total revenues andbedinn margin. Contribution margin is definedsegment operating revenues less
segment operating expenses. There were no mategaisegment revenues for the periods presentesvb€ertain operating expenses
managed at the corporate level (primarily fac#itend other infrastructure support costs and managebonuses), which can be attributed to
the operating segments, are allocated as an indixpense charge to the operating segments. Ang otnaged at the corporate level (e.g.,
marketing, legal, accounting, etc.), which areattributable to the operating segments, are re&ftbas corporate overhead costs. The Kenan
Business acquisition-related expenses and restmigtcharges are excluded from segment operatipgreses. The Company does not
allocate activities below the contribution margenél to its reported operating segments. Manageémentiew of segment operating expenses
focuses primarily on the functional expenses (evgges, employee benefits, data processing casty, e

The Company'’s operating segment information angam@ite overhead costs for the year ended Decenib@082 and 2001, are
presented below (in thousands). Information forgher period has been restated to conform to 6@22resentation.

Year Ended December 31, 2002

Broadband GSS
Division Division Corporate Total

Processing revenu $ 372,42t $ 607 $ — $373,03:
Software revenue 24,23: 44,14: — 68,37¢
Maintenance revenut 20,27« 68,801 — 89,07t
Professional services revent 2,267 78,181 — 80,44¢

Total revenue 419,20( 191,73 — 610,93:
Segment operating expenses 212,08 203,80¢ 51,20: 467,09
Contribution margin (loss)(1 $ 207,11: $(12,077) $(51,207) $143,83!
Contribution margin (loss) percenta 49.2% (6.3%) N/A 23.5%

(1) Segment operating expenses and contribution méaga) exclude the Kenan Business acquisitiElated expenses of $30.0 million
restructuring charges of $12.7 million (as moréyfdiscussed above). Of the $12.7 million restrdaty charges recorded in 2002,
approximately $1.9 million related to the Broadb&idision, $10.4 million related to the GSS Divisiand $0.4 million related to

Corporate
Year Ended December 31, 2001
Broadband GSS
Division Division Corporate Total

Processing revenu $ 339,25¢ $ — $ — $339,25¢
Software revenue 72,35( — — 72,35(
Maintenance revenut 15,80¢ — — 15,80¢
Professional services revent 46,37« 3,11¢ — 49,49:

Total revenue 473,79 3,11¢ — 476,90¢
Segment operating expen: 205,74t 53,30¢ 35,88: 294,93:
Contribution margin (loss $ 268,04 $(50,18¢) $(35,887) $181,97!
Contribution margin (loss) percenta 56.6% N/A N/A 38.1%
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Reconciling information between reportable segmeaigribution margin (loss) and the Company’s ctidated totals is as follows (in
thousands):

Year Ended
December 31,

2002 2001
Segment contribution marg $ 143,83 $ 181,97
Restructuring charge (12,727 —
Kenan Business acquisiti-related expense (29,957 —
Operating incom: 101,15° 181,97
Interest expens (14,039 (3,039
Interest income and oth 42C 4,50¢
Income before income tax $ 87,54 $ 183,44

Broadband Division
Total Revenues. Total Broadband Division revenues for 2002 dased 11.5% to $419.2 million, from $473.8 millfon 2001.

Processing revenues for 2002 increased by 9.8%#2.8 million, from $339.3 million for 2001. Of thetal increase in processing
revenues, approximately 89% resulted from an irsgréa the number of customers of the Company’sidighich were serviced by the
Company and approximately 11% was due to increesgzhue per customer. Customers served were asvo(in thousands):

As of December 31,

Increase

2002 2001 (Decrease)
Video 40,71« 39,31¢ 1,39¢
Internet 5,00¢ 3,83t 1,16¢
Telephony 98 132 (34
Total 45,81¢ 43,28: 2,53¢

The increase in the number of customers serviceddue to the conversion of additional customeradwy and existing clients to the
Company’s systems, and internal customer growtlespced by existing clients. During 2002, the Campconverted and processed
approximately 736,000 new customers on its systémaf December 31, 2002, the Company had no cwe®in its conversion backlog.

Total annualized processing revenue per video argdriet account was as follows:

Year Ended December 31,

2002 2001 Increase (Decrease
Video accoun $8.9C $8.6¢ 2.5%
Internet accour 3.71 4.4 (14.2%)

The change in processing revenues per video accelanéd primarily to: (i) changes in the usagamdillary services by clients; (ii) the
introduction of new products and services and tieaits’ use of these products and services; and (iii) pfi@nges included in client contra
(e.g., price escalators for inflationary factorsted pricing, etc.). The decrease in processingmees per Internet account was due primarily
to: (i) the ability of Internet clients to spredebir processing costs, some of which are fixedyseca larger customer base; (ii) lower pricing
tiers due to volume growth in customers processeddrtain clients; and (jii) lower usage of arayl services.
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For the fourth quarter of 2002, the annualized @sstg revenue per video account was $9.14, ai2® $@r Internet account. The
fourth quarter of 2002 processing revenue inclygteject requests by the Company’s clients that gaged incremental fees. Adjusting for
these fees, which may not recur, the annualizedgssing revenue per video account would have hgemeimately $8.60. For 2003, the
Company expects the annualized processing revesruadeo account to range between $8.40 and $8rsDbetween $3.00 and $3.25 per
Internet account.

Software revenue for 2002 decreased by 66.5% t®23$8dlion, from $72.4 million for 2001. The decesain software revenue was due
primarily to lower software purchases by Comcasindu2002 as compared to 2001.

Maintenance revenue for 2002 increased by 28.3%$2@a3 million, from $15.8 million for 2001. The ir@se in maintenance revenue
was due primarily to an increase in the usage®flbmpany’s Broadband Division software products.

Professional services revenue for 2002 decreas®&® .96 to $2.3 million, from $46.4 million for 200The decrease in revenue was
due primarily to lower professional services pusgthby Comcast during 2002 as compared to 2001.

Segment Operating Expenses and Contribution MargiBroadband Division operating expenses for 2@60&ased by 3.1% to $212.1
million, from $205.7 million for 2001. This overaficrease in segment operating expenses betwernparas due primarily to: (i) an
increase in bad debt expense due to an incredke allowance for doubtful accounts receivableldistiaed for clients with a high degree of
collectibility risk during 2002; (ii) an increase several variable processing costs (e.g., papeel@pes, data processing, etc.), with these
increases related to an increase in the volumesibmers processed between periods; and (iii) @ease in data processing costs per
customer, due primarily to increased functionaditead features of the Company’s processing antetefgoducts.

Broadband Division contribution margin decrease@®y% to $207.1 million (contribution margin pemntage of 49.4%) for 2002, frc
$268.0 million (contribution margin percentage 6f@%) for 2001. Broadband Division contribution giarand contribution margin
percentage decreased between periods primarilyesu# of a decrease in software and professigr@ices revenues in 2002. As discussed
above, the costs associated with software and erante revenues, and professional services ggnaralfixed in nature within a relatively
short period of time, and thus, decreases in tt@gnues generally do not result in a correspondétgease in operating expenses.

GSS Division

Total Revenues. Total GSS Division revenues for 2002 were $1%iillion, as compared to $3.1 for 2001. The omlyanues
generated by this division in 2001 related to appnately four months of professional services rexamfrom plaNet (acquired in September
2001). The focus for the GSS Division at that tienasisted primarily of product development and ratirlg efforts on the Company’s CSG
NextGen software product. The revenues for thisnged in 2002 consisted primarily of software liocensaintenance, and professio
services revenues for the ten months of operatibtise Kenan Business, and to a much lesser deiipee@rofessional services revenues for
plaNet.

Segment Operating Expenses and Contribution LogSSS Division operating expenses for 2002 w@@33$ million, as compared to
$53.3 million for 2001. GSS Division contributionsk decreased by 75.9% to $12.1 million in 20@2nf$50.2 million in 2001. The increase
in operating expenses between periods related plynta the inclusion of ten months of operatingperses for the Kenan Business since the
closing of the acquisition, and to a much lessgreke, a full year of operating expenses for plaN@002, compared to only four months in
2001.
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Corporate

Corporate Operating Expenses.Corporate overhead expenses for 2002, incretad@db6 to $51.2 million, from $35.9 million for 20(
The increase in operating expenses related priyraril(i) the additional marketing and administvatcosts to support the Company’s overall
growth, and to a lesser degree; (ii) an increasegal fees related to the Comcast litigation.

Year Ended December 31, 2001 Compared to Year Endé&2kecember 31, 2000

Total Revenues. Total revenues increased $78.0 million, or ¥t6 $476.9 million in 2001, from $398.9 million 2000. The increa:
between periods related to a 15.1% increase irepedog and related services, a 2.8% increase tiwa@f revenues, a 13.1% increase in
maintenance revenues, and a 150.8% increase iesgiohal services revenues. The increase in piofiedservices revenues related
primarily to an increase in professional serviGesto Comcast. See the “Results of Operations—+dfipg Segments” section below for a
detailed discussion of revenues and related chamgfeseen periods on a segment basis.

Cost of Processing and Related Service§.he cost of processing and related service2d04 increased 14.0% to $122.0 million, from
$107.0 million for 2000. The increase was due prity#o the increase in the number of customerthefCompany’s clients which were
serviced by the Company, as discussed in morel dethie “Results of Operations—Operating Segmeséztion below. Processing costs .
percentage of related processing revenues wer&a3@nargin of 64.0%) for 2001 compared to 36.3% @iraof 63.7%) for 2000. The costs
as a percentage of related revenues remainedvejatinchanged between years as the Company cedtitou (i) focus on cost controls and
cost reductions within its core processing businasd (ii) experience better overall leveragingt®processing costs as a result of the
continued growth of the customer base processdldeo@ompany’s systems.

Cost of Software and Maintenance.The combined cost of software and maintenaoc2@01 decreased 10.3% to $32.7 million, from
$36.4 million for 2000. The cost of software andmenance as a percentage of related revenuesik 3or 2001, compared to 43.2% for
2000. The improvement between periods related pilyrta better overall leveraging of costs as autesf higher software and maintenance
revenues for the year.

Cost of Professional Services.The cost of professional services for 2001dased 163.5% to $21.4 million, from $8.1 milliom fo
2000, with the increase primarily related to theréase in professional services revenues betwess.yEhe cost of professional services as a
percentage of related revenues was 43.2% (mardi6.8P6) for 2001, as compared to 41.1% (margin8o®%) for 2000. As discussed abc
fluctuations in the gross margin for professiorabges revenues are an inherent characterispeadéssional services companies.

Gross Margin.  The overall gross margin for 2001, increase®% to $300.9 from $247.4 million for 2000. Theeoall gross margin
percentage increased to 63.1% for 2001, comparéd.@% for 2000. The changes in the gross marginganss margin percentage were due
to the factors discussed above.

Research and Development Expensdr&D expense increased $9.9 million, or 23.38%52.2 million in 2001, from $42.3 million in
2000. As a percentage of total revenues, R&D expangeased to 11.0% in 2001, from 10.6% in 200@& Tompany did not capitalize any
internal software development costs during 200120GD.

The overall increase in the R&D expenditures betwgeriods was due primarily to increased effortseveral products that were in
development and enhancements of the Company’srexistoducts. The Company’s development effort2fa®1 were focused primarily on
the development of products to: (i) address therirational customer care and billing system maiii¢increase the efficiencies and
productivity of its clients’ operations; (iii) adess the systems needed to support the convergétiee @dmmunications markets;
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(iv) support a web-enabled, customer self-caread@ctronic bill presentment/payment applicatiord &n allow clients to effectively roll out
new products and services to new and existing nigrkach as residential telephony, high-speedI@&Rand IP markets, and interactive
services (e.g., video-on-demand).

Selling, General and Administrative ExpenseSG&A expense for 2001 increased 9.7%, to $&iilkon, from $47.0 million in 2000.
As a percentage of total revenues, SG&A expensedsed to 10.8% in 2001, from 11.8% in 2000. Tleeciase in SG&A expense related
primarily to sales and administrative costs to suptfne Company’s overall growth, its internatiobakiness expansion and its merger and
acquisition activities.

Amortization of Noncompete Agreements and GoodwiAmortization of noncompete agreements and gdboemained relatively
unchanged between years and represented amonizatigoodwill acquired prior to July 1, 2001. Doetchange in accounting rules, the
amortization of goodwill resulting from any acqtisins occurring after June 30, 2001, ceased. Sée Ntw the Company’s Consolidated
Financial Statements for additional discussiorheffinancial accounting and reporting for acquigeddwill.

Depreciation ExpenseDepreciation expense for 2001 increased 20.4%1405 million, from $12.1 million in 2000. The i@ase in
expense related to capital expenditures made thmut?001 and 2000 in support of the overall groeftthe Company. Capital expenditures
for 2001 were $20.4 million, compared to $22.2 imillin 2000, and consisted principally of: (i) comter hardware and related equipment for
both product and infrastructure needs; (ii) stat@mpeocessing equipment; and (iii) facilities anternal infrastructure expansion.
Depreciation expense for all property and equipneergflected separately in the aggregate andtisotuded in the cost of revenues or the
other components of operating expenses.

Operating Income. Operating income for 2001 was $182.0 millior88r1% of total revenues, compared to $145.3 milio 36.4% of
total revenues for 2000. The increase between yelt®d to the factors discussed above.

Interest Expense Interest expense for 2001 decreased 47.7%.€rillion, from $5.8 million in 2000, with the deease attributable
primarily to scheduled principal payments on thenpany’s long-term debt and a decrease in intea¢éssr The weighted-average balance of
the Company’s long-term debt for 2001 was approiefgeb48.4 million, compared to approximately $7eillion for 2000. The weighted-
average interest rate on the Company’s debt bongswior 2001, including the amortization of defdrfimancing costs and commitment fees
on the Company'’s revolving credit facility, was amgmately 6.3%, compared to 8.1% for 2000.

Interest and Investment Income Interest and investment income for 2001, desed 22.5%, to $4.5 million, from $5.8 million iAaD,
with the decrease attributable primarily to the @amy recording a charge of $0.7 million for an ‘@tlthan-temporary” decline in market
value for a short-term investment and due to aedesg in returns on short-term investments.

Income Tax Provision. The Company recorded an income tax provisiop68t5 million in 2001, or an effective income taxe of
approximately 38%. The Company’s effective incomerate for 2000 was also approximately 38%.
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Results of Operations—Operating Segments

The Company’s operating segment information anga@te overhead costs for the year ended Decemb@081 and 2000, are
presented below (in thousands). Information for286d 2000 have been restated to conform to th2 g#ksentation.

Year Ended December 31, 2001

Broadband GSS
Division Division Corporate Total

Processing revenu $ 339,25 $ — $ — $339,25¢
Software revenue 72,35( — — 72,35(
Maintenance revenut 15,80¢ — — 15,80¢
Professional services revent 46,37¢ 3,11¢ — 49,49:

Total revenue 473,79( 3,11¢ — 476,90¢
Segment operating expen: 205,74t 53,30¢ 35,88: 294,93:
Contribution margin (loss $ 268,04 $(50,18f) $(35,887Y)  $181,97!
Contribution margin (loss) percenta 56.6% N/A N/A 38.1%

Year Ended December 31, 2000
Broadband GSS
Division Division Corporate Total

Processing revenu $ 294,80¢ $ — $ — $294,80¢
Software revenue 70,37¢ — — 70,37¢
Maintenance revenut 13,97: — — 13,97:
Professional services revent 19,73’ — — 19,73’

Total revenue 398,89! — — 398,89!
Segment operating expen: 191,04: 35,04¢ 27,52¢ 253,61:
Contribution margin (loss $ 207,85 $(35,045)  $(27,52f)  $145,28:
Contribution margin (loss) percenta 52.1% N/A N/A 36.4%

Broadband Division
Total Revenues. Total Broadband Division revenues for 2001 éasred 18.8% to $473.8 million, from $398.9 millfon 2000.

Processing revenues for 2001 increased by 15.18838.3 million, from $294.8 million for 2000. Ofdhotal increase in processing
revenues, approximately 85% resulted from an irsgréa the number of customers of the Company’sidihich were serviced by the
Company and approximately 15% was due to increesgzhue per customer. Customers served were asvo(in thousands):

As of December 31,

Increase

2001 2000 (Decrease)
Video 39,31¢ 33,31( 6,00¢
Internet 3,83t 1,98¢ 1,851
Telephony 132 514 (382)
Total 43,28: 35,80¢ 7,47¢
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The increase in the number of video and Internstorners served was due to the conversion of additimustomers by new and exist
clients to the Company’s processing system, aretnat customer growth experienced by existing tdéiefhe decrease in the number of
telephony customers served was due to the decaonaEComcast’s wireline telephony customers iO2Muring 2001, the Company
converted and processed approximately 6.1 milliew nustomers on its systems. As of December 311,286 Company had approximately
0.3 million customers scheduled to be converted datprocessing system during the next twelve mant

Total annualized processing revenue per video atedriet account was as follows:

Year Ended December 31,

2001 2000 Increase (Decrease)
Video accoun $86E $ 8.4z 3.1%
Internet accour 4.4 5.0t (12.9%)

The increase in processing revenue per video ateelated primarily to: (i) changes in the usagawdillary services by clients; (i) the
introduction of new products and services and tieaits’ use of these products and services; and (iii) pfi@nges included in client contra
(e.g., price escalators for inflationary factorsred pricing, etc.). The decrease in processingmees per Internet account was due primarily
to the ability of Internet clients to spread th@iocessing costs, some of which are fixed in natreoss a larger customer base.

Software revenue for 2001 increased by 2.8% todbiitllion, from $70.4 million for 2000. The increas revenue between years
related to the continued demand for the Comparigiag software products to meet the changing seddhe Company’s client base.

Maintenance revenue for 2001 increased by 13.1$4508 million, from $14.0 million for 2000. The il@se in maintenance revenue
was due primarily to an increase in the usage®flbmpany’s Broadband Division software products.

Professional services revenue for 2001 increasedBby0% to $46.4 million, from $19.7 million for @0. The increase in revenue was
due primarily to higher professional services pasgd by Comcast during 2001 as compared to 2000.

Segment Operating Expenses and Contribution MargiBroadband Division operating expenses for 2@0deased by 7.7% to $205.7
million, from $191.0 million for 2000. This overaficrease in segment operating expenses betwernparas due primarily to: (i) an
increase in several variable processing costs (gger, envelopes, data processing, etc.), witbetincreases related to an increase in the
volume of customers processed between periods{iiquagh increase in the cost of professional sasjaue primarily to the increase in relz
revenues between periods.

Broadband Division contribution margin increased28y0% to $268.0 million (contribution margin peamntzge of 56.6%) for 2001, fro
$207.9 million (contribution margin percentage a@fB%) for 2000. Broadband Division contribution giarincreased primarily as a result of
revenue growth between periods, and to a lesseedgean increase in contribution margin percenbegeeen periods.

GSS Division

Total Revenues. Total GSS Division revenues for 2001 were $8illion, as compared to zero for 2000. The onlyeraves generated
by this division in 2001 related to four monthgpobfessional services revenues for plaNet (acquiredeptember 2001). The focus for the
GSS Division during 2001 and 2000 consisted prilyafi product development and marketing effortgloe Company’s CSG NextGen
software product.
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Segment Operating Expenses and Contribution LogSSS Division operating expenses for 2001 wé& 3 million, as compared to
$35.0 million for 2000. GSS Division contributionsk increased by 43.2% to $50.2 million for therysaled December 31, 2001, from $35.0
million for 2000. The increase in expenses betwmaiods related primarily to increased efforts emalopment and marketing of CSG
NextGen, and to a lesser degree, the inclusionwfronths of operating expenses in 2001 for pla

Corporate

Corporate Operating Expenses.Corporate overhead expenses for 2001, increzGdébo to $35.9 million, from $27.5 million for 20!
The increase in operating expenses related priyrtarihe additional marketing and administrativetsdo support the Company’s overall
growth.

Financial Condition, Liquidity and Capital Resources

Sources of Liquidity As of December 31, 2002, the Company’s prialcgources of liquidity included cash, cash eqeintd, and
short-term investments of $95.4 million. The Compgeanerally invests its excess cash balances irrily shortterm investments to limit i
exposure to market risks. See Note 2 to the Conmp&ugnsolidated Financial Statements for additiatistussion of the short-term
investments. The Company also has a revolving tfadiity in the amount of $100 million, under vehi there were no borrowings
outstanding as of December 31, 2002. The Compajliy to borrow under the revolving credit fatjlis subject to a limitation of total
indebtedness based upon the results of a leveatigecalculation, as determined in the Companyéslitragreement. As of December 31,
2002, all of the $100 million revolving credit fity was available to the Company. The entire antadithe revolving credit facility is
expected to be available through mid-May 2003. 8qgbent to that date, through the end of 2003, basg¢dde Company’s projected leverage
ratios, a minimum of approximately $66 million wile available under the revolving credit facilithe revolving credit facility expires in
February 2007.

The Company generally has ready access to sulahasti of its cash and short-term investment baés, but does face limitations on
moving cash out of certain foreign jurisdictions &f December 31, 2002, the cash and short-terestments subject to such limitations
were not significant. In addition, the Company’sdit facility places certain restrictions on thecamt of cash that can be freely transferred
between certain operating subsidiaries. Thesda#strs are not expected to cause any liquidityéssat the individual subsidiary level in the
foreseeable future.

Accounts Receivable. As of December 31, 2002 and 2001, the Compady#160.4 million and $92.4 million, respectivatynet
billed trade accounts receivable. The Companyteti@counts receivable balance includes billingséweral non-revenue items (primarily
postage, sales tax, and deferred revenue items).résult, the Company evaluates its performanceliecting its accounts receivable
through its calculation of days billings outstargl{iDBQO”) rather than a typical days sales outstagq“DSQO") calculation. DBO is
calculated based on the billing for the periodl(ideng non-revenue items) divided by the averagethiyg net trade accounts receivable
balance for the period. The Company’s DBO calcatetifor the three months ended December 31, 2002@011, were 73 days and 52 days,
respectively.

The increases in the net billed trade accountsvaisle and DBO discussed in the preceding paragrelpke primarily to: (i) continued
revenue growth of the Company, to include the &gtivf the acquired Kenan Business; (i) the timofgpayments across December 31, 2002
year end by certain clients; and (iii) a greatecpstage of the Compa’s accounts receivable being generated within tB& Givision from
software and professional services transactions wiernational telecommunications service prowsder

The Kenan Business acquisition has changed theipainconcentration of credit risk related to acusureceivable, as the Company has
moved from having its primary clients being largstablished cable television and satellite compsaoigated in the U.S., to being a wide
range of telecommunications service providers
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located throughout the world. See Note 2 to the gamy’s Consolidated Financial Statements for theibdef the Company'’s billed accounts
receivable by geographic region. As expected, shemges in the client base have increased the Gorigpaccounts receivable balance and
adversely impacted DBO as longer billing cycles.(ibilling terms and cash collection cycles) arérderent characteristic of international
software and professional services transactionsefample, the Company’s ability to bill (i.e., sleain invoice) and collect arrangement fees
may be dependent upon, among other things, theof(ipletion of various client administrative madtdocal country billing protocols and
processes, and/or natient administrative matters; (ii) Company meetiggtain contractual billing milestones; or (iiyyerall project status |
certain situations in which the Company acts agbaantractor to another vendor on a project, asagebther circumstances as described
elsewhere in this document. In particular, durif®2, the Company had two large implementation ptsja progress in the Asia/Pacific
region where the Company was executing on the im@igation projects generally as expected, but fuckvaccounts receivable balances of
approximately $12.1 million ($7.8 million billed dr$4.3 million unbilled) existed as of December 3002. The Company had expected to
bill and collect a substantial percentage of tt@meunts by the end of the first quarter of 2003,due to various complications in the billing
and cash collection cycle related to these twongements, the Company now expects to collect aauotie percentage of the amounts by
end of the second quarter of 2003. Although the @amg believes the amounts due under these arramgeare fully collectible, because of
the various circumstances experienced with thes@mgements to date, there can be no assurancakeéhi@dmpany will bill and collect these
amounts within the expected time frames.

In addition, as discussed above, the economic sfate global telecommunications industry contmt@®be depressed which also has
an adverse impact on the normal cash collectiotesy&ince most of the Company’s current and futliemts operate within this industry
sector, the economic state of this industry diyeictipacts the Company’s business, potentially iasireg the likelihood of uncollectible
amounts from current and future accounts receivaitkElengthening the cash collection cycle. Far thason, and because of the expecta
for longer billing cycles, as discussed in the pdiag paragraph, the Company has set its target BR@e at 65-75 days.

The net billed accounts receivable balances inclagteallowance for doubtful accounts of approxityed2.1 million and $6.3 millior
respectively, as of December 31, 2002, and 200&.ifi¢rease in the allowance for doubtful accouelstes primarily to specific allowances
established for clients with a high degree of atilglity risk as of the end of 2002, including poankruptcy accounts receivable from
Adelphia Communications Corporation. Adelphia fifed bankruptcy protection under Chapter 11 on 25e2002. As of December 31,
2002, the Company believes it has adequately reddor its collectibility exposure on its accourgseivable.

Revenue recognized prior to the scheduled billiag @f an item is reflected as unbilled accountsixable. As of December 31, 2002
and 2001, the Company had $28.9 million and $14li&m respectively, of unbilled accounts receilglwith the increase attributed
primarily to the GSS Division. Unbilled accountse@/able are an inherent characteristic of softveaue professional services transactions, as
these types of transactions typically have schebinleoicing terms over several quarters, as wetleatain milestone billing events. The
Company expects software and professional servésasues to become an increasingly larger percertbigs total revenues in the future.
Consequently, the Company’s unbilled accounts vatéé have increased over historical levels expegd prior to the Kenan Business
acquisition. The December 31, 2002 unbilled accoumteivable balance consists primarily of seVargke transactions with various
milestone billing dates which have not yet beerched. Substantially all of the December 31, 2004lled accounts receivable are schedt
to be billed and paid by the end of the secondtgquaf 2003. There can be no assurances that éisenfidd be collected within the expected
time frames.

As part of the Kenan Business acquisition, the Camgpacquired billed and unbilled accounts recewdtdm Lucent. As of December
31, 2002, these accounts receivable, which reflecstimate for doubtful accounts, were $0.6 mmijlicompared to $64.9 million as of March
31, 2002. The decrease relates primarily to
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cash collections since that date, and to a lessgned, adjustments to the estimated fair valueeftcounts receivable, resulting primarily
from the final audit of the Kenan Business’ netessseceived during the second quarter of 2002eSimese acquired accounts receivable
relate to Lucent’s operations of the Kenan Busimpegs to the Company’s ownership, these amourgsaing tracked and reported on
separately from the Company’s trade accounts rab&yv Purchased Kenan Business accounts recemableot included in the Company’s
determination of DBOSs, as these accounts receivable certain aging and collection characterigtias the Company believes would not
accurately reflect the Company'’s actual collecpenformance on its billed trade accounts receiyaideneasured by its DBO calculation.

Software and Goodwill. As of December 31, 2002, the Company had $&@lBn of software and $220.1 million of goodwiill,
compared to $3.4 million and $13.5 million, respesy, as of December 31, 2001. The increase rel@t&arious acquisitions during the yt
as discussed in Note 3 to the Company’s Consolidaigancial Statements.

Other Non-current Assets. As of December 31, 2002 and 2001, the Compaxydther non-current assets of $9.1 million and $2.
million, respectively, with the increase relatedarily to deferred financing costs related to 2082 Credit Facility.

Accounts Payable and Accrued Employee Compensatidts of December 31, 2002 and 2001, the Company#51.5 million and
$30.7 million, respectively, of trade accounts gdgand accrued employee compensation. The increkdes to the continued growth of the
Company’s business during 2002, including the impathe Kenan Business acquisition.

Deferred Revenues. As of December 31, 2002 and 2001, the Compandy$d 7.5 million and $10.1 million, respectively deferred
revenues, with the increase primarily due to thedteBusiness acquisition. A substantial percentgiee December 31, 2002 deferred
revenue balance consists of deferred software sraanice revenues, which are recognized to revetatdyaver the service period. See N
2 to the Company’s Consolidated Financial Statemfamtadditional detail of deferred revenue by rmesource as of December 31, 2002
and 2001. The Company recorded certain deferreshres as part of its purchase accounting for treK&usiness acquisition. Those
deferred revenues represent the estimated faiealthe contractual obligations assumed by the fizmy as of the acquisition date to
complete various professional service contractssafiivare maintenance contracts. As the Compariyi§uhese obligations, it recognizes
the appropriate amount of revenue.

Other Non-current Liabilities. As of December 31, 2002 and 2001, the Companyother non-current liabilities of $9.0 milliondan
zero, respectively, with the increase related prilyéo restructuring reserves related to the fded abandonments, as discussed in Notes 3
and 6 to the Company’s Consolidated Financial States.

Deferred Employee Compensation As of December 31, 2002 and 2001, the Compadydeferred employee compensation of $3.9
million and zero, respectively, with the increaskated to restricted stock grants made in 2008jszsissed in Note 11 to the Company’s
Consolidated Financial Statements.

Cash Flows. The Company'’s net cash flows from operatingviigs for the year ended December 31, 2002 ar®d 2@ere $88.1
million and $180.1 million, respectively. Approxitesy $37.3 million of the decrease between peretistes to the Company’s agreement to
extend the payment terms on a large software tcéinsaacross its 2000 yearend, thus distortingcish flows from operations for 2001.
Factoring out the impact of scheduling this paynaambss yearend, cash flows from operations fod 208uld have been $142.8 million. The
remaining decrease in cash flows from operatiotade® primarily to a reduction in earnings betwperiods.

The Company’s net cash flows used in investingsdiets totaled $234.3 million for the year endedcBmber 31, 2002, compared to
$87.3 million for the year ended December 31, 2@dlincrease of $147.0 million. The increase betwssiods relates primarily to the
increase in acquisitions of $251.3 million
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between years (principally, the Kenan Busines$$ebby a decrease in capital expenditures of 8illibn, and a decrease of $94.8 million
related to short-term investment activities.

The Company’s net cash flows provided by finan@ngvities was $214.0 million for the year ended:®maber 31, 2002, compared to
the use of $95.2 million for the year ended Decam3fie 2001, an increase of $309.2 million. The éase between periods can be attributed
to: (i) the Company borrowing $300.0 million todimce the Kenan Business acquisition and retiggrégious bank debt; and (ii) a decreas
stock repurchases between years of $90.5 millibis fiet increase is offset by an increase in dapinents of $43.1 million (including
deferred financing costs), and a reduction in pedsefrom the exercise of stock options and warretween periods of $38.2 million.

Adjusted EBITDA. Adjusted Earnings before interest, taxes, daatien and amortization (“Adjusted EBITDA”) for 2@ was $178.5
million compared to $203.9 million for the sameipédrin 2001, a decrease of 12.4%. In the Compaggraings news release for the quarter
and year ended December 31, 2002, which was datedhdy 28, 2003, as well as other public discusssimce that date, the Company
disclosed quarterly and annual Adjusted EBITDA 46 % million and $184.1 million, respectively. Asesult of the Compang’final audit o
its financial statements which was completed suliseito the earnings release date, the Compansetiased the quarterly and annual
Adjusted EBITDA amounts by $5.6 million. As a resthe final Adjusted EBITDA for the quarter aneéthear ended December 31, 2002 is
$40.9 million and $178.5 million (as disclosed lvelo

The Company’s Adjusted EBITDA calculation preserftede is defined by the Company’s current credififs, which may differ from
the EBITDA calculation for other companies. The Qamy’s Adjusted EBITDA is calculated by beginninghanet income, adding back: (i)
income tax provision; (ii) interest expense; (@§preciation and amortization; (iv) acquisitionateld expenses (to include the Kenan Business
acquisition-related expenses); (v) any extraorginanusual or non-recurring expenses or lossesctwhily definition in the Company’s credit
facility, include the restructuring charges); auij &ny other non-cash charges, and subtractipint@rest income; (ii) any extraordinary,
unusual or non-recurring income or gains; (iii) anlger non-cash income; and (iv) any cash paynmaatie in subsequent periods related to
any extraordinary, unusual or non-recurring expsmsdosses. Adjusted EBITDA is presented here¢ mpresents one of the Company’s
primary measures of its debt service ability ana $$gnificant component of the Company’s debtiage ratio, for which many of the
provisions of the Company'’s credit facility are dagent upon. Adjusted EBITDA is not intended torespnt cash flows for the periods in
accordance with accounting principles generallyepted in the U.S. Adjusted EBITDA includes certaim-cash revenue and expense items
as a result of the purchase accounting for the K&wsiness acquisition. Reconciliation of the Conya Adjusted EBITDA to net income
and cash flow from operations is as follows (inubands):

Year Ended December 31,

2002 2001 2000
Net income $ 44.61¢ $ 11392 $ 90,46¢
Income tax provisiol 42,92¢ 69,52 54,73¢
Interest expens 14,03: 3,03¢ 5,80¢
Depreciation and amortizatic 38,86 22,56¢ 18,73(
Kenan Business acquisiti-related expense 29,957 — —
Restructuring charges ( 7,137 — —
Interest incom (1,90€) (4,46€) (5,767
Stocl-based compensatic 1,41: — 48
Other nor-cash charges (incom 1,48¢ (711) —
Adjusted EBITDA $ 178,53 $ 203,87: $ 164,02¢

(1) This reconciling item relates to the 1-cash portion of the restructuring charg
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Year Ended December 31,

2002 2001 2000
Cash flows from operatior $ 88,12« $ 180,090 $ 66,764
Income tax provisiol 42,92¢ 69,52 54,73¢
Changes in operating assets and liabili 24,74« (29,067) 56,95!
Kenan Business acquisiti-related expenses ( 8,751 — —
Deferred income taxe 60C (8,75€) (4,450
Tax benefit of stock options exercis (449 (13,087 (9,359
Interest Incom: (1,90€) (4,46€) (5,767
Interest Expens 14,03: 3,03¢ 5,80¢
Other 1,70¢ (3,419 (660)
Adjusted EBITDA $ 178,53 $ 203,87: $ 164,02¢

(2) The reconciling item for the Kenan Business actjoisirelated expenses relates to certain cash iteatsare added back in determining
Adjusted EBITDA.

Long-Term Debt. The balance of the Company’s long-term deltfd3ecember 31, 2002 is $270 million. As a restih @oluntary
principal prepayment in March 2002 of $30 millidhe next principal payment of $1.1 million is schled for March 31, 2003. The total
scheduled principal payments for 2003 are $16.4amil The interest rates for the long-term debtdresen at the option of the Company and
are based on a base rate or LIBOR rate, plus ditaple margin. The Company’s credit facility hasprepayment penalties and requires
mandatory prepayments if particular events ocaiduding: (i) certain sales or issuances of the gamy’s Common Stock; (ii) the incurren
of certain indebtedness; (iii) the sale of assetgpt in the ordinary course of business; (iv) petts received as a result of the termination of
material processing services contracts; and (vatihgevement of a certain level of excess cashsfi@s defined in the credit facility). The
Company is not subject to any mandatory prepaymnaritss time, and does not expect to be subjestith prepayments in 2003. See Note 5
to the Company’s Consolidated Financial Statemfemta full discussion of the Company’s long-ternbte

Stock Repurchase Program.In August 1999, the Company’s Board of Direstapproved a stock repurchase program which
authorized the Company at its discretion to purehgsto a total of 5.0 million shares of its Comn®inck from time-to-time as market and
business conditions warrant. In September 2001Btaed of Directors amended the program to autkdhiz Company to purchase up to a
total of 10.0 million shares. As of December 31020he Company had repurchased a total of 6.3omiflhares at a total price of $199.7
million (weighted average price of $31.51). At Dexteer 31, 2002, the total remaining number of shaveslable for repurchase under the
program totaled approximately 3.7 million shardse Tompany’s credit facility restricts the amouh€ommon Stock the Company can
repurchase under its stock repurchase programQarfifon, subject to certain limitations as spesifin the credit facility. See Note 10 to the
Company’s Consolidated Financial Statements foitiael details of the stock repurchase program.

Capital Resources. The Company continues to make significant itmesits in client contracts, capital equipment, lites, research
and development, and at its discretion, may coatioumake stock repurchases under its stock regsecprogram. In addition, as part of its
growth strategy, the Company is expanding its idgonal business and is continually evaluatinggeptial business and asset acquisitions.
The Company had no significant capital commitmestef December 31, 2002. The Company believes#sdt generated from operating
activities, together with its current cash and oaghivalents, and the amount available under Vtslvéng credit facility, will be sufficient to
meet its anticipated cash requirements for bothitst and long-term purposes. The Company alseves it has additional borrowing
capacity and could obtain additional cash resousgesmending its current credit facility, howevisre interest rates for any additional
indebtedness would likely be higher than the cumrates.
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Off-balance Sheet Arrangements and Material ConitraicObligations. In January 2003, the SEC issued final rulestvinill require
disclosures of material off-balance sheet arrangésrend aggregate information regarding materiatractual obligations as of the most
recent balance sheet date in a single locationD&. The new rules are effective for the Compan33 Annual Report on Form 10-K.
The disclosures below are based on the requireroétite new rules.

As of December 31, 2002, the Company did not hayenaaterial off-balance sheet arrangements. THevfolg table summarizes the
payments due by year for the Company’s materiairaotual obligations as of December 31, 2002 (Guffands):

2003 2004 2005 2006 2007 2008 + Total
Long-term debt $ 16,37C $ 25,087 $ 31,337 $ 32,89¢ $ 125300 $ 39,028 $ 270,00(
Operating lease 23,20( 19,10( 17,50( 12,60( 10,00¢( 38,10( 120,50(
Other lon¢-term liabilities 6,07: 2,46¢€ 391 17 16 75 9,03¢

Total $ 45,647 $ 46,647 $ 49,22: $ 4551( $ 13531t $ 77,20 $ 399,53

The Company did not have any material capital leddigations or purchase obligations as of Decer8tie2002. The Company’s long-
term debt is discussed in more detail in Note théeoCompany’s Consolidated Financial Statements.ddmpany’s operating leases are
discussed in more detail in Note 9 to the Compa@yssolidated Financial Statements. The other tengliabilities consist primarily of
reserves related to abandonment of facilities, Whi® discussed in Notes 3 and 6 to the Compargrsdlidated Financial Statements.

Market Risk

The Company is exposed to various market riskdidiieg changes in interest rates, foreign curremahange rates, and fluctuations
and changes in the market value of its slemd investments. Market risk is the potential lagsing from adverse changes in market rate:
prices. The Company has not historically enter¢al drerivatives or other financial instruments f@ding or speculative purposes.

Interest Rate Risk. As of December 31, 2002, the Company had lengr-debt of $270.0 million, consisting of a Tranéh&erm
Loan (“Tranche A”") with an outstanding balance #0%.3 million, a Tranche B Term Loan (“Tranche Bfith an outstanding balance of
$162.7 million, and a $100 million revolving crethtility (the “Revolver”), with an outstanding lzedce of zero. The scheduled principal
payments for Tranche A and Tranche B are as folignvthousands):

2003 2004 2005 2006 2007 2008 Total

Tranche A Loar $ 15,137 $ 23,43¢ $ 29,68¢ $ 31,25( $ 7,81 — $ 107,32!

Tranche B Loat 1,23¢ 1,64: 1,64: 1,64 117,48t 39,02t $ 162,67
Total Payment $ 16,37( $ 25,087 $ 31,337 $ 32,89: $ 125300 $ 39,02t $ 270,00(

The interest rates for the Revolver and the twodias of term loans are chosen at the option oftmepany and are based on a base
rate or LIBOR rate, plus an applicable margin. Bhee rate represents the higher of the floatinggrate for domestic commercial loans and
a floating rate equal to 50 basis points in exoé$be Federal Funds Effective Rate. The applicaidegin for the Tranche B Loan is 1.50%
for base rate loans and 2.75% for LIBOR loanstierdntire term of the credit agreement. The applécenargins for the Revolver and
Tranche A are dependent upon the Company’s levesdipeand can range from 0.75% to 1.50% for baselpans and 2.00% to 2.75% for
LIBOR loans. For 2002, the applicable margins Ffar Revolver and Tranche A were 1.25% for baseloates and 2.50% for LIBOR loans,
and the Company expects the applicable margin®d08 to remain at these levels, based on the Coyigamrrent financial projections. The
Company
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believes the carrying amount of the Company’s lergs debt approximates its fair value due to timeytterm debt’s variable interest rate
features.

The Company has historically selected LIBOR loassdpposed to base rate loans) as the basis farmdeing its interest rates for its
long-term debt, and the Company expects to contionugilize LIBOR loans in the foreseeable futuree Company has the option of
selecting the length of time (ranging from onewelt’e months) that it locks in the LIBOR contraate. For the six months ended September
30, 2002, the interest rates for Tranche A and dlrarB were based upon a contracted LIBOR rate38%2.(for a combined interest rate of
4.88% for Tranche A and 5.13% for Tranche B). lhersix months ended March 31, 2003, the interéss far Tranche A and Tranche B are
based upon a contracted LIBOR rate of 1.76% (fmwrabined interest rate of 4.26% for the Tranchend 4.51% for Tranche B). The
weighted-average interest rates (LIBOR plus appleaargins) on Tranche A and Tranche B was apprataly 4.96% during 2002. The
Company expects to enter into similar length LIB@ftracts during 2003 as a means to manage itegttate risk on the long-term debt. In
addition, the Company continually evaluates wheth&nould enter into derivative financial instrumas an additional means to manage its
interest rate risk but as of the date of this §lihas not entered into such instruments.

As of December 31, 2001, the Company had lerg: debt of $31.5 million. This debt was retirad-ebruary 2002 with a portion of 1
proceeds from the Tranche A and Tranche B loanis. rétired debt had similar variable interest fatgures as the Tranche A and Tranche B
loans discussed above, with the interest rate baisedprime interest rate or LIBOR rate plus anliapple margin, with the applicable margin
dependent upon the Company’s leverage ratio. Thicaple margin for both the prime rate and LIBGferwas 0.50% as of December 31,
2001. The Company utilized LIBOR loans with simitantract lengths as discussed above for the TemAcind Tranche B loans as the
primary means to manage its interest rate riskhmlong-term debt. The weighted-average intemsisr(LIBOR plus applicable margin) on
this long-term debt during 2001 was approximateB#& The Company did maintain an interest rateacafreement (expired in September
2002) as an additional means to manage the intexestisk on this long-term debt.

The Company'’s interest rate risk for its long-tatebt has increased between December 31, 2002 &idp2inarily due to the $238.5
million increase in the long-term debt balance lestwperiods. See Note 5 to the Company’s Consetidéinancial Statements for additional
description of the Company’s long-term debt.

Foreign Exchange Rate Risk.The Company’s percentage of total revenuesrgégtoutside the U.S. for the years ended December
31, 2002, and 2001 was 25% and 2%, respectiveti, tié increase attributable to the Kenan Busiaegsisition in February 2002. Prior to
the Kenan Business acquisition, the Company’'s §oreurrency transactions related almost entirefpéooperations conducted through its
United Kingdom (“UK") subsidiary, CSG Internationamited (“CSGI"). CSGI'’s transactions were exealifgimarily within the UK and
generally were denominated in British pounds ar8. dollars. Exposure to variability in foreign amcy exchange rates was not significant
due to the small amount of the Companlgusiness conducted outside the U.S, and wasfurthigated by the fact that purchases and sa
the UK were typically in the same currency with gédmmaturity dates and amounts and certain traiwacwere denominated in U.S. dollars.

The Company expects that in the foreseeable futiieepercentage of its total revenues to be geseb@itside the U.S. will be
comparable to that of 2002. The Company has beeoare exposed to the impact of the changes in foreigrency exchange rates as a r
of the expansion of its international business. Thenpany has not historically utilized derivatiweaincial instruments for purposes of
managing its foreign currency exchange rate riskaAyeneral rule, the Company'’s revenue contraetdenominated in U.S. dollars. Thus,
any decline in the value of local foreign currescgainst the U.S. dollar will result in the Comygamroducts and services being more
expensive to a potential foreign buyer, and in ¢hiastances where the Company’s goods and seivasasalready been sold, could result in
the accounts receivable being more difficult tdexil The Company does at times enter into reveobuag&acts that are denominated in the
currency of the country in which it has substantiperations, principally the United Kingdom, Brazihd Japan. This practice serves as a
natural hedge to finance the expenses incurrdibsetlocations. The Company is currently evaluatihgther it should enter into derivative
financial instruments for the purposes of manadgsfpreign

48



currency exchange rate risk. A hypothetical adversage of 10% in yearend exchange rates woultiana a material impact upon the
Company’s results of operations.

Market Risk Related To Short-term Investment3he Company’s cash and cash equivalents agcébber 31, 2002 and 2001 were
$94.4 million and $30.2 million, respectively. TBempany’s cash balances are typically “swept” mernight money market accounts on a
daily basis, and at times, are placed into somelehger term cash equivalent instruments. The Cappas minimal market risk for its cash
and cash equivalents due to the relatively shoturitees of the instruments.

The Company'’s short-term investments as of Dece®bg2002 and 2001 were $1.0 million and $53.4iom|lrespectively. The
Company does not utilize any derivative finanamtiuments for purposes of managing its markesniskated to short-term investments. The
Company generally invests its excess cash balandew-risk, short-term investments to limit itsgosure to market risks. Currently, the
Company utilizes short-term investments as a meaimvest its excess cash only in the U.S. Thetdagay management of the Company’s
short-term investments is done by the money managebranch of one of the largest financial insiitas in the U.S. This financial
institution manages the Company’s short-term irmesits based upon strict and formal investment gjneieestablished by the Company.
Under these guidelines, investments are limiteaigbly liquid, short-term government and corporsgeurities that have a credit rating of A-
1/ P-1 or better.
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Stockholders
CSG Systems International, Inc.:

We have audited the accompanying consolidated balsineet of CSG Systems International, Inc. (a\kela corporation) and
Subsidiaries as of December 31, 2002, and thesbtainsolidated statements of income, stockholaepsity and cash flows for the year then
ended. These consolidated financial statementthanesponsibility of the Company’s management. @sponsibility is to express an
opinion on these consolidated financial statemeased on our audit. The consolidated financiakstants of CSG Systems International,
and Subsidiaries as of December 31, 2001, andhéotvio years in the period ended December 31, 208k audited by other auditors who
have ceased operations. Those auditors expressetaalified opinion on those consolidated finahstatements in their report dated
February 28, 2002.

We conducted our audit in accordance with audisitagndards generally accepted in the United Stdtdmerica. Those standards
require that we plan and perform the audit to ebtaasonable assurance about whether the finataieiments are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesused and significant estimates made by marnageas well as evaluating the overall
financial statement presentation. We believe thatadit provides a reasonable basis for our opinio

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the financial position of
CSG Systems International, Inc. and Subsidiaried &ecember 31, 2002 and the results of theirapers and their cash flows for the year
then ended, in conformity with accounting princgtgenerally accepted in the United States of Amaeric

As discussed above, the 2001 and 2000 consolifiateutial statements of CSG Systems Internatidnal,and Subsidiaries were
audited by other auditors who have ceased opertimdescribed in Note 4, the Company changeddhwgosition of its reportable
segments during the year ended December 31, 2662ha amounts in the 2001 and 2000 consolidatedhfial statements relating to
reportable segments have been restated to conéottne 2002 composition of reportable segments. Wdéited the adjustments that were
applied to restate the disclosures for reportabignents reflected in the 2001 and 2000 consolidatadcial statements. In our opinion, such
adjustments are appropriate and have been proggplied. However, we were not engaged to auditevevor apply any procedures to the
2001 and 2000 consolidated financial statemen@S§s Systems International, Inc. other than witlpeesto such adjustments, and
accordingly, we do not express an opinion or afhgioform of assurance on the 2001 and 2000 cordetidinancial statements taken as a
whole.

KPMG LLP

Denver, Colorado
March 20, 2003
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To CSG Systems International, Inc.:

We have audited the accompanying consolidated balsineets of CSG Systems International, Inc. (avilale corporation) and
Subsidiaries as of December 31, 2001 and 2000theniklated consolidated statements of incomekitdders’ equity and cash flows for
each of the three years in the period ended DeceBih001. These financial statements are theresiipility of the Company’s
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with audiiagdards generally accepted in the United Statesse standards require that we
plan and perform the audit to obtain reasonablerasse about whether the financial statementsraeedf material misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarsteements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgg the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, financial position of CSG Systems
International, Inc. and Subsidiaries as of Decendtie2001 and 2000, and the results of their ofmrstand their cash flows for each of the
three years in the period ended December 31, 20@bnformity with accounting principles generadlgcepted in the United States.

A RTHURA NDERSENLLP

Omaha, Nebraska,
February 28, 2002

The report of Arthur Andersen LLP (Andersen) isogyof a report previously issued by Andersen dortrary 28, 2002. We have not
been able to obtain a re-issued report from Anderae Andersen has ceased operations. As a résdirsen has not consented to the
inclusion of its report in this Annual Report onrffol10-K. The report of Andersen refers to a comlstéd balance sheet as of December 31,
2000 and statements of income, stockholders’ equitycash flows for the year ended December 319 h69included herein. Because
Andersen has not consented to the inclusion @éjisrt in this Annual Report on Form K)-it may be more difficult for you to seek remes
against Andersen and your ability to seek reliefiast Andersen may be impaired. The financial statés have been revised to reflect the
changed composition of the Company’s reportablensexs for the years ended December 31, 2001 ar@tdGnform to the 2002
composition of reportable segments.
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CSG SYSTEMS INTERNATIONAL, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amouni

December 31,
2002 2001
ASSETS
Current asset:
Cash and cash equivale $ 94,42« $ 30,16¢
Shor-term investment 1,01z 53,43¢
Total cash, cash equivalents and s-term investment 95,437 83,59¢
Accounts receivab—
Trade—
Billed, net of allowance of $12,079 and $6,: 160,41 92,41¢
Unbilled and othe 28,85¢ 14,257
Purchased Kenan Business accounts recei 602
Deferred income taxe 8,35¢ 5,54¢
Other current asse 10,56¢ 8,67¢
Total current asse 304,23t 204,49¢
Property and equipment, r 46,44: 42,91
Client contracts, ne 63,80¢ 67,01:
Software, ne 50,47¢ 3,38
Goodwill 220,06! 13,46
Deferred income taxe 37,16: 40,39¢
Other asset 9,12¢ 2,381
Total asset $ 731,31 $ 374,04t
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Current maturities of lor-term deb $ 16,37( $ 31,50(
Client deposit: 16,35( 14,56¢
Trade accounts payak 24,81( 11,40¢
Accrued employee compensati 26,707 19,32¢
Deferred revenu 45,411 9,85(
Accrued income taxe 30,46¢ 17,21¢
Other current liabilitie: 24,33 19,84¢
Total current liabilities 184,45: 123,71(
Non-current liabilities:
Long-term debt, net of current maturiti 253,63( —
Deferred revenu 2,09( 28¢
Other noi-current liabilities 9,03¢ —
Total nor-current liabilities 264,75¢ 28¢
Commitments and contingenci
Stockholder' equity:
Preferred stock, par value $.01 per share; 10,000s0ares authorized; zero shares issued and roditsg; — —
Common stock, par value $.01 per share; 100,006;0afks authorized; 11,028,555 and 9,414,623 shares
reserved for employee stock purchase plan and gteektive plans; 51,726,528 and 52,663,852 shares
outstanding 577 57t
Additional paic-in capital 255,45:; 252,22
Deferred employee compensat (3,909 —
Treasury stock, at cost, 5,979,796 and 4,850,98fes (186,045 (180,959
Accumulated other comprehensive income (Ic
Foreign currency translatic 1,06(C (792
Unrealized gain (loss) on sh-term investments, net of t: (6) 134

Accumulated earning 214,97: 178,86¢




Total stockholdel' equity 282,10! 250,04¢

Total liabilities and stockholde’ equity $731,31°  $ 374,04t

The accompanying notes are an integral part oktheasolidated financial statements.
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CSG SYSTEMS INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share amount:

Year Ended December 31,

2002 2001 2000
Revenues
Processing and related servis $ 373,03: $ 339,25¢ $ 294,80¢
Software 68,37¢ 72,35( 70,37¢
Maintenance 89,07¢ 15,80¢ 13,97:
Professional service 80,44¢ 49,49: 19,731
Total revenue 610,93. 476,90¢ 398,89!
Expenses
Cost of processing and related servi 141,06¢ 121,98 107,02:
Cost of software and maintenar 57,58( 32,674 36,40¢
Cost of professional servic 64,34 21,35¢ 8,107
Total cost of revenue 262,99: 176,01! 151,53
Gross margin (exclusive of depreciatic 347,94( 300,89: 247,35¢
Operating expense
Research and developm 73,67¢ 52,22 42,33¢
Selling, general and administratiy
Selling, general and administrati 111,59: 51,527 47,01¢
Amortization of goodwill — 622 643
Depreciatior 18,83¢ 14,54¢ 12,071
Restructuring charge 12,72 — —
Kenan Business acquisiti-related expense 29,957 — —
Total operating expens 246,78: 118,91¢ 102,07¢
Operating incom: 101,15° 181,97! 145,28
Other income (expense
Interest expens (14,037 (3,039 (5,809
Interest and investment income, 1,90¢ 4,46¢ 5,761
Other (1,48¢) 39 (32
Total othet (13,619 1,467 (79
Income before income tax 87,54 183,44. 145,20:
Income tax provisiol (42,926 (69,527 (54,739
Net income $ 44,61¢ $113,92: $ 90,46¢
Basic net income per common she
Net income available to common stockholc $ 0.8¢ $ 2.1t $ 1.7C
Weighted average common sha 52,11¢ 52,89: 52,20
Diluted net income per common she
Net income available to common stockholc $ 0.8t $ 2.0¢ $ 1.6C
Weighted average diluted common shz 52,52¢ 54,63¢ 56,68(

The accompanying notes are an integral part oktheasolidated financial statements.
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BALANCE, December 31, 19¢
Comprehensive incom
Net income
Unrealized losses on shdgrm
investments (net of tax benefit
of $211)
Foreign currency translation
adjustment:
Comprehensive inconr
Amortization of deferred stock
based employee compensatic
expense
Repurchase of common sto
Exercise of stock optior
Exercise of stock warran
Payments on notes receivable
from employee stockholde
Purchase of common stock
pursuant to employee stock
purchase pla
Tax benefit of stock options
exercisec

BALANCE, December 31, 20C
Comprehensive incom
Net income
Reclassification adjustment for
loss included in net income
(net of tax benefit of $19¢
Unrealized gains on short-ter
investments (net of tax
provision of $19'
Foreign currency translation
adjustment:
Comprehensive incomr
Repurchase of common sta
Exercise of stock optior
Exercise of stock warran
Purchase of common stock
pursuant to employee stock
purchase pla
Tax benefit of stock options
exercisec

BALANCE, December 31, 20C
Comprehensive incom
Net income
Reclassification adjustment for
gain included in net income
(net of tax benefit of $12
Unrealized losses on shagrm
investments (net of tax
provision of $25'
Foreign currency translation
adjustment:
Comprehensive incomr
Repurchase of common sto
Exercise of stock optior
Restricted common stock
granted under equity
compensation plar
Amortization of deferred stock
based employee compensatic
expense
Purchase of common stock
pursuant to employee stock
purchase pla
Tax benefit of stock options
exercisec

BALANCE, December 31, 20C

CSG SYSTEMS INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS * EQUITY

For the Years Ended December 31, 2002, 2001 and 2
(in thousands)

Notes

Receivable ant

Unrealized

Gains

Shares of Deferred (Losses) or
Common Common  Additional Compensation Foreign Short- Accumulated Total
Stock Common Stock Paid-in Related to Treasury Currency Term Earnings Stockholders’
Outstanding Stock  Warrants Capital Employees Stock Translation  Investments (Deficit) Equity
51,63¢ $ 522 $ 26,14 $ 136,37. $ (163 $ (20,37) $ (120) — 8 (25,527 $ 116,86:
— — — — — — — — 90,46¢ —
— — — — — — — (350) — —
— — — — — — (534) — — —
— — — — — — — — — 89,58t
— — — — 48 — — — — 48
(1,110 — — — — (51,129 — — — (51,129
971 10 — 13,17¢ — — — — — 13,18¢
1,00( 10 (8,71%) 20,70t — — — — — 12,00(
— — — — 11& — — — — 11t
30 — — 1,13¢ — — — — — 1,13¢
— — — 9,35¢ — — — — — 9,35¢
52,53( 542 17,43( 180,75( — (71,49) (654) (350) 64,947 191,16¢
— — — — — — — — 113,92: —
— — — — — — — 33t — —
— — — — — — — 14¢ — —
— — — — — — (13¢) — — —
— — — — — — — — — 114,26
(3,020) — — — — (109,46)) — — — (109,46.)
1,11¢ 12 — 15,70« — — — — — 15,71¢
2,00( 20 (17,430 41,41( — — — — — 24,00(
36 — — 1,27¢ — — — — — 1,27¢
— — — 13,08: — — — — — 13,08:
52,66¢ 57& — 252,22: — (180,95¢) (792) 134 178,86¢ 250,04
— — — — — — — — 44,61¢ —
_ _ _ _ _ _ _ (49) _ _
_ _ _ _ _ _ _ (91) _ _
— — — — — — 1,85: — — —
— — — — — — — — — 46,33(
(1,573) — — — — (18,919 — — — (18,919
80 2 — 1,16¢ — — — — — 1,16¢
44t — — — (5,317%) 13,83: — — (8,51%) —
— — — — 1,41¢ — — — — 1,41¢
111 — — 1,61¢ — — — — — 1,61¢
— — — 44¢ — — — — — 44¢
51,72 $ 577 $ — $ 25545 $ (3,909 $(186,04) $ 1,06 $ 6) $ 21497 $ 282,10




The accompanying notes are an integral part oktheasolidated financial statements.
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CGS SYSTEMS INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Cash flows from operating activitie
Net income

Adjustments to reconcile net income to net caskigeal by operating activiti—

Depreciatior
Amortization
Charge for i-process purchased research and develop
Restructuring charges for abandonment of facil
Amortization of reserve for abandonment of faak
(Gain) loss on shc-term investment
Deferred income taxe
Tax benefit of stock options exercis
Stocl-based employee compensat
Impairment of intangible asse
Changes in operating assets and liabilii
Trade accounts and other receivables
Other current and noncurrent ass
Accounts payable, accrued liabilities, and deferes@nue:

Net cash provided by operating activit

Cash flows from investing activitie

Purchases of property and equipm

Purchase of shc-term investment

Proceeds from sale of sh-term investment
Acquisition of assets and businesses, net of caghired
Acquisitions of and investments in client contre

Net cash used in investing activiti

Cash flows from financing activitie

Proceeds from issuance of common si

Proceeds from exercise of stock warre

Repurchase of common sta

Payments on notes receivable from employee stodkhs
Proceeds from lor-term debt

Payments on lor-term debt

Proceeds from revolving credit facili

Payments on revolving credit facili

Payments of deferred financing co

Net cash provided by (used in) financing activi

Year Ended December 31,

Effect of exchange rate fluctuations on c

Net increase (decrease) in cash and cash equis
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Supplemental disclosures of cash flow informat

Cash paid during the period —
Interest
Income taxe:

The accompanying notes are an integral part oktheasolidated financial statements.
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2002 2001 2000
$ 44,61¢  $113,92:  $90,46¢
18,83¢ 14,54¢ 12,07:
22,13¢ 10,00( 7,31%
19,30( — —
6,797 — —
(1,949 — —
(49) 724 —
(600) 8,75¢ 4,45(
44¢ 13,08: 9,35¢
1,417 — 48
1,90¢ — —
(17,870) 29,24¢ (57,809
(2,28%) (3,409 (4,709
(4,58¢€) (6,779 5,567
88,12« 180,09: 66,76¢
(12,666 (20,417 (22,179
(4,207 (106,33) (11,549
56,56¢ 63,86 —
(270,567 (17,750) —
(3,38) (6,629 (1,100
(234,25) (87,26¢6) (34,816
2,78¢ 16,99: 14,32¢
— 24,00( 12,00(
(18,919 (109,46:) (51,08
— — 11C
300,00( — —
(61,500) (26,75¢) (22,749
5,00( —

(5,000) — —
(8,36¢) — —
214,00( (95,226 (47,39))

(3,612) (18%) (482)
64,25¢ (2,58¢6) (15,925
30,16¢ 32,75: 48,67¢
$ 94,42 $ 30,16¢  $ 32,75
$ 12,022 $ 246( $ 5,60¢
$ 30,767 $ 45,98  $36,96!



CSG SYSTEMS INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. General

CSG Systems International, Inc. (the “Company”©6G”), a Delaware corporation, was formed in Octd894. Based in Denver,
Colorado, the Company serves more than 265 telecomnwations service providers in more than 40 coesitiThe Company is a leader in
next-generation billing and customer care solutimnghe cable television, satellite, advanceddPrises, next-generation mobile, and fixed
wireline markets. The Company’s combination of gnoand future-ready solutions, delivered in bottsourced and licensed formats,
enables its clients to deliver high quality custoiservice, improve operational efficiencies anddhpbring new revenue-generating products
to market. The Company is a S&P Midcap 400 compahg. Company serves its clients through its twaajreg segments: the Broadband
Services Division (the “Broadband Division”) anatGlobal Software Services Division (the “GSS Diwig).

2. Summary of Significant Accounting Policies

Principles of Consolidation. The accompanying Consolidated Financial Statésnaclude the accounts of the Company and its
subsidiaries. All material intercompany accounts ansactions have been eliminated.

Translation of Foreign Currency. The Company’s foreign subsidiaries use as foaitional currency the local currency of the
countries in which they operate. Their assets mtfilities are translated into U.S. dollars at #xehange rates in effect at the balance sheet
date. Revenues and expenses are translated atettagya rates of exchange prevailing during theodefiranslation gains and losses are
included in comprehensive income in stockholdegsiity. Transaction gains and losses related todgatepany accounts are included in the
determination of net income.

Use of Estimates in Preparation of ConsolidatedaRicial Statements. The preparation of the accompanying Consolai&iaancial
Statements in conformity with accounting principienerally accepted in the United States (“U.8f"America requires management to m
estimates and assumptions that affect the repartemints of assets and liabilities and disclosur@atingent assets and liabilities at the date
of the financial statements and the reported ansoofitevenues and expenses during the reportingdoekctual results could differ from
those estimates.

Revenue Recognition The Company derives its revenues from the@¥ahg sources (i) processing and related services; (ii) software
licenses; (iii) maintenance fees; and (iv) profesal services. Processing and related serviceauegeconsist primarily of monthly process
fees generated from the Company’s core serviceaurastomer care and billing application called G3GS/BP and services ancillary to
CSG CCS/BP. Software revenues and maintenancedessst of the sale of software licenses and tlae® software maintenance services.
Professional services revenues consist of a vasfetpnsulting services, such as product implent@mtand customization, business
consulting, project management, and training sesri¢he Company uses various estimates and judggimesonnection with the
determination of the amount of revenues to be neieed (in particular for software license fees pnafessional services revenues) in each
accounting period.

For multiple-element arrangements which include diwenore of these revenue sources, the Companyalnaccounts for each of the
individual revenue sources as a separate and thseaenings process considering, among other thimgsther any undelivered element(s) is
essential to the functionality of the deliverednedmt(s). For such multiple-element arrangementsl tevenue is allocated to the various
elements based upon objective and reliable evidehttee fair values specific to the Company’s praduand services.

Revenues are recognized only if the Company detexsrthat the collection of the fees included inghangement is considered
probable (i.e., the Company expects the clientipgll amounts in full when
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CSG SYSTEMS INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

invoiced). In making its determination of colledlity for revenue recognition purposes, the Compeaogsiders a number of factors depen
upon the specific aspects of an arrangement, whephinclude, but is not limited to, the followingiins: (i) an assessment of the client’s
specific credit worthiness, evidenced by its curferancial condition and/or recent operating resutredit ratings, and/or a bankruptcy filing
status (as applicable); (ii) the client’s curreot@unts receivable status and/or its historicahpeyt patterns with the Company (as
applicable); (iii) the economic condition of thalirstry in which the client conducts the majorityitsfbusiness; and/or (iv) the economic
conditions and/or political stability of the countsr region in which the client is domiciled andémmducts the majority of its business. The
determination of collectibility requires significgladgements to be made by the Company.

Processing and related services revenues are ligedgas the services are performed. Processingafeagpically billed monthly based
on the number of client’s customers served, angikk@rvices are typically billed on a per transattbasis, and customized print and mail
services are billed on a usage basis.

Software license fees are recognized using thestjoeb of: (i) American Institute of Certified PidAccountants Statement of Position
(“SOP™) 97-2, “Software Revenue Recognition”, aseawhed (“SOP 97-27); (ii) SOP 98-9, “Software ReveriRecognition, With Respect to
Certain Transactions” (“SOP 98-9"); and (iii) SE@f$ Accounting Bulletin No. 101, “Revenue Recogmit’ (“SAB 101"). The primary
revenue recognition criteria include: (i) evidemé@an arrangement; (ii) delivery; (iii) fixed or @eminable fees; and (iv) collectibility of fees.
For software transactions that have multiple elesjesuch as software and services, the Compangaddls the contract value to the respec
elements based on vendor-specific objective evield¢SOE") of their individual fair values, deterndd in accordance with SOP 97-2. For
those software transactions that have multiple efesfor which the Company does not have VSOEiofdue on one or more of the
delivered elements, the Company allocates the acimalue to the respective elements based upamrsidual method in accordance with
SOP 98-9. Under the residual method, the undisealfiatr value of the undelivered elements is defeand subsequently recognized as they
are delivered. During 2002, a substantial percentdghe Company’s software license arrangements aecounted for using the residual
method in accordance with SOP 98-9.

Arrangements for software license fees consistjpaily of one-time perpetual licenses, but alsdude term license arrangements.
Software licenses are generally sold with some bfpEapacity measurement (e.g., per seat basestekvenue billed, etc.). Software license
fees are typically recognized upon delivery, de@mdpon the nature and extent of the implementadiod/or customization services, if any,
to be provided by the Company, and assuming adirattvenue recognition criteria have been met.

The Company does not provide for rights of retumsts software sales. Payment terms on softwaesgements vary depending upon
several factors, including, among others, the gfzbe client, and the amount of fees includechimarrangement. For substantially all
software license arrangements, payment terms ggner@ude multiple installments, with all paymemgenerally due within one year from
the date of delivery of the software. Softwarense arrangements with extended payment terms é&rgngements in which software fees
not due within one year of the date of deliverghef software) are recognized as the fees becomardlipayable.

The GSS Division’s software arrangements may irelpijects for implementation services that invdignificant production,
modification or customization of the software belivgnsed. Accordingly, revenues related to thedevare arrangements are recognized
over the period the services are provided undepéineentage-of-completion (“POC”) method of accoumtn conformity with: (i) SOP 97-2;
(i) Accounting Research Bulletin No. 45, “Long TeConstruction Type Contracts” (“ARB 45”); and (iBOP 81-1, “Accounting for
Performance of Construction Type and Certain Pribdlndype Contracts” (“SOP 81-1").
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CSG SYSTEMS INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Under the POC method of accounting, software lieearsl professional services revenues are recogagtte services are performed. The
Company typically uses hours performed on a pr@edhe basis to determine the percentage of thie @ampleted. The Company’s use of
the POC method of accounting on a project req@stisnates of the total project revenues, totalgqatsjcosts, and the expected efforts
necessary to complete a project. Changes in egtinmady result in revisions to the project-to-dateenue recognized in the period in which
the revised estimates are determined. A numbaetteirial and external factors can affect the Comisagstimates. Provisions for any
estimated losses on uncompleted contracts are imdlde period in which such losses become evident.

For certain software transactions, the Companyagased to “host” the software on Company-ownedard. In accordance with
Financial Accounting Standards Board’s (“FASB”) Bgiag Issues Task Force (“EITF”) Issue No. 00-O3pplication of AICPA Statement
of Position 97-2 to Arrangements That Include thghRto Use Software Stored on Another Entity’s tHaare”, these hosting arrangements
are treated as a separate element of the softwarggament when the client has a contractual tmtake possession of the software at any
time during the hosting period without incurringignificant penalty and it is feasible for the oli¢o either run the software on its own
hardware or contract with another party unrelatetthé Company to host the software.

Software maintenance fees (also known as postacintustomer support, or PCS) are recognized satafalr the service period. The
Company’s maintenance services consist primarilglieht and product support, technical updates,(bug fixes, etc.), and unspecified
upgrades or enhancements. If specified upgradest@ncements are offered in an arrangement, whicre, they are accounted for as a
separate element in accordance with SOP 97-2.

Revenue from professional services billed on a-{mé-materials basis is recognized as the seraigeperformed and as amounts due
from customers are deemed collectible and contadlgtnon-refundable. Revenue from fixed price Idegn contracts is recognized using the
POC method of accounting (as described aboventtividual contracts using hours completed as tlsishia determine the percentage of the
work completed. In instances when the work perfatime fixed price agreements is of relatively shibntation, or if the Company is unable
make reasonably dependable estimates at the oditbet arrangement, the Company uses the comptetgtdact method of accounting
whereby revenue is recognized when the work is ¢etaq.

Deferred Revenue and Unbilled Accounts Receivablélient payments and billed amounts due fromant§ in excess of revenue
recognized are recorded as deferred revenue. Revenagnized prior to the scheduled billing dateec®rded as unbilled accounts
receivable. Deferred revenue as of December 3kebrout by source of revenue, was as follows (@ugands):

2002 2001
Processing and related servii $ 3887 $ 2,432
Software 2,85¢ 2,13¢
Maintenance service 30,99¢ 3,85¢
Professional service 9,76¢ 1,71z

Total $ 47,50 $ 10,13¢

Postage. The Company passes through to its clients ¢seaf postage that is incurred on behalf of thogats, and typically require
an advance payment on expected postage costs. dthemece payments are included in “client depogitshe accompanying Consolidated
Balance Sheets and are classified as currentitiabitegardless of the contract period. The Compeats the cost of postage against the
postage
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reimbursements, and includes the net amount inegsiicg and related services revenues. The Comp@angamcluded that net treatment of
these revenues is appropriate as the Companyerigrglly has little or no credit risk with regacdpgostage, as the Company requires postage
deposits from its clients based on contractualhgeeents prior to the mailing of customer statesidiij has no discretion over the supplier
of postal delivery services; and (iii) is not thénpary obligor in the postal delivery service. Tiogal cost of postage incurred on behalf of
clients that has been netted against processingedatéd services revenues for the years endednilmre31, 2002, 2001 and 2000 was $1
million, $120.1 million and $96.4 million, respegtly.

Realizability of Long-Lived Assets. The Company continually evaluates whether esvantl circumstances have occurred that indicate
the remaining estimated useful life of long-livestets may warrant revision, or that the remainalgrxe of these assets may not be
recoverable. The Company evaluates the recovegabflits longlived assets in accordance with Statement of FiahAccounting Standar
(“SFAS”) No. 144 “Accounting for the Impairment Bisposal of Long-Lived Assets (“SFAS 144")", whitihe Company adopted on January
1, 2001. SFAS 144 superseded SFAS No. 121, “Acoogifior the Impairment of Long-Lived Assets and feng-Lived Assets to Be
Disposed Of”. When deemed necessary, the Companpletes this evaluation by comparing the carryimpant of the assets against the
estimated undiscounted future cash flows associaithdthem. If such evaluations indicate that thiife undiscounted cash flows of long-
lived assets are not sufficient to recover theydagrvalue of such assets, the assets are adjusthdir estimated fair values.

Cash and Cash Equivalents. The Company considers all highly liquid investits with original maturities of three months asi¢o by
cash equivalents.

Short-term Investments and Other Financial Instratee The Company’s short-term investments at Deegr8l, 2002 consist of a
certificate of deposit, with a market value andaginal cost of approximately $1.0 million. The @pany’s short-term investments at
December 31, 2001 consist of commercial paper, aittarket value and an original cost of approxitye#63.4 million.

The Company classifies all of its short-term invesshts as “available-for-sale” in accordance witlASHNo. 115, “Accounting for
Certain Investments in Debt and Equity Securiti&fortterm investments are stated at market value, witbalized gains and losses on ¢
securities included, net of the related incomeetifect, in stockholders’ equity. For all short-teimvestments, unrealized losses that are
considered “other than temporary” are recognizeméaiately in earnings. Realized gains and losseshortterm investments are included
earnings and are derived using the specific ideatibn method for determining the cost of the stmgents.

The Company’s other balance sheet financial inséntmas of December 31, 2002 and 2001 includearasicash equivalents, accounts
receivable, accounts payable, and long-term deditaBse of their short maturities, the carrying am®of cash equivalents, accounts
receivable, and accounts payable approximate filieivalue. The carrying amount of the Companytsglderm debt approximates fair value
due to its variable interest rates. The Company ehot utilize any derivative financial instrumefuds purposes of managing its market risks
related to its financial instruments.

Concentrations of Credit Risk. In the normal course of business, the Compsauexposed to credit risk. The principal concerdregiof
credit risk are cash deposits, short-term investsnand accounts receivable. The Company regulaolyitors credit risk exposures and takes
steps to mitigate the likelihood of these exposuessilting in a loss. The Company places cash dspaih financial institutions it believes
be of sound financial condition. It is the Companiyitent to maintain a low-risk, liquid portfolid short-term investments.

Historically, credit losses on accounts receivdialee been predictable because of the concentratti@venues with a small number of
large, established companies. The Kenan Businggssition (see Note 3) has
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changed the principal concentration of credit ridlated to accounts receivable, as the Companybasd from having its primary clients
being large, established cable television andlgatebmpanies located in the U.S., to being a wadee of telecommunications service
providers located throughout the world. The Compmbilled accounts receivable balance by geogragon (based on the location of the
client) as of December 31 is as follows (in thowsgn

2002 2001
North America (principally the U.S $ 119,76 $ 98,08:
Europe, Middle East and Africa (principally Eurog 27,05¢ 641
Asia Pacific 15,95¢ —
Central and South Americ 9,71« —
Total billed accounts receivak 172,49¢ 98,72¢
Less allowance for doubtful accoul (12,079 (6,310
Total billed accounts receivable, net of allowa $ 16041 $ 92,41¢

The Company does not require collateral or otheursy to support accounts receivable. The Compaualuates the credit worthiness
of its clients in conjunction with its revenue rgadion processes, as discussed above, as wdilt@ggh its ongoing collectibility assessment
processes for accounts receivable. The Companytaiasran allowance for doubtful accounts receivallsed upon factors surrounding the
credit risk of specific clients, historical trenaisd other information. The Company uses varioumasts and judgements in determining the
adequacy of the allowance for doubtful accountsik@ble. The activity in the Company’s allowancedoubtful accounts receivable for the
years ended December 31 is as follows (in thouga

2002 2001 2000
Balance, beginning of ye. $ 6,31C $ 5001 $ 2,97
Additions charged to expen 7,614 2,271 2,791
Reductions for receivables written (1,845 (96¢) (765)

Balance, end of ye: $ 12,07¢ $ 6,31C $ 5,001

Property and Equipment. Property and equipment are recorded at cosit(estimated fair value if acquired in a businessbination)
and are depreciated over their estimated usefes lranging from three to ten years. Depreciatimomputed using the straight-line method
for financial reporting purposes. Depreciation exgeefor all property and equipment is reflectechsaigly in the aggregate and is not
included in the cost of revenues or the other carepts of operating expenses. Depreciation for iretar purposes is computed using
accelerated methods.

Property and equipment at December 31 consistsedbilowing (in thousands):

Useful Lives
(years) 2002 2001

Computer equipmet 3 $ 5381: $ 46,31
Leasehold improvemen 5-10 15,90¢ 6,61
Operating equipmet 35 34,15¢ 31,68:
Furniture and equipme 8 14,91¢ 12,20¢
Construction in proces — 1,67(C 2,56¢
120,46! 99,371

Less—accumulated depreciatic (74,027 (56,46°%)
Property and equipment, r $ 46,44. $ 4291
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Goodwill and Other Intangible Assets.The Company follows the provisions of SFAS 142, “Goodwill and Other Intangible
Assets” (“SFAS 142")n accounting for acquired goodwill and other imgnte assets. Under the provisions of SFAS 142Cthmpany ceast
amortizing goodwill as of December 31, 2001, anden@mortized goodwill that was acquired in bussnesmbinations for which the
acquisition date was after June 30, 2001. Instgaaldwill and other intangible assets with indeéHives are reviewed annually for
impairment. Separate intangible assets that dbane indefinite lives will continue to be amortizexkr their estimated useful lives. The
adoption of this pronouncement did not result inaterial difference in amortization between perj@samortization related to goodwill for
the years ended December 31, 2001 and 2000 wasrilidh in each year. As required by SFAS 142, @wmpany completed its initial
assessment test of its goodwill balances as ddbgtion date and concluded no impairment of golbdedorded as of December 31, 2001
had occurred as of June 30, 2002. Additionally,Gbenpany performed its annual goodwill impairmest tas of September 30, 2002, and
concluded that no impairment of goodwill had ocedras of that date. The Company will continue tamitoo the carrying value of goodwill
through annual impairment tests or whenever a piatémpairment event is noted. If the current emmic conditions within the global
telecommunications industry worsen and/or take éorig recover than anticipated, it is reasonabbsjiile that a review for impairment of 1
goodwill (and/or other related long-lived intangilassets) in the future may indicate that thesstsase impaired, and the amount of
impairment could be substantial.

The changes in the carrying amount of goodwill pgrating segment (see Note 4) for the year endeéibleer 31, 2002 are as follows
(in thousands):

Broadband GSS
Division Division Consolidated
Balance as of January 1, 2C $ 62 $ 1283t $ 13,46
Goodwill acquired during ye: — 202,34 202,34¢
Impairment losse — — —
Effects of changes in foreign currency exchangesrand othe — 4,25¢ 4,25¢
$ 62: $ 21944. $ 220,06!

The Company’s intangible assets subject to amaidiz&onsist of client contracts and software. @llieontracts intangible assets as of
December 31 were as follows (in thousands):

2002 2001
Investment Acquired Investment Acquired
in Client Client Total Client in Client Client Total Client
Contracts Contracts Contracts Contracts Contracts Contracts
Gross carrying amoul $ 100,22t $ 6,531 $106,75¢ $ 98,35¢ $ — $ 98,35¢
Accumulated amortizatio (37,519 (5,440 (42,959 (31,346 — (31,346
Total $ 62,71« $ 1,091 $ 63,80¢ $ 67,01: $ — $ 67,01:

The Company’s client contracts intangible assetg masulted from investments in specific clienateinships, as well as from business
acquisitions. The investments in client contracestgpically made in the form of cash payments,dwinclude other forms of consideration,
including Common Stock Warrants issued in 1997 artbus services performed by the Company on baliafclient in 2001. These
investments are generally provided to new or engstilients as incentives to convert and process ¢thistomers on the Company’s customer
care and billing systems, or for similar future tantual rights to process customers on the Conipaygtems. These client contracts are
being amortized ratably over the lives of the refipe processing
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contracts, which have termination dates that rdraga 2008 through 2012. In accordance with EITRiésBlo. 00-14, Accounting for Certail
Sales Incentives”, which was superseded by EITiel$$0. 01-9, Accounting for Considerations Given by a VendoatGustomer (Includin

a Reseller of the Vendor’s Products)”, for the geamded December 31, 2002 and 2001, the amortizatithe investments in client contracts
has been reflected as a reduction in processingedaiedd services revenues in the accompanyingdlidated Statements of Income.
Amortization related to the investment in clienhtracts for the years ended December 31, 2002,, 200112000, was $6.2 million, $5.4

million and $4.1 million, respectively. Acquiredeit contracts, which at December 31, 2002, reptesgsets acquired in the Kenan Business
acquisition, are being amortized over their estedatseful lives of one year. The amortization afuaied client contracts is reflected in cost
of software and maintenance in the accompanying@atated Statements of Income. Amortization relateacquired client contracts for the
year ended December 31, 2002, was $5.4 mil

Software intangible assets as of December 31 wefellaws (in thousands):

2002 2001
Gross carrying amoul $ 99,06( % 41,00¢
Accumulated amortizatio (48,58:) (37,627

Total $ 50,47¢ $ 3,381

The Company’s software intangible assets relagotovare and similar intellectual property rightsri various business acquisitions,
and from time-to-time, may include capitalizatidrirdernal software and similar product developmargts. The substantial increase in gross
carrying amount of software as of December 31, 2@0tes primarily to the Company’s 2002 acquisiigSee Note 3).

The Company expends substantial amounts on resaadctievelopment (“R&D”), particularly for new pnects or services, or for
enhancements of existing products and servicesinkemnal development of software products thatt@aree licensed by the Company, the
Company follows SFAS No. 86, “Accounting for thesBoof Computer Software to Be Sold, Leased, oef@ilse Marketed” (“SFAS 86”).
SFAS 86 requires that the cost of developing safiviee expensed prior to establishing technolodeadibility, and those costs be capitalized
once technological feasibility has been establisRizghitalization ceases upon general release ofcfieare. For development of software to
be used internally (e.g., processing systems sodfywthe Company follows SOP 98-1, “Accounting tfoe Costs of Computer Software
Developed or Obtained for Internal Use” (“SOP 98-BOP 98-1 requires that the cost of developirityvsoe for internal use be expensed
prior to the application development stage. Themeination of whether internal software R&D costs subject to capitalization in either
case is, by its nature, highly subjective and imeslvarious judgements. The Company expended $7i8i@n, $52.2 million, and $42.3
million, respectively, for internal software R&Dgjects in the years ended December 31, 2002, 20012000. The Company did not
capitalize any internal software R&D costs in tleags ended December 31, 2002, 2001, or 2000. Thw&uwy did not have any capitalized
internal software R&D costs included in its Decem®&, 2002 or 2001 accompaning Consolidated Bal&me®ts.

Amortization of acquired software and capitalizetbéinal software R&D costs begins when the prodatsavailable for general rele:
to clients and is computed separately for eachumogenerally on a straight-line basis over thavested economic life of the product.
Generally, an estimated life of three to five ydargsed in the calculation of amortization. Theoaimation of software is reflected in cost of
software and maintenance in the accompanying Cioladetl Statements of Income.

The aggregate amortization for client contracts softlvare for the years ended December 31, 20a2,,20hd 2000 was $20.1 million,
$7.3 million, and $6.0 million, respectively. Basmuthe December 31, 2002 net
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carrying value of these intangible assets, theneséid amortization for each of the five succeefiswal years ending December 31 will be:
2003—%$20.9 million; 2004—%$19.9 million; 2005—%$18xiillion; 2006—%$15.8 million and 2007—$7.7 million.

The Company does not have any intangible assetisindefinite lives other than goodwiill.

Earnings Per Common Share. The Company follows SFAS No. 128, “Earnings 8leare”, in calculating earnings per share (“EPS”).
Basic EPS is computed by dividing income availableommon stockholders by the weighted average eumibcommon shares outstanding
during the period. Diluted EPS is consistent wité ¢alculation of basic EPS while giving effecaty dilutive potential common shares
outstanding during the period. Basic and dilute&BlRe presented on the face of the accompanyingdlidated Statements of Income. No
reconciliation of the EPS numerators is necessaneaincome is used as the numerators for albgempresented. The reconciliation of the
EPS denominators is as follows (in thousands):

Year Ended December 31

2002 2001 2000

Basic weighted average common shi 52,11¢ 52,89 52,20
Dilutive shares from Common Stock Warra — 23t 2,13¢
Dilutive shares from common stock optic 40¢ 1,51z 2,34(

Diluted weighted average common shg 52,52¢ 54,63¢ 56,68(

At December 31, 2002, 2001, and 2000, common siptikns of 4.5 million, 1.7 million, and 0.3 millisshares, respectively, were
excluded from the computation of diluted EPS beedhe exercise prices of these options were gréd@earthe average market price of the
common shares for the respective periods. Theivbl@ffect of the unvested restricted stock gramis the stock appreciation right (see Note
11) are included with the dilutive effect of commstock options in the above table.

The diluted potential common shares related tdbiemon Stock Warrants were included in the comjartaif diluted EPS for all
quarters the warrants were considered exercis@blef December 31, 2000, all of the warrants wems@lered exercisable. As of February
2001, all warrants had been exercised.

Stock-Based Compensation.The Company accounts for its stock-based cosgigm plans using the intrinsic value method in
accordance with Accounting Principles Board (“APBpinion No. 25, “Accounting for Stock Issued to floyees”, and related
interpretations, and follows the disclosure pravisi of SFAS No. 123, “Accounting for Stock-Basedrpensation” (“SFAS 123”), and
SFAS No. 148, “Accounting for Stock-Based Compensat-Transition and Disclosure” (“SFAS 148At December 31, 2002, the Comp:
had five stock-based compensation plans (see NYte'he Company recorded compensation expense.4fillion, zero, and zero,
respectively, under the intrinsic value methodtfar years ended December 31, 2002, 2001 and 2000.
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Had compensation expense for the Company’s fiveksbased compensation plans been based on theafa@ at the grant dates for
awards under those plans, consistent with the ndethgy of SFAS 123, the Company’s net income andno®me per share available to
common stockholders for the years ended Decemhe&20BPR, 2001 and 2000 would approximate the prméoamounts as follows (in
thousands, except per share amounts):

Years Ended December 31,

2002 2001 2000
Net income, as reporte $ 4461t $ 113,92: $ 90,46¢
Deduct stock based employee compensation expenet the fair valu
based method, net of related tax eff
Compensation expense for stock opti (20,779 (12,199 (11,649
Compensation expense for the employee stock puzghiaa (170 (133) (162)
Net income, pro form $ 33,67« $ 101,59¢ $ 78,66/
Earnings Per Shar
Basic—as reportet $ 08 $ 215 $ 1.7:
Basic—pro forma 0.6t 1.92 1.51
Diluted—as reporte! 0.8t 2.0¢ 1.6C
Diluted—pro forma 0.64 1.8¢ 1.3¢

The fair value of each option grant was estimatethe date of grant using the Black-Scholes opgiocing model, with the following
weighted average assumptions for options grantéueiyears ended December 31, 2002, 2001, and B&sjikctively: risk-free interest rates
of 3.6%, 4.8%, and 6.3%; dividend yield of zerogeet for all years; expected lives of 5.6 year3,y&ars, and 4.0 years; and volatility of
60.0%, 50.0%, and 50.0%.

Comprehensive Income. The components of comprehensive income areatefll in the accompanying Consolidated Stateménts o
Stockholders’ Equity. Foreign currency translatémifustments are not generally adjusted for incared as they relate to indefinite
investments in non-U.S. subsidiaries.

Reclassification. Certain December 31, 2001 and 2000 amounts Ibeee reclassified to conform to the December 8022
presentation.

Accounting Pronouncements Issued But Not Yet Bffect In June 2002, the FASB issued SFAS No. 146ctnting for Costs
Associated with Exit or Disposal Activities”. Thesatement addresses financial accounting and iegddr costs associated with exit or
disposal activities and nullifies EITF Issue No-34'Liability Recognition for Certain Employee Teination Benefits and Other Costs to
Exit an Activity (including Certain Costs Incurré@da Restructuring).” The Company will adopt theyisions of this statement effective
January 1, 2003. The adoption of this statementimpact the Company’s accounting for future exitsposal activities, and generally
requires recognition of a liability for a cost asisted with an exit or disposal activity when trability is incurred, as opposed to when the
entity commits to an exit plan.

In December 2002, the FASB issued SFAS No. 148¢ctfiating for Stock-Based Compensation—Transitioth Risclosure.” This
statement amends SFAS 123 to provide alternatitbade of transition for a voluntary change to thie ¥alue based method of accounting
for stockbased employee compensation. This statement alsndmthe disclosure requirements of SFAS 123 toiregrominent disclosur:
in both annual
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and interim financial statements about the metHatoounting for stock-based employee compensatiaithe effect of the method used on
reported results. The provisions of this statemelating to alternative transition methods and ahdisclosure requirements are effective for
2002. The provisions of this statement relatingterim financial information are effective for tl@®mpanys quarter ending March 31, 20t
The transitional provisions did not have an impacthe accompanying Consolidated Financial Statésrsétnce the Company has not elected
to change from the intrinsic value method to thevalue method.

In November 2002, the FASB issued Interpretation 40"Guarantor’'s Accounting and Disclosure Requieats for Guarantees,
Including Indirect Guarantees of Indebtedness be@t.” This interpretation clarifies the requirentsefor guarantor’s accounting for and
disclosure of certain guarantees issued and oudlisignThe initial recognition and measurement Bmvris are applicable to guarantees issued
or modified after December 31, 2002. The disclosageirements are effective for the Company’s Ddmm31, 2002 financial statements.
The initial recognition and measurement provisisilsimpact how the Company accounts for future qunees, if any. The Company has
incorporated the disclosures requirements of tiierpretation in Note 9.

In October 2002, the EITF published its consengessibn on EITF Issue No. 00-21, “Revenue Arrangemeith Multiple
Deliverables” (“EITF 00-21"). EITF 00-21 providesigance as to what constitutes “separate unite@dunting” in multiple element revenue
contracts. EITF 00-21 only addresses the deterioimaf the separate units of accounting, not theesje revenue accounting for each of the
units once they are identified. The guidelines GAfFE00-21 are effective for revenue transactionsmd into after June 30, 2003. EITF 00-21
does not apply to the Company’s software and sesvi@nsactions that follow the guidelines of S@GR29SOP 98-9 and EITF 00-03, as
discussed above. The Company is currently analyhiegmpact, if any, of adopting EITF 00-21.

3. Business Acquisitions

The Company followed the provisions of SFAS 141ysBess Combinationsfi accounting for the following acquisitions made2i002
and 2001.

Kenan Business Acquisition

Description of the Acquisition. On February 28, 2002, the Company closed amgitsement to acquire the billing and customer care
assets of Lucent Technologies Inc. (“Lucent”). Lnitg billing and customer care business consistagily of: (i) software products and
related maintenance and consulting services aatibiyd.ucent when it purchased Kenan Systems Catiparan February 1999; (ii)
BILLDATS Data Manager mediation software; and (@lgments of Lucent’s client support, product sup@nd sales and marketing
organizations (collectively, the “Kenan Business”).

The Company’s growth strategy includes a commitn@tihe marketing of its products and servicesri@ttonally. The acquisition of
the Kenan Business is consistent with this stratégg Kenan Business is a global provider of cogeet billing and customer care software
and services that enable telecommunications sepvméders to bill their customers for existing amekt-generation services, including
mobile, Internet, wireline telephony, cable teléuis and satellite. The software supports multiplgguages and currencies. The Kenan
Business’ primary product offerings include: (i) @&enan/BP (formerly known as Arbor/BP), a corevargent billing platform; (ii) CSG
Kenan/OM (formerly known as Arbor/OM Order Manag@mgan order management platform; and (iii) CSGalMediation (formerly
known as BILLDATS Data Manager), a billing mediatisoftware product. Historically, a significant pentage of the Kenan Business
revenues have been generated outside the U.S.
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As a result of the Kenan Business acquisitionGbmpany has: (i) added proven products to the Cagipgroduct suite; (ii) added
international infrastructure in Europe, Asia Pacdnd Latin America; (iii) diversified its customieaise by adding approximately 200
customers in approximately 40 countries; (iv) déiféed its product offerings to encompass all segimef the communications market,
including mobile, Internet Protocol, wireline telemy, cable television, and satellite; (v) acquisetid relationships with leading systems
integrators worldwide; and (vi) gained the oppoitiuio leverage the Company’s software solutiorte the Kenan Business’ diverse
customer base.

Purchase Price. At March 31, 2002, the Company estimated thggremgate purchase price at closing on February &®2,20 be
approximately $261.6 million in cash, plus estindai@nsaction costs of approximately $5.1 millidhe aggregate purchase price at that time
was subject to adjustment based upon the resuétsinél audit of the Kenan Business’ net assetsf #ise closing. During the second quarter
of 2002, the Company received the final audit ef Kenan Business’ net assets. As a result of thdit,d_ucent refunded to the Company
approximately $10.7 million, reducing the aggregatechase price to $250.9 million, plus transactiosts of approximately $5.1 million.

The amount refunded to the Company is a directirefthe decrease in Kenan Business’ net assetdet@rmined by the final audit of those
net assets. The audited financial statements diéman Business were included in the Company’s F1#A filed on May 14, 2002.

Subsequent to the acquisition date, the Companyneed the process of obtaining certain informatiwait the Company believed was
necessary to finalize the purchase accountingudliic valuations of the acquired intangible asaatban assessment of the fair value of the
purchased Kenan Business accounts receivable. @otiminsecond quarter of 2002, the valuation repeete finalized and the assessment of
the fair value of the Kenan Business accounts vabé was completed. Based on the results of ttaé &udit, the finalization of the valuation
reports and the receipt of other information neagsto finalize the purchase accounting, the pwsehaice premium related to the acquisition
of the Kenan Business reported at March 31, 2002pproximately $265.3 million was adjusted as etBmber 31, 2002 to approximately
$267.2 million. As of December 31, 2002, the Conyplaglieves it has received the necessary informatsubstantially complete its
purchase accounting for the Kenan Business aciguisit

Allocation of Purchase Price  The determination of the estimated fair valiassets acquired and liabilities assumed in theald
Business acquisition requires the use of signitigasigement by the Company’s management. In estably certain estimated fair values, the
Company utilized the services of independent vaduagxperts. The following table summarizes théwestied fair values of the assets
acquired and liabilities assumed at the closinthefacquisition on February 28, 2002 (in thousands)

Current assel $ 62,70(
Fixed asset 9,00(
In-process purchased research and develop 19,30(
Acquired client contract 6,00(
Acquired software 46,60(
Goodwill 195,30

Total assets acquire 338,90(
Current liabilities (74,900
Non-current liabilities (8,000

Total liabilities assume (82,900
Net assets acquire $ 256,00(
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Current assets consist primarily of billed and latliaccounts receivable, which are reduced tecefin estimate for uncollectible
amounts. Fixed assets consist primarily of compedgiipment and leasehold improvements. The fixedtasare being depreciated on a
straight-line basis, over periods ranging from tmeight years.

In-process purchased research and developmentPRpresents research and development of softtestenologies, which had not
reached technological feasibility and have no a#iive future use as of the acquisition date. IRRRI3 expensed in accordance with Financial
Accounting Standards Board (“FASB”) Interpretatiga. 4, “Applicability of FASB Statement No. 2 to Businessnibinations Accounted fi
by the Purchase Method”. The Kenan Business’ IPBfisisted of six projects, the largest projectstedia the newest version of CSG
Kenan/BP ($13.7 million), a new prepay billing offeg ($3.1 million), and two new versions of CSGt®&lediation ($2.0 million). The
Company estimated the fair value of the Kenan BassiniPRD projects, on a project-by-project basisyguan income approach. The risk-
adjusted discount rates applied to the CSG KenargBpay billing and CSG Data Mediation IPRD prétgeanged from 25% to 35%. The
Company is expecting material net cash flows toroemce for all six IPRD projects in 2003.

The acquired client contracts intangible assetesgmts the estimated value of client contractsekiated at the date of the Kenan
Business acquisition. The acquired client contrattmgible asset is being amortized on a strdigktbasis over twelve months.

The acquired software intangible assets repreberggtimated value of the three primary developelriology products of the Kenan
Business: CSG Kenan/BP, CSG Kenan/OM, and CSG Mathation. The acquired software intangible asaetsbeing amortized on a
straight-line basis over sixty months.

Goodwill represents the excess of the purchase foicthe Kenan Business over the net of the ansoasgigned to assets acquired and
liabilities assumed. In accordance with SFAS N&,I&Goodwill and Other Intangible Assets”, goodwalsulting from the Kenan Business
acquisition will not be amortized, but instead,l\wi¢ subject to annual impairment testing. The Camypestimates that approximately 28%
of the Kenan Business goodwill has been allocaiddreign tax jurisdictions where the Company wibt receive a local income tax benefit.
However, the Company may realize an income taxfitamader U.S. tax laws with respect to the fore@dlocated goodwill. Depending upon
the Company'’s taxable income positions within tésgictions where the remaining goodwill residbg, Company may realize income tax
benefits related to the remaining goodwill. The @amy has assigned 100% of the goodwill to the GE&iDn operating segment (which
includes the acquired Kenan Business).

Liabilities assumed consist primarily of deferredenue related to assumed service obligations,smetrelated liabilities (e.g.,
accrued vacation and involuntary severance of Kéhaminess employees terminated immediately upasirgoof the acquisition), and a
liability related to the costs (on a present vdiaeis) of abandoning certain assumed facility keabke deferred revenue amounts represent
the estimated fair value of the obligations the @any assumed at the acquisition date to completiessional services contracts and
software maintenance contracts.

A rollforward analysis of the liability for the abdonment of certain assumed facility leases froenattquisition date through December
31, 2002 is presented below (in thousands). O$¢h#& million liability for the abandonment of cartassumed facility leases as of December
31, 2002, $4.4 million was included in current lidies and $4.7 million was included in non-curtdéinbilities.
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Liability recognized at date of acquisiti $ 10,50(
Amortization of liability for abandonment of fadiks (1,600
Other 20C
Liability as of December 31, 20( $ 9,10(

Kenan Business Acquisition-Related Expensels conjunction with the Kenan Business acqigisitthe Company incurred certain
direct and incremental acquisition-related expenske Company does not expect to incur any additianquisition-related expenses
subsequent to December 31, 2002, as it has cordptstimtegration of the Kenan Business. The adtjoiisrelated expenses for the year
ended December 31, 2002 are presented below (irs&imals).

In-process research and developrm $ 19,30(
Impairment of an existing intangible as 1,90¢
Employeerelated costs (primarily existing CSG employee retiuncy costs and retention bont
for key Kenan Business employe: 3,931
Integration costs (e.g., foreign entity structuripgpcess integration, et 4,361
All other 45%
Total Kenan Business acquisit-related expense $ 29,957

The impairment of an existing intangible assettesl@o a data mediation software asset, which wagiged by the Company in 1998.
As part of the Kenan Business acquisition, the Camgmacquired data mediation software assets wijihriar technology, resulting in the
impairment of the existing software asset.

The results of the Kenan Business’ operations fiftvendate of acquisition (February 28, 2002) throDglaember 31, 2002 have been
included in the accompanying Consolidated Statemlricome. Pro forma information on the Compang'sults of operations for the years
ended December 31, 2002 and 2001, assuming thésdimouof the Kenan Business had been completef tee beginning of each yeatr, is
presented in the table below (in thousands, eXoegter share amounts).

Year Ended December 31,

2002 2001
(unaudited)
Total revenue $ 638,79¢ $ 699,90
Net income 61,527 52,30¢
Diluted net income per common She
Net income available to common stockholc $ 1.17  $ 0.9¢
Weighted average common sha 52,52¢ 54,63¢

The pro forma information for the year ended Decendi, 2002, combines the results of the Companthtoyear ended December
2002, and an estimate of the results of the Kenssirigss for the two months ended November 30, 2d@ifirst two months of Lucent’s first
fiscal quarter). An estimate for these two montlas wecessary as the actual financial informatiothi® Kenan Business was not available to
the Company. The Company estimated the resultparfations for the Kenan Business for the two moatiteed November 30, 2001 by
utilizing historical financial information that hdmen prepared by Lucent on a “carve out” basis fiment’s first quarter of fiscal 2001.
Combining these two months of historical resultstf@ Kenan Business with the Company’s resultsiferyear ended December 31, 2002
(which includes ten months
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of operations for the Kenan Business post acqomjitiresults in the pro forma information reflegtithe Kenan Business as part of the
Company’s results for the entire twelve months eridecember 31, 2002.

The pro forma information for the year ended Decendi, 2001, combines the results of the Companthfotwelve months ended
December 31, 2001, and the results of the KenaimBsss for the twelve months ended September 3@, @0ith September 30, 2001 being
the last day of Lucent’s fiscal year).

The Kenan Business acquisition-related expensesstied above have been excluded from the pro foesudts. The pro forma results
reflect an effective income tax rate of 41%.

ICMS Business Acquisition

Description of the Acquisition. On August 30, 2002, the Company acquired gentaellectual property and client contracts asasiec
with IBM’s Integrated Customer Management Systel@1S”) customer care and billing solution. The ICMEtform is a standalone
solution that offers customer care, provisioniraging and billing and is based on the IBM eSer@eries system. ICMS serves more than 35
customers in 20 countries around the world in tidestelevision, mobile and wireline telephony nedsk The Company acquired ICMS to
increase its client base and further enhance it$gtio of solutions in support of the Company’s@nt international growth strategy.

Purchase Price. The purchase price for the ICMS business wa&s4shillion in cash, plus $0.4 million in acquisiti costs. The
following table summarizes the estimated fair valaéthe assets acquired and liabilities assumé#teadate of acquisition (in thousands):

Acquired software and technolo $ 5,70C
Goodwill 7,10C
Total assets acquire 12,80(
Deferred revenu (2,000
Net assets acquire $ 10,80(

The acquired software and technology intangibletaspresents the estimated value assigned t€t& Isoftware solution, and is
being amortized on a straight-line basis over 3&timm

Gooduwill represents the excess of the purchase prier the net of the amounts assigned to assgtired and liabilities assumed.
Depending upon the Company’s taxable income pasitibhin the jurisdictions in which the goodwillsides, the Company may or may not
realize income tax benefits related to the goodwWitle Company has assigned 100% of the goodwiliédGSS Division operating segment.

The deferred revenue amounts represent the estifeatesalue of software maintenance obligatioret the Company assumed at the
date of acquisition.

The results of operations of ICMS are includedhim accompanying Consolidated Statements of Incomié period subsequent to the
acquisition date. Pro forma information on the Camys results of operations for the years endeceBber 31, 2002 and 2001, to reflect the
acquisition of ICMS, is not presented as ICMS’sufssof operations during those periods are noensltto the Company’s results of
operations.
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Davinci Business Acquisition

Description of the Acquisition. On December 20, 2002, the Company acquired 18fG%e common stock of Davinci Technologies
Inc. (“Davinci”), a Toronto, Canada-based compday $2.4 million in cash (net of $1.0 million in@uired cash), plus $0.1 million in
acquisition costs. The acquisition of Davinci gdve Company ownership of Davinci's m-Catsolution which will be integrated with the
Company’s CSG Kenan/BP product to enhance its mestgelf-care and electronic bill presentment aaghent features. The m-Care
solution, which has been be re-named CSI®tal Care, enables telecommunications serviceigeos to deliver self-care and electronic
billing tools to their customers over the Interaetwirtually any mobile device, in any currency am/ language.

Purchase Price. The following table summarizes the estimatedvalues of the assets acquired and liabilitiesiased at the date of
acquisition (in thousands):

Current assets (net of $1,000 cash acqu $ 80C
Property and equipme 20C
Acquired software and technolo 1,80(C
Total assets acquire 2,80(
Current liabilities (300
Net assets acquire $ 2,50(

In addition to the cash paid at closing, the Davéteck purchase agreement includes provision§)fadditional purchase price
payments of up to $450,000; contingent upon theessful integration of Davinci’s m-Calesolution with CSG Kenan/BP during 2003; and
(i) additional purchase price payments of up ta3%&illion, contingent upon the amount of Compaewyenue associated with Davinci’'s m-
Care™ solution in 2004, 2005 and 2006. As of December2BD2, the additional purchase price payments hatvbeen reflected in the
Davinci purchase price. The contingent paymentkheilrecorded as additional purchase price if ahdnthe events associated with the
contingencies occur.

The acquired software and technology intangibletaspresents the estimated value assigned to Eiavin-Care™ software solution,
and is being amortized on a straight-line basis 88emonths.

The results of operations of Davinci are includethie accompanying Consolidated Statements of ledomthe period subsequent to
the acquisition date. Pro forma information on @wmnpany’s results of operations for the years erdseember 31, 2002 and 2001, to reflect
the acquisition of Davinci, is not presented asibeaits results of operations during those periodsreot material to the Company’s results of
operations.

plaNet Business Acquisition.

Description of the Acquisition. On September 18, 2001, the Company acquirethbldf@he common stock of plaNet Consulting, Inc.
(“plaNet”), a Delaware corporation, for $16.7 nuolii in cash. With over 100 employees located in Canhlebraska and Denver, Colorado,
plaNet provides e-business solutions and servicesable companies to transact business via tamkttand in real-time. At the date of
acquisition, plaNet derived the majority of its eewmes from consulting services. The Company acdjpii@Net primarily to obtain its
assembled management and consulting workforcepgarekthe Company’s professional services capasiliihe results of operations of
plaNet are included in the accompanying Consolii&tatements of Income for the periods subseqoahetacquisition date. Pro Forma
information on the Company’s results of operatifor¢he year ended December 31, 2001, to reflecatiguisition of plaNet, is not presented
as plaNet’s results of operations during that pkisonot material to the Company’s results of opens.
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Purchase Price. The following table summarizes the estimatedvalues of the assets acquired and liabilitiesiased at the date of
acquisition (in thousands):

Current assel $ 1,50(
Property and equipme 40C
Deferred income tax asst 4,30(
Goodwill 12,20(

Total assets acquire 18,40(
Current liabilities (1,700

Net assets acquire $ 16,70(

The deferred income tax assets represent: (i) aperaiting loss carryforward of approximately $&iflion which the Company
believes is more likely than not to be realizedraygoroximately 10 years; and (ii) the differenetvieen the tax basis and the assigned value
of certain plaNet assets that existed on the datedquisition. The $12.2 million of goodwill is ndeductible for income tax purposes.

4. Segment Reporting and Significant Concentratins

Overview. Segment information has been prepared in aaccalwith SFAS No. 131, “Disclosures About Segmehtm Enterprise
and Related Information” (“SFAS 131"). SFAS 131uigs disclosures of selected information aboutatiregg segments and related
disclosures about products and services, geograpbés, and major customers. SFAS 131 requiresitipgisegments to be determined b
on the way management organizes a company for pespaf making operating decisions and assessiffigrpemce. Based on the guidelines
of SFAS 131, the Company determined that throudirleey 28, 2002, it had one reportable segmentomes care and billing solutions for
the worldwide converging communications markets.

With the acquisition of the Kenan Business on Faty@8, 2002 (see Note 3), the Company reorgarigdmisiness into two operating
segments: the Broadband Division and the GSS Dividtor comparative purposes, the Company’s segimimmation for the years ended
December 31, 2001 and 2000 has been restateddotrtfe Company’s current reportable segments.

Broadband Division. The Broadband Division consists principallytlod historical processing operations and relatégvace products
of the Company. Products and services from the dvaad Division generated approximately 69%, 999, Hd0%, respectively, of the
Company’s total consolidated revenues for the yeaded December 31, 2002, 2001, and 2000. The BapadDivision generates a
substantial percentage of its revenues by providirgjomer care and billing services to the U.S.@adadian cable television and satellite
industries through its core service bureau pronggsioduct, CSG CCS/BP (formerly CCS). The Broadhaivision sells its software
products (e.g., ACSR, Workforce Express, etc.) adessional services principally to its existiragb of processing clients to: (i) enhance
the core functionality of its service bureau praieg application; (ii) increase the efficiency grdductivity of the clients’ operations; and
(iii) allow clients to effectively roll out new pducts and services to new and existing market$, asthigh-speed data/ISP, IP markets, and
residential telephony. CSG CCS/BP processing sesvand related software products are expectedtader a large percentage of the
Company’s, and substantially all of the Broadbamddibn’s, total revenues in the foreseeable future

The Broadband Division’s full suite of processisgftware, and professional services allows cliemisutomate their customer care and
billing functions. These functions include: (i) agt and activation of customer
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accounts; (ii) sales support; (iii) order procegsiiiv) invoice calculation; (v) production and g of invoices; (vi) management reporting;
(vii) electronic presentment and payment of invejdqgiii) deployment and management of the cliefiei technicians; and (ix) customer
analysis for target marketing and churn management.

GSS Division. The GSS Division consists of the Company’sdtalone software products and related servicesstwhiincipally
includes the Kenan Business, and to a much lesgged, the acquired ICMS, Davinci, and plaNet besses. Products and services from the
GSS Division generated approximately 31%, 1%, &d@spectively, of the Company'’s total consolidatevenues for the years ended
December 31, 2002, 2001, and 2000. The GSS Divisismmore than 230 customers in more than 40 deantiistorically, the majority of
the Kenan Business revenues have been generatedntiernational operations. For 2002, approxima@@9o of the GSS Divisios'revenue
were generated outside the U.S., and it is expecgahilar percentage of the GSS Division’s revenuil be generated outside the U.S. in
the foreseeable future.

The GSS Division is a global provider of convergleitiing and customer care software and servicaséhables telecommunications
service providers to bill their customers for eixigtand next-generation services, including mobileegrnet, wireline, cable television, and
satellite. The GSS Division’s revenues consistoffigare license and maintenance fees, and varimfegsional and consulting services
related to its software products (principally, ieyplentation services)rhe GSS Division’s primary product offerings inciudi) the Kenan
Business software product suite, a core convelgiéimg platform, and its key components and moduighich include, among others, billing
mediation, threshold servers, real-time rating engines, regesattlement solutions and pre-paid/post-paid cgerg billing solutions, aimed
at helping telecommunication service providers ngartheir operations more effectively and efficignénd (ii) professional services. The
GSS Divisions professional services organizations provide etyaof consulting services, such as product imgetation and customizatic
business consulting, project management and tigasenvices.

Segment Results. Management evaluates the performance of theatpg segments based on total revenues and cotidrbmargin.
Contribution margin is defined as segment operativgnues less segment operating expenses. Thezenwenaterial intesegment revenur
for the periods presented below. Certain operaggenses managed at the corporate level (prinfagliities and other infrastructure support
costs and management bonuses), which can be &tlibuthe operating segments, are allocated asanct expense charge to the operating
segments. Any costs managed at the corporate (lexg) marketing, legal, accounting, etc.), whioh ot attributable to the operating
segments, are reflected as corporate overhead @tstd<enan Business acquisition-related expensgsestructuring charges are excluded
from segment operating expenses. The Company daaedlocate activities below the operating leveitsoreported operating segments.
Management’s review of segment operating expermmesés primarily on the functional expenses (&gges, employee benefits, data
processing costs, etc.). Additionally, the Compdags not allocate specifically-identifiable asgetscapital additions thereto) to its operating
segments, or manage those assets by segments.
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The Company’s operating segment information anga@te overhead costs are presented below (indhads¥. Information for the
years ended December 31, 2001 and 2000 has beatedeto conform to the 2002 presentat

Year Ended December 31, 2002

Broadband GSS
Division Division Corporate Total

Processing revenu $ 372,42t $ 607 $ — $373,03:
Software revenue 24,23: 44,14 — 68,37¢
Maintenance revenut 20,27 68,801 — 89,07¢
Professional services revent 2,26 78,181 — 80,44¢

Total revenue 419,20( 191,73: — 610,93:
Segment operating expenses 212,08 203,80¢ 51,20: 467,09
Contribution margin (loss)(1 $ 207,11 $(12,07)) $(51,20) $143,83!
Contribution margin (loss) percenta 49.2% (6.3%) N/A 23.5%
Depreciation and amortizatic $ 17,39 $ 15,99« $ 5482 $ 38,86

(1) Segment operating expenses and contribution méagn) exclude: (i) the Kenan Business acquisitielated expenses of $30.0 million
for the year ended December 31, 2002; and (iiy¢s&ucturing charges of $12.7 million for the yeaded December 31, 20(

Year Ended December 31, 2001

Broadband GSS
Division Division Corporate Total

Processing revenu $ 339,25¢ $ — $ — $339,25¢
Software revenue 72,35( — — 72,35(
Maintenance revenut 15,80¢ — — 15,80¢
Professional services revent 46,37¢ 3,11¢ — 49,49;

Total revenue 473,79( 3,11¢ — 476,90t
Segment operating expen: 205,74t 53,30« 35,88 294,93:
Contribution margin (loss $ 268,04« $(50,18¢)  $(35,88Y)  $181,97!
Contribution margin (loss) percenta 56.6% N/A N/A 38.1%
Depreciation and amortizatic $ 17,15: $ 2,28 $ 3,12¢ $ 22,56¢
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Year Ended December 31, 2000

Broadband GSS
Division Division Corporate Total

Processing revenu $294,80¢ $ — $ — $294,80¢
Software revenue 70,37¢ — — 70,37¢
Maintenance revenut 13,97: — — 13,97:
Professional services revent 19,733 — — 19,737

Total revenue 398,89 — — 398,89!
Segment operating expen: 191,04 35,04t 27,52¢ 253,61:
Contribution margin (loss $207,85: $(35,04%)  $(27,52%)  $145,28.
Contribution margin (loss) percenta 52.1% N/A N/A 36.4%
Depreciation and amortizatic $ 14,44( $ 1,44¢ $ 2,842 $ 18,73(

Reconciling information between reportable segmeaigribution margin (loss) and the Company’s ctidated totals is as follows (in
thousands):

Year Ended December 31,

2002 2001 2000
Segment contribution marg $ 143,83! $181,97" $ 145,28
Restructuring charge (12,727 — —

Kenan Business acquisiti-related Expense (29,957 — —

Operating incom: 101,15 181,97! 145,28:
Interest expens (14,039 (3,039 (5,809
Interest income and oth 42C 4,50¢ 5,72¢
Income before income tax $ 87,54« $ 183,44: $ 145,20:

Of the $12.7 million restructuring charges recoraed002, approximately $1.9 million related to Badband Division, $10.4 million
related to the GSS Division and $0.4 million retbte Corporate.

Geographic Regions. The Company uses the location of the clierthasasis of attributing revenues to individual mies. Financial
information relating to the Company’s operationsgepgraphic region is as follows (in thousands):

Year Ended December 31,

2002 2001 2000
Total Revenues:
North America (principally the U.S $ 459,22. $ 467,76: $ 391,89
Europe, Middle East and Africa (principally Eurog 79,21« 9,14¢ 6,99¢
Asia Pacific 40,51( — —
Central and South Americ 31,98« — —
Total revenue $ 61093 $ 476,90¢ $ 398,89
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For revenues generated outside North America,mglescountry accounts for more than 5% of the Camgjsatotal revenues.

As of December 31,

2002 2001
Long-lived Assets (excludes intangible assets):
North America (principally the U.S $ 40,62: $ 42,59:
Europe, Middle East and Africa (principally Euroj 4,42( 321
All other 1,39¢ —
Total lon¢-lived asset: $ 46,44: % 42,91:

Significant Clients In September 1997, the Company entered id®-gear exclusive contract (the “Master Subscribgreement”)
with Tele-Communications, Inc. (“TCI") to consoligaall TCI customers onto the Company’s customses ead billing system. In 1999 and
2000, respectively, AT&T completed its mergers withl and MediaOne Group, Inc. (“MediaOne”), and solidated the merged operations
into AT&T Broadband (“AT&T”). On November 18, 200€0mcast Corporation (“Comcast”) completed its reengith AT&T, and now

under Comcast’s ownership, the Company continussitzice the former AT&T operations under the teaohthe Master Subscriber
Agreement.

The Company generates a significant percentags tital revenues under the Master Subscriber Ageae There are inherent risks
whenever this large of a percentage of total regersiconcentrated with one client. The Master &illir Agreement expires in 2012. The
Master Subscriber Agreement has minimum finan@atmitments over the term of the contract, and @Glompany’s view, includes
exclusive rights to provide customer care andrgliproducts and services for Comcast’s offeringsicéline video, Internet/high-speed data
services, and print and mail services. The Mastdis&iber Agreement contains certain performaniéer and other obligations to be met
by the Company. The Company is required to perfoenain remedial efforts and is subject to cerpanalties if it fails to meet the
performance criteria or other obligations. The Campalso is subject to an annual technical audietermine whether the Company’s
products and services include innovations in fest@nd functions that have become standard in itledirve video industry. The Company is

currently involved in various legal proceedingsrpipally, contract arbitration proceedings) witbr@cast. See Note 9 for additional
discussions of the Comcast legal proceedings.

During the years ended December 31, 2002, 20012@0d: (i) revenues from Comcast (formerly, AT& Epresented approximately
28.0%, 55.8%, and 50.4% of total revenues; (iilereies from Echostar Communications Corporatioressmted approximately 10.6%,
10.0%, and 9.3%, of total revenues; and (iii) rexenfrom AOL Time Warner Inc. and its affiliatedhgpanies (“AOL Time Warner”)
represented approximately 6.4%, 7.5%, and 8.3%taf tevenues; respectively. All of these cliemsiacluded in the Broadband Division.

As of December 31, 2002 and 2001, net billed actsotgteivable balances attributable to significdients were: (i) 24% and 34%,
respectively, attributable to Comcast; and (ii) 18861 16%, respectively, attributable to Echostan@ainications Corporation.
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5. Debt

The Company’s debt at December 31 consists ofdal@afing (in thousands):
2002 2001

2002 Credit Facility
Tranche A term credit facility, due February 20Quarterly payments beginning March 31, 2003, raggin
from $1.1 million to $7.8 million, interest at adjed LIBOR plus applicable margin (rate of 4.26% at
December 31, 200: $107,32! $ —
Tranche B term credit facility, due February 20@8arterly payments beginning June 30, 2003, ranging
from $0.4 million to $39.0 million, interest at adfed adjusted LIBOR plus 2.75% (rate of 4.51% at
December 31, 200: 162,67 —
$100 million revolving credit facility, due Febrya2007, interest at adjusted LIBOR plus applicabsegin — —
1997 Credit Facility
Term credit facility, originally due September 20@Rarterly payments beginning June 30, 1998, rangi
from $6.3 million to $12.6 million, interest at adied LIBOR plus 0.50% (weighted average rate of
2.73% at December 31, 2001), retired February . — 31,50(
$40 million revolving credit facility, originally de September 2002, interest at adjusted LIBOR (b8%,
retired February 200 — —

270,00( 31,50(
Less-current portior (16,370) (31,500
Long-term debt, net of current maturiti $ 253,63 $ —

2002 Credit Facility. On February 28, 2002, CSG Systems, Inc., alydosined subsidiary of the Company, closed on a&0%#dlion
senior secured credit facility (the “2002 Crediti#ity”) with a syndicate of banks, financial instiions and other entities. The proceeds of the
2002 Credit Facility were used: (i) to fund the larBusiness acquisition; (ii) pay acquisition-rethfees and expenses; (iii) payoff existing
indebtedness; and (iv) provide financing for gehesaporate purposes. The 2002 Credit Facility eia®f a $100 million, five-year
revolving credit facility (the “Revolver”), a $12%illion, five-year Tranche A Term Loan (“Tranche )Aand a $175 million, siyear Tranchi
B Term Loan (“Tranche B”). Upon closing of the KerAusiness acquisition, the entire amounts of Twank and Tranche B were drawn
down. The 2002 Credit Facility is guaranteed byGloenpany and each of the Company’s direct andeatilomestic subsidiaries.

The 2002 Credit Facility has no prepayment persadied requires mandatory prepayments if parti@itants occur, including: (i)
certain sales or issuances of the Company’s Conaxk; (ii) the incurrence of certain indebtednéss;the sale of assets except in the
ordinary course of business; (iv) proceeds receased result of the termination of material processervices contracts; and (v) the
achievement of a certain level of excess cash fl@asglefined in the 2002 Credit Facility). The Campwas not subject to any mandatory
prepayments as of December 31, 2002.
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On March 22, 2002, the Company made a voluntanggyn@ent on the 2002 Credit Facility of $30.0 millid\s a result of the voluntary
prepayment, the combined scheduled maturities afidire A and Tranche B are as follows (in thousands)

2003 2004 2005 2006 2007 2008 Total
Tranche A Loar $ 15,137 $ 23,43¢ $ 29,68 $3125( $ 781 $ — $ 107,32!
Tranche B Loal 1,23¢ 1,64: 1,64: 1,64: 117,48t 39,02t 162,67!
Total payment: $ 16,37C $ 25,087 $ 31,337 $ 32,89 $ 12530( $ 39,028 $ 270,00(

The interest rates for the Revolver and the twocdinas of term loans are chosen at the option oEtrepany and are based on a base
rate or LIBOR rate, plus an applicable margin. Bhee rate represents the higher of the floatinggrate for domestic commercial loans and
a floating rate equal to 50 basis points in exoéske Federal Funds Effective Rate. The applicaidegins for Tranche B are 1.50% for base
rate loans and 2.75% for LIBOR loans for the ertéren of the credit agreement. The applicable nmarépr the Revolver and Tranche A are
dependent upon the Company’s leverage ratio andaceye from 0.75% to 1.50% for base rate loans2ab@bs to 2.75% for LIBOR loans.

For 2002, the applicable margins for the Revolvet @ranche A were 1.25% for base rate loans ar@P2for LIBOR loans. The Company
believes the carrying amount of the Company’s lerga debt approximates its fair value due to the220redit Facility’s variable interest
rate features.

The Company has historically selected LIBOR loassdpposed to base rate loans) as the basis farmdeing its interest rates for its
long-term debt, and the Company expects to contionugilize LIBOR loans in the foreseeable futuree Company has the option of
selecting the length of time (ranging from onewtelize months) that it locks in the LIBOR contraate. For the six months ended September
30, 2002, the interest rates for Tranche A and dhrarB were based upon a contracted LIBOR rate38%.(for a combined interest rate of
4.88% for Tranche A and 5.13% for Tranche B). Ihersix months ended March 31, 2003, the interéss far Tranche A and Tranche B
Loan are based upon a contracted LIBOR rate of4.{f6r a combined interest rate of 4.26% for Tranéhand 4.51% for Tranche B). The
weighted-average interest rates (LIBOR plus appleaargin) on Tranche A and Tranche B was apprateiy 4.96% during 2002. As of
December 31, 2002, the Company does not have aiwatiee financial instruments to manage its ing¢mate risk from the variable rate
features of the 2002 Credit Facility.

For an eleven-day period in May 2002, the Compad/$6.0 million outstanding against the Revolvére Tompany pays a
commitment fee equal to 0.50% per annum on theageedaily unused portion of the Revolver, whicle fiatsubject to reduction to 0.375%
once the Company achieves a certain leverage fdtemCompany’s ability to borrow under the Revoligesubject to a limitation of total
indebtedness based upon the results of a leveatigecalculation. At December 31, 2002, all $10®i0ion of the Revolver was available to
the Company.

The 2002 Credit Facility is collateralized by suaindially all of the Company’s domestic tangible amizngible assets and the stock of
the Company’s domestic subsidiaries. The 2002 CFeiility requires maintenance of certain finahciios, including: (i) a leverage ratio;
(i) an interest coverage ratio; and (iii) a fixeldarge coverage ratio. The 2002 Credit Facilitytaims other restrictive covenants, including
restrictions on: (i) additional indebtedness; ¢ash dividends and other payments related to tmep@ay’s capital stock; (iii) repurchases of
the Company’s capital stock; (iv) capital expendituand investments; (v) movement of funds betveeetain subsidiaries of the Company;
and (vi) acquisitions and customer services agreepeyments (as defined in the 2002 Credit Fagilithe 2002 Credit Facility also requires
that the assets and liabilities of CSG Systems,remain separate from the assets and liabilifi¢heoremainder of the Company’s

78



CSG SYSTEMS INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

consolidated operations, including the maintenariceparate deposit and other bank accounts. Beoémber 31, 2002, the Company
believes it is in compliance with these provisiafishe 2002 Credit Facility.

In conjunction with the closing of the 2002 Crdgitcility, the Company incurred financing costs liothapproximately $10.4 million,
approximately $2.0 million of which was paid in 20@vhich are being amortized to interest expense the related term of the 2002 Credit
Facility.

1997 Credit Facility. The Company entered into a $190.0 million defseement with a bank in September 1997 (the “IDedit
Facility”), which consisted of $150.0 million terfacility and a $40.0 revolving credit facility. Thgoceeds from the 1997 Credit Facility
were used: (i) as part of the consideration forMfaster Subscriber Agreement and the software tdogy assets purchased from TCI; (ii) to
retire the Company’s existing indebtedness; (@Y fransaction costs; and (iv) provide financinggeneral corporate purposes. The 1997
Credit Facility was collateralized by all of the lBpany’s assets and the stock of its subsidiamdsrdst rates for both the term and revolving
credit facilities were chosen at the option of @@mpany and were based on the LIBOR rate or theeprate, plus an additional percentage
spread, with the spread dependent upon the Comp&eygrage ratio. As of December 31, 2001 the sppeahe LIBOR rate and prime rate
was 0.50%. As of December 31, 2001, the interésttree 1997 Credit Facility was based upon a weitfaverage contracted LIBOR rate of
2.23% (for a combined interest rate of 2.73%).

There were no borrowings made on the revolvingitfadility during the years ended December 31,22602000. Under the 1997
Credit Facility, the Company paid an annual comraitirfee on the unused portion of the revolving itadility, based upon the Company’s
leverage ratio. At of December 31, 2001, the fes \i@5%.

The 1997 Credit Facility was retired in Februar@2vith proceeds from the 2002 Credit Facility.

Deferred Financing Costs. As of December 31, 2002, and 2001, unamortieddrred financing costs were $8.5 million and $2.1
million, respectively. Deferred financing costs araortized to interest expense over the related téithe debt agreement using a method
approximates the effective interest rate methagrést expense for the years ended December 32, 2001 and 2000 includes amortization
of deferred financing costs of approximately $1i8iom, $0.4 million, and $0.6 million, respectiyelThe weighted-average interest rate on
the Company’s debt borrowings, including amortiatdf deferred financing costs and commitment teethe revolving credit facilities, for
the years ended December 31, 2002, 2001, and 280®®%, 6.3%, and 8.1%, respectively.

6. Restructuring Charges

Due to the economic decline in the global telecomigations industry, and the uncertainty in the tighand the extent of any economic
turnaround within the industry, the Company implatee several cost reduction initiatives duringttiied quarter of 2002. These initiatives
included: (i) involuntary employee terminationsrfrall areas of the Company of approximately 300ppe(approximately 10% of the
Company’s workforce); (i) limited hiring of new gatoyees; (iii) a reduction of the Company’s fa@i and infrastructure support costs,
including facilities consolidations and abandonregand (iv) reductions in costs in several disoretiy spending areas, such as travel and
entertainment. Substantially all of the involuntargiployee terminations were completed during tivd guarter of 2002, with the remainder
completed during the fourth quarter of 2002.

As a result of the business restructuring initesivthe Company recorded restructuring chargepgrbaimately $12.7 million during
the year ended December 31, 2002. The restructahiagges have been
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reflected as a separate line item on the accompgr§onsolidated Statements of Income. The comperddrihe restructuring charges are as
follows (in thousands):

Involuntary employee terminatiol $ 5,81(
Facilities abandonmel 6,897
All other 14

Total restructuring charge $ 12,72

The involuntary employee terminations componerihefrestructuring charges relates primarily to ssvee payments and job
placement assistance. During 2002, the Companyirtated approximately 300 persons under the busimesssicturing initiatives. The
involuntary employee terminations in the U.S. waubstantially completed in the third quarter of 2@did the involuntary employee
terminations outside the U.S. were substantiallygieted in the fourth quarter of 2002. A substdmécentage of the involuntary
termination benefits charged to expense during 2082 paid out as of December 31, 2002, with theareder to be paid out in the first
quarter of 2003.

The facilities abandonment component of the resirirgg charges relates to office facilities the Qamy has committed to abandon 1
are under long-term lease agreements. The fasiliftndonment charge is equal to the present ghthe future costs associated with those
abandoned facilities, net of the proceeds fromfatwyre sublease agreements. The Company has usmdtes to arrive at both the future
costs of the abandoned facilities and the proc&eds any future sublease agreements. The Compdhgamitinue to evaluate its estimates in
recording the facilities abandonment charge. Assalt, there may be additional charges or revemsals future.

The activity in the business restructuring resediging 2002 is as follows (in thousands). Of tberdmillion business restructuring
reserve as of December 31, 2002, $2.7 million wakided in current liabilities and $4.0 million wiasluded in non-current liabilities.

Termination Abandonment of
Benefits Facilities Other Total

Charged to expense during y: $ 581C $ 6,897 $14 $12,72:
Cash payment (5,570 — (149 (5,589

Amortization of liability for abandonment of fadiks —
— (3649) (364)

Other —
— (91 (91

December 31, 2002, balance —
$ 24C % 6,44: 3 $ 6,682

7. Income Taxes

The Company accounts for income taxes in accordartbeSFAS No. 109, “Accounting for Income Taxe$3FAS 109”").SFAS 109 it
an asset and liability approach that requires ¢leegnition of deferred tax assets and liabilit@sthe expected future tax consequences of
events that have been recognized in the accompga@onsolidated Financial Statements or tax retumestimating future tax consequenc
SFAS 109 generally considers all expected futuentsvother than enactment of or changes in thiataxr rates.

80



CSG SYSTEMS INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Income (loss) before income taxes consists ofdhewing (in thousands):
Year Ended December 31,

2002 2001 2000
Domestic $ 75,78: $ 185,18 $ 148,93¢
Foreign 11,761 (1,749 (3,739

$ 8754« $ 18344 $ 145,20:

The income tax provision consists of the follow{itgthousands):
Year Ended December 31,

2002 2001 2000
Current:
Federa $ 33,64: $ 53,66 $ 4572
State 6,147 7,02% 5,44
Foreign 3,96( 44 (820
43,74¢ 60,72¢ 50,34
Deferred:
Federa (1,199 7,77¢ 3,92¢
State (257) 1,017 467
Foreign 62¢ — —
(822) 8,79 4,391

Change in valuation allowan — — —

$ 42,92¢ $ 69,52. $ 54,73

Income tax benefits associated with nonqualifi@dlsptions and disqualifying dispositions of inttea stock options reduced accrued
income taxes by $0.4 million, $13.1 million, and4#nillion, respectively, for the years ended DebenB1, 2002, 2001, and 2000. Such
benefits were recorded as an increase to additadtin capital and are included in net cash mlediby operating activities in the
accompanying Consolidated Statements of Cash Flows.

The difference between the income tax provisionmated at the statutory federal income tax ratethadinancial statement provision
for income taxes is summarized as follows (in tlamas):

Year Ended December 31,

2002 2001 2000
Provision at federal rate of 35 $ 30,66: $ 64,19¢ $ 50,82:
Effect of state income taxi 3,81t 5,272 3,872
Amortization of nondeductible goodw — 217 22t
Impact of foreign operatior 8,57¢ 4 —
Other (127 170 (184)

$ 42,92¢ $ 69,52: $ 54,73«
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The deferred tax assets and liabilities result faifferences in the timing of the recognition ofteén income and expense items for tax
and financial reporting purposes, and from tax famahcial reporting basis differences recognizegunchase accounting. The sources of
these differences at December 31 are as followth@nsands):

2002 2001
Current deferred tax asse
Accrued expenses and reser $ 8,35¢ $ 5,54¢
Noncurrent deferred tax assets (liabilitie
Purchased research and developn $ 3411¢ $ 36,00
Software 7,09/ 7,15¢
Client contracts and related intangib (9,529 (9,85))
Noncompete agreemer 5,027 5,70€
Acquired net operating lo: 2,91: 2,90(
Property and equipme (1,809 (1,510
Other (667) (6)

$ 37,16t $ 40,39

As of December 31, 2002, the Company’s net defamea@ssets of $45.5 million were related primatdlyts domestic operations. The
Company continues to believe that it is more likilgn not that sufficient taxable income will bengeated to realize the benefit of these
deferred tax assets.

The Company had a domestic net operating loss (“N@drryfoward for income tax purposes of $7.7 raillat December 31, 2002,
which will begin to expire in 2017 and can be aglil through 2022. The NOL carryforward is attrimlgato the pre-acquisition periods of an
acquired subsidiary. The utilization of this NOLrigdorward may be limited pursuant to Section 382he Internal Revenue Code of 1986
amended.

8. Employee Retirement Benefit Plans

Defined Contribution-Type Plans. The Company sponsors a defined contribution ptavering substantially all U.S.-based employees
of the Company. Participants may contribute upa%2f their annual wages, subject to certain litiotes, as pretax, salary deferral
contributions. The Company makes certain matchimtysrvice-related contributions to the plan. Tleenfany’s matching and service-
related contributions for the years ended Decer@beR002, 2001, and 2000, were approximately $9ll#bom $5.6 million, and $4.3 million,
respectively. The Company also sponsors definettibation-type plans for certain of its non U.Ssbd employees. The Company’s
voluntary contributions to these plans during 2@@2e approximately $1.2 million, and zero in 20@d 2000.

Deferred Compensation Plan. The Company has a non-qualified deferred cosgtgon plan for certain key U.S.-based executives
which allows the participants to defer a portiorttadir annual compensation. The Company providgs%a matching contribution of the
participant’s deferral, up to a maximum contribatiaf $6,250 per year, plus a return on the defesrmbunt balance attributable to the
individual participants. As of December 31, 2008 2001, the Company has recorded a liability fog dbligation of $2.3 million and $1.9
million, respectively. The Company’s expense fas fflan for the years ended December 31, 2002,,200(11 2000, was $0.6 million, $0.6
million, and $0.5 million, respectively. The planunfunded.
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9. Commitments, Guarantees and Contingencies

Operating Leases. The Company leases certain office and produndtailities and other equipment under operatimgés that run
through 2015. The leases generally are renewabl@@vide for the payment of real estate taxescanthin other occupancy expenses. Ft
aggregate minimum lease payments under these agnéefor the years ending December 31, net of ahlease amounts to be received by
the Company under signed sublease agreementss fokosvs: 2003—$23.2 million, 2004—%$19.1 millio2005—%$17.5 million, 2006—
$12.6 million, 2007—$10.0 million, thereafter—$38nlllion. As discussed in Notes 3 and 6, during2€te Company established reserves
for office facilities the Company has committecatmandon.

Total rent expense for the years ended Decembe(®P, 2001, and 2000 was approximately $29.0onill$10.6 million, and $7.6
million, respectively.

Service Agreements. The Company’s Broadband Division outsourceBitst Data Corporation (“FDC") the data processamgl
related computer services required for the oparaifats processing services and certain relatedymts. The CSG CCS/BP proprietary
software is run in FDC's facility to obtain the essary mainframe computer capacity and other campgupport services without making the
substantial capital and infrastructure investmémis would be necessary for the Company to prottidee services internally. The Broadband
Division’s clients are connected to the FDC fagithrough a combination of private and commerciallgvided networks. The Company’s
services agreement with FDC expires June 30, 201ibjs cancelable only for cause, as defined irmgreement. The total amount paid ur
the service agreement for the years ended Dece®ib@002, 2001, and 2000, was approximately $33l®Bm $28.1 million, and $23.7
million, respectively. Under the agreement, the @any is charged a fixed fee plus a variable feedbas usage and/or actual costs. The
Company believes it could obtain data processimfralated computer services from alternative sajri¢@ecessary.

Product Warranties. The Company generally warrants that its praglaad services will conform to published specifaa, or to
specifications in an individual client arrangemex#tapplicable. The typical warranty period is 8@sifrom delivery of the product or service.
The typical remedy for breach of warranty is toreot or replace any defective deliverable, anatfpossible or practical, the Company will
accept the return of the defective deliverable rafidnd the amount paid to the Company under tlemtchrrangement that is allocable to the
defective deliverable. Historically, the Company racurred minimal warranty costs, and as a redaks not maintain a warranty reserve.

Product Indemnifications. The Company arrangements generally include a product indecatibn provision that will indemnify ar
defend a client in actions brought against thentlibat claim the Company’s products infringe upatopyright, trade secret, or valid patent.
Historically, the Company has not incurred any sigant costs related to product indemnificatioaisis, and as a result does not maintain a
reserve for such exposure.

Contingent Consideration. Contingent consideration represents an arraageto provide additional consideration in a busine
combination to the seller if contractually spedfieonditions related to the acquired entity araeaad. As of December 31, 2002, the Dav
purchase agreement was the Company’s only arrangeméch included contingent consideration. Sirfee pprovisions which require the
additional consideration to be paid had not bedreaed as of December 31, 2002, no amounts ofdahéngent consideration were accrued
as of that date. See Note 3 for additional detatmrding the Davinci contingent consideration.
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Claims for Company Non-performance.The Company’s arrangements with its clientscity cap the Company’s liability for breach
to a specified amount of the direct damages indupsethe client resulting from the breach. Frometito-time, the Company’s arrangements
may also include provisions for possible liquidatlednages or other financial remedies for non-perémrce by the Company. As of
December 31, 2002, the Company believes it hadusdegeserves to cover any exposure as a resiie @@ompany’s nonperformance for
any past or current arrangements with its clients.

Legal Proceedings. The Company is currently involved in varioagdl proceedings with its largest client, Comcls{erly AT&T),
consisting principally of arbitration proceedinggarding the Master Subscriber Agreement. Comeasalso filed other complaints against
the Company for matters related to the Master SiliscAgreement.

In its demand for arbitration, Comcast cited théofeing claims: First, Comcast claimed that the Quamy has “interfered” with
Comcast’s “right” to provide aggregated billing\aees to its customers. In particular, Comcast endéd that the Company had not
cooperated with Comcast in utilizing another venagprovide aggregated billing services and thatGompany had improperly asserted its
exclusivity rights under the Master Subscriber Agnent. Second, Comcast claimed that the Companprieathed the Most Favored
Nations clause of the Master Subscriber Agreenfamd.finally, Comcast claimed that the Company hexdated its obligation to provid
Comcast with its customer data in a deconversiomdab.

In the arbitration, Comcast seeks a “declaratibal it was entitled to terminate the Master SubscrAgreement on its fifth anniverse
(August 10, 2002), or at any time thereafter, ord8gs written notice to the Company. If, as a ftesilhe outcome of the arbitration
proceedings, it is ruled that Comcast has the tigland ultimately elects to terminate the contacbtherwise converts some or all of its
customers to another service provider), Comcasissied cooperation from the Company for whateveripd of time it takes to convert its
approximately 16 million customers to another vatedloustomer care and billing system. In additi@omcast seeks unspecified damages
from the Company.

In its response to the arbitration demands, the gamy denied Comcast’s allegations that the Compaxybreached the Master
Subscriber Agreement. The Company also filed a mrabcounter claims alleging that Comcast haddired its obligations to the Company
and is seeking unspecified damages. Both parties &greed upon a single arbitrator to hear theutis@and the arbitration is currently
scheduled to begin on May 5, 2003. The hearing idegabject to change based upon a variety of fatod is expected to take several weeks
to complete.

The Company emphatically denies the allegationsentigdComcast in the arbitration demand, and dehggst is in breach of the
Master Subscriber Agreement. However, if the aaibitr determines that the Company either has: (feri@dly or repeatedly defaulted in the
performance of its obligations without satisfyitg tcure provisions of the Master Subscriber Agrednar (ii) failed to substantially comply
with its material obligations under the Master Sullier Agreement taken as a whole, then Comcastbheaple to terminate the Master
Subscriber Agreement prior to its natural expimratim December 31, 2012. Should Comcast be suct@ssfi) its claims for unspecified
damages or its Most Favored Nations claims; otgiininating the Master Subscriber Agreement inlevloo in part, the resulting impact
could have a material impact on the Company’s firelrcondition and results of operations.

In addition, if Comcast is successful in any ofatser claims against the Company, in whole orart,pt could have a material impact
on the Company'’s financial condition and resultepérations.
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As of December 31, 2002, the Company has not teffiean accrual in the accompanying Consolidatedrizgal Sheet for the potential
exposure for any loss related to the Comcast legeeedings discussed above, primarily from thératton proceedings, because the
Company has concluded that it is not probablegheh a loss has occurred, and the amount of aepfaitioss could not reasonably be
estimated at this time, even within a range. Initaatd the Company has various long-lived intangibbksets (client contracts) related to the
Master Subscriber Agreement which have a net aagryalue as of December 31, 2002 of approximatélyréillion. Because of the
uncertainty regarding the outcome of these mattikesCompany does not believe there has been ggiriment to the carrying value of these
intangible assets as of the date of this filingwidweer, should Comcast be successful in: (i) tertiigahe Master Subscriber Agreement in
whole or in part; (ii) significantly modifying thierms of the Master Subscriber Agreement; or gignificantly reducing the revenues
expected to be generated under the Master Subségjveement, it is reasonably possible that an impent of these intangible assets could
result, and the amount of the impairment coulduizstantial.

From time-to-time, the Company is involved in ldigon relating to claims arising out of its opevas in the normal course of business.
In the opinion of the Company’s management, the @ is not presently a party to any other mat@ealding or threatened legal
proceedings.

10. Stockholders’ Equity

Common Stock Warrants As of December 31, 1999, the Company had 3ldmCommon Stock Warrants (the “Warrants”)
outstanding. The Warrants were issued as partofahsideration for the Master Subscriber Agreerardtthe software technology assets
purchased from TCl in 1997, and were held by AT&Tl@e successor of TCI until they were exercisading the fourth quarter of 2000,
Warrants to purchase 1.0 million shares of the Gomgjs Common Stock were exercised at $12.00 peesfar a total exercise price of
$12.0 million. Immediately following the exercisethe Warrants, the Company repurchased the 1lmahares at $47.42 per share (an
average of the closing price for the five-day tngdperiod ended October 26, 2000) for a total relpase price of $47.4 million, pursuant to
the Company’s stock repurchase program. As a rekelinet cash outlay for this transaction was48&#llion, which was paid by the
Company with available corporate funds.

During the first quarter of 2001, Warrants to pash 2.0 million shares of the Company’s CommonlSimre exercised at $12.00 per
share, for a total exercise price of $24.0 millibnmediately following the exercise of the Warratkee Company repurchased the 2.0 million
shares at $37.00 per share (approximates the glpsice on February 28, 2001) for a total repurehaice of $74.0 million, pursuant to the
Company’s stock repurchase program. As a res@théh cash outlay for this transaction was $5010amj which was paid by the Company
in March 2001 with available corporate funds. Affeis transaction, AT&T no longer had any warramsther rights to purchase the
Company’s Common Stock.

Stock Repurchase Program.In August 1999, the Company’s Board of Direstapproved a stock repurchase program which
authorized the Company to purchase up to a total®million shares of its Common Stock from tinoetitne as market and business
conditions warrant. In September 2001, the Boardidctors amended the program to authorize the 2o to purchase up to a total of 1
million shares. The shares repurchased under tigrgm (including the shares repurchased in conjpmetith the Warrant exercises
discussed above) are as follows (in thousands péyes share amounts):

2002 2001 2000 1999 Total
Shares repurchas: 1,57 3,02( 1,09( 65€ 6,33¢
Total amount pai $ 18,92( $ 109.46( $ 51,08t $ 20,24: $ 199,71
Weightec-average price per she $ 120 $ 3628 $ 4687 $ 308 $ 31.51
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At December 31, 2002, the total remaining numbeshaifres available for repurchase under the protptated approximately 3.7
million shares.

The repurchased shares are intended to be heldassity shares, and possibly used (at the Compdisgeetion) to fulfill issuances of
Common Stock under the Company’s various equityp@sation plans.

11. Equity Compensation Plans

Stock Incentive Plans. During 1995, the Company adopted (with shamdrohpproval) the Incentive Stock Plan (the “198MmB
whereby 514,000 shares of the Company’s Commork3taee been reserved for issuance to eligible eyagl® of the Company in the form
of stock options. The 43,500 options outstandindeurthe 1995 Plan as of December 31, 2002, welseviested.

During 1996, the Company adopted (with sharehdg@roval) the 1996 Stock Incentive Plan (the “1D9#") whereby 4,800,000
shares of the Company’s Common Stock have beervegstor issuance to eligible employees of the Canypn the form of stock options,
stock appreciation rights, performance unit awarelstricted stock awards, or stock bonus awardBeltember 1997, upon shareholder
approval, the number of shares authorized for rseiander the 1996 Plan was increased to 8,0001008ay 1999, upon shareholder
approval, the number of shares authorized for rstiander the 1996 Plan was increased to 11,00070@03,575,334 options outstanding
under the 1996 Plan as of December 31, 2002, pifimeast annually over four to five years.

During 1997, the Company adopted (with sharehdggroval) the Stock Option Plan for Non-Employeesbliors (the “Director Plan”
whereby 200,000 shares of the Company’s Commork3taee been reserved for issuance to non-emplojreetbrs of the Company in the
form of stock options. In May 2000, upon sharehohlfgproval, the number of shares authorized faraisse under the Director Plan was
increased to 450,000. The 264,000 options outstgnatider the Director Plan at December 31, 200&grily vest annually over three years.

During 2001, the Company adopted (without sharedradghproval) the 2001 Stock Incentive Plan (theD'2Blan”) whereby 750,000
shares of the Company’s Common Stock have beernvegstor issuance to eligible employees of the Canypn the form of nonqualified
stock options, stock appreciation rights, stockusoawards, restricted stock awards, or performanieawards. In January 2002 and August
2002, the Board of Directors approved an incredshares reserved for issuance under the 2001t®%00,000 and 3,000,000,
respectively. Awards and options under the 200h Rlay be granted to key employees of the Compaiitg subsidiaries that are not: (i)
officers or directors of the Company; (ii) “coverehployees” of the Company for purposes of Sed?(m) of the Internal Revenue Code;
or (iii) persons subject to Section 16 of the Seimsr Exchange Act of 1934. The 2,656,225 optiomstanding under the 2001 Plan at
December 31, 2002, primarily vest annually over fgears.

As discussed above, the outstanding stock optinderuhe various plans as of December 31, 2002rgingest over three to four
years. Certain of these options become fully vesfamh a change in control of the Compe

Restricted Stock During the third quarter of 2002, the Compaawcelled options for 2,475,000 shares of the CoryipaCommon
Stock held by key members of management (pringipaiembers of executive management) in a fair vaased exchange for 715,415 sh
of restricted stock, of which 444,582 shares wsseeéd in August 2002, with the remaining 270,838eshissued in January 2003 (see Note
13). The restricted stock grants were issued utieet 996 Plan and 2001 Plan. The cancelled stoingpin excess of the number of shares
of restricted stock granted were returned to thd pbstock options available for future grantseTdancelled stock options had exercise pi
substantially greater than the Company’s stockepaie of the date of the exchange.
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Of the restricted stock shares granted in 2002,0DD00f the shares vest 100% one year from theafdte grant, and the remaining
334,582 shares vest 25% annually over the foursyieam the date of the grant. The restricted stmomes fully vested upon a change in
control of the Company, and has other acceleratiar@sting provisions related to death, retirentrtermination of the employees. The
Company accounted for the restricted stock grasfixad awards, and recorded deferred employee ensgtion (a component of
stockholders’ equity) of approximately $5.3 milligneighted-average price of $11.96 per share) dseofrant date. The deferred employee
compensation will be amortized to compensation egp@n a straighine basis over the vesting periods of the regtdatock. Compensatic
expense recognized during 2002 related to thesedaweas approximately $0.8 million.

The Company issued 444,582 shares of treasury sidclill the restricted stock grants, as opposedssuing new shares. The
difference between the carrying value of the shafdéieasury stock issued of approximately $13.Baoni (weighted-average price per share
of $31.11) and the amount of deferred employee emsgtion recorded of approximately $5.3 millionapproximately $8.5 million, was
recorded as a reduction to accumulated earningsr{g@onent of stockholders’ equity).

As discussed above, the Company issued the renga@i®,833 restricted stock shares in January 2Q08il these shares were issue
provision within an employment agreement, whichvjided for certain contingent cash bonus rights keyamember of management,
remained in effect. The bonus rights granted iratipeeement had attributes similar to a stock ajgiien right expected to be settled in the
Company'’s stock, and as a result, the Company ateddor this agreement as a variable stock awdotpensation expense recognized
during 2002 related to this award was approxima®ély million. Total compensation expense becamedf(based upon the Compasgtocl
price at the date of the grant) when the 270,8388ioted stock shares were granted in January 20@3;aried until that time.

In conjunction with the issuance of the restrictéatk and related cancellation of stock optionsulised above, approximately 500,000
stock options are now subject to variable accogntintil the date the options are exercised, fatkibr expire unexercised. The exercise
prices of the stock options range from approxinya®@7 to $58 per share, with an overall weightedrage exercise price per share of
approximately $35. The Company did not recognize@mpensation expense during 2002 related to ttesk options under variable
accounting as the exercise prices for all of ttetsek options were substantially higher than thenffany’s stock price as of December 31,
2002.

Stock Option Modifications. During the third quarter of 2002, the Compargdified the terms of approximately 584,000 outsiagd
stock options held by key members of managemeirtdjpeally, members other than executive managenteritjclude a provision which
allows for full vesting of the stock options upogstenge in control of the Company. Unless suchventeoccurs, the stock options will
continue to vest 25% annually over a four-yearqakras set forth in the original terms of the optgreements. As of the date of these
modifications, the exercise prices of the stockan® were substantially higher than the Compantgsksprice. As a result, no current or
future compensation expense related to these sfatadns modifications will be recorded.
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Summary of Outstanding Stock OptionsStock options are granted with an exerciseeperjual to the fair market value of the
Company’s Common Stock as of the date of the gAdhtutstanding options have a 10-year term. A mary of the stock options issued
under the 1995 Plan, the 1996 Plan, the Directan Bhd the 2001 Plan, and changes during the gadinsg December 31 are as follows:

Year Ended December 31,

2002 2001 2000
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Outstanding, beginning of ye 6,882,41 $ 34.00 5,745,11. $ 26.5¢ 5,604,822 $ 20.0t
Granted 3,054,02. 25.1¢ 2,735,27 41.7:  1,609,90 41.5¢
Exercisec (80,425 14.4¢  (1,194,32) 16.41 (971,49 13.6¢
Forfeited/cancelle (3,316,94) 36.1¢ (403,659 32.41 (498,11H 26.7:
Outstanding, end of ye. 6,539,05! $ 29.0¢ 6,882,41I $ 34.02 5,745,11 $ 26.5¢
Options exercisable at year € 2,423,73 $ 274 1,426,15! $ 224t 1,410,444 $ 14.9¢
Weighted average fair value of options granted
during the yea $ 12.8C $ 21.0Z $ 19.1/
Options available for grai 4,241,60! 2,173,26! 3,741,89

The shares available for grant have been reducéideb§44,582 shares of restricted stock as disdussave.

The following tables summarize information abow @ompany’s stock incentive plans as of Decembge@02:
Number of securities

to be issued upon Number of
exercise of Weighted-average exercis securities
outstanding price of outstanding remaining
options, warrants, anc options, warrants, and available for
Plan Category rights rights future issuance
Stock incentive plans approved by sharehol 3,882,83 % 31.5¢ 3,916,48!
Stock incentive plans not approved by sharehol 2,656,22! 25.4( 325,12¢
Total 6,539,05¢ $ 29.0 4,241,60!

Options Outstanding

Options Exercisable

Weighted

Average Weighted Weighted

Range Of Number Remaining Average Number Average
Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price
$ 0.6:-$11.06 453,81( 44 % 8.71 402,76( $ 8.4¢
$11.5:-$23.44 1,845,41! 7.8 15.67 751,11! 20.2¢
$23.5¢-$29.94 806,81. 7.C 26.2¢ 293,01: 26.7(
$30.25-$39.81 2,274,36. 8.C 35.4¢ 606,28( 36.7¢
$40.1:-$49.75 1,021,68! 7.8 46.61 316,59 46.61
$50.25-$62.33 136,97! 7.5 55.5¢ 53,97t 55.3¢
$ 0.6:-$62.33 6,539,05! 75 $ 29.0¢4 242373 $ 27.4¢

88



CSG SYSTEMS INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Subsequent to December 31, 2002, the Company grdate000, 24,750 and 24,000 options under the P86 the 2001 Plan and
Director Plan, respectively, at prices that rargenf$9.11 to $15.11 per share. The 1996 Plan a@dl Ptan options vest over four years and
the Director Plan options vest over three years. T996 Plan options were granted to key membeamsanoagement. These options are not
reflected in the above tables as they were grasubdequent to December 31, 2002.

1996 Employee Stock Purchase PlanDuring 1996, the Company adopted the 1996 Eygal&Gtock Purchase Plan whereby 500,000
shares of the Company’s Common Stock have beervesstor sale to employees of the Company anduitsigiaries through payroll
deductions. The price for shares purchased undauléim is 85% of market value on the last day effiirchase period. Purchases are made a
the end of each month. During the years ended DieeeB1, 2002, 2001, and 2000, 111,061, 35,48138rP0 shares, respectively, were
purchased under the plan for $1.6 million ($9.2%34.54 per share), $1.3 million ($26.31 to $52Bshare), and $1.1 million ($24.65 to
$47.65 per share).

12. Unaudited Quarterly Financial Data
Quarter Ended

March 31 June 30 September 3( December 31
(in thousands, except per share amounts)
2002(1):

Total revenue $130,37¢ $169,73¢ $ 155,61 $ 155,20!
Gross margin (exclusive of depreciatic 78,95¢ 100,96( 85,02¢ 82,99%
Operating income(2)(: 12,69¢ 37,817 17,24: 33,40(
Income before income taxes(2) 11,717 32,81( 12,84( 30,17
Income tax provision(4 (9,259 (13,567) (6,990 (13,120
Net income available to common stockholc 2,46¢ 19,24¢ 5,85( 17,057

Net income available to common stockholders peres!
Basic 0.0t 0.37 0.11 0.3¢
Diluted 0.0t 0.3¢ 0.11 0.3<

Quarter Ended
March 31 June 30 September 3( December 31
(in thousands, except per share amounts)
2001:

Total revenue $114,09¢ $120,08t $ 124,37 $ 118,34«
Gross margin (exclusive of depreciatic 72,30¢ 76,13: 79,53¢ 72,92
Operating incom: 43,80 45,93¢ 46,57 45,66¢
Income before income tax 43,65( 46,00¢ 47,24¢ 46,53¢
Income tax provisiol (16,589 (17,479 (17,619 (17,840
Net income available to common stockholc 27,06¢ 28,527 29,63( 28,69¢

Net income available to common stockholders peres!
Basic 0.52 0.54 0.5€ 0.54
Diluted 0.4¢ 0.52 0.5¢4 0.5¢

(1) The results of the Kenan Business operations flendate of the acquisition (February 28, 2002)uphoDecember 31, 2002 are
included in the Compar's consolidated results of operations. See Na

(2) Beginning with the first quarter through the fougiharter of 2002, the quarterly results of operatimcluded Kenan Business
acquisitiol-related expenses of $23.8 million, $3.6 million,3$&illion and $0.5 million (total of $30.0 millignSee Note &
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(3) The third and fourth quarters of 2002 includedregtiring charges of $12.0 million and $0.7 millioaspectively (total of $12.7
million). See Note €

(4) The overall effective income tax rate was approxatyad9% for 2002, but was higher in certain quartdue to the impact of the Kenan
Business acquisition and the growth in internatitnsiness. See Note

13. Subsequent Event

In January 2003, the Company granted 480,000 sbérestricted stock to a key member of managenvettt, 270,833 shares related
the stock options cancelled in August 2002 (seeNa&). The remaining 209,167 shares were granted ebst to the employee. The 270,833
shares vest in equal installments on January &,20006, and 2007. The 209,167 shares vest 25%alyiower the four years from the date
of grant. The entire 480,000 shares become fullfeceupon a change in control of the Company, awe bther acceleration of vesting
provisions related to the death, retirement or teation of the employee. The restricted stock gravire issued under the 1996 plan.

The Company accounted for the restricted stocktgram fixed award, and recorded deferred emploge®ensation (a component of
stockholders’ equity) of approximately $5.9 millias of the grant date. The amount of deferred eyeplcompensation is net of $0.6 million
of compensation expense, which was recognized(2 2hen the 270,833 shares were accounted fovasable stock award. The $5.9
million of deferred employee compensation will Imecatized to compensation expense on a straightblases over the vesting period of the
restricted stock.

The Company issued 480,000 shares of treasury stdckill the restricted stock grants, as oppos®éssuing new shares. The
difference between the carrying value of the shafdéieasury stock issued of approximately $14.Bioni (weighted-average price per share
of $31.11) and the amount of deferred and accrogula®yee compensation recorded of approximately &86liton (weighted-average price of
$13.65 per share), or approximately $8.4 millioaswecorded as a reduction to accumulated earangemponent of stockholders’ equity).

90



Item 9. Changes in and Disagreements With Accountants orcéunting and Financial Disclosure

The firm of Arthur Andersen LLP served as the Compaindependent public accountants for 2001 ar@2@nd in January 2002 was
selected by the Board to serve in such capacit2@02. Because of the subsequent criminal indictraed other legal and professional
problems of Arthur Andersen LLP, upon the recomnagiod of the Audit Committee of the Board, on M&; 2002, the Board rescinded
such selection and on June 17, 2002, selected KPMR&o audit the financial statements of the Conypand its subsidiaries for 2002. A
change in independent auditors from Arthur Andetded to KPMG LLP was reported in a Current Repartrmrm 8-K dated June 19, 2002.

The report of Arthur Andersen LLP on the finana&ltements of the Company for 2001 and 2000 digoiatiain an adverse opinion or
a disclaimer of opinion and was not qualified ordified as to uncertainty, audit scope or accoungirigciples. During the period from
January 1, 2001, through May 23, 2002, there werdisagreements by the Company with Arthur Andetdd? on any matter of accounting
principles or practices, financial statement disale or auditing scope or procedure.

During the Company’s fiscal years 2001 and 2000thraligh June 17, 2002, the Company did not colkdRIMG LLP with respect to
the application of accounting principles to a sfeditransaction, either completed or proposedhertype of audit opinion that might be
rendered on the Compamyconsolidated financial statements, or any othagters or reportable events as set forth in I1te@d(2)(i) and (ii
of Regulation S-K.

PART IlI

Item 10. Directors and Executive Officers of the Registrant

See the Proxy Statement for the Company’s 2003 AlnMeeting of Stockholders, from which informatiggarding directors is
incorporated herein by reference. Information rdijey the Company’s executive officers will be omdttfrom such proxy statement and is
furnished in a separate item captioned “Executiffec€s of the Registrant” included in Part | ofglrorm 10-K.

ltem 11. Executive Compensation

See the Proxy Statement for the Company’s 2003 Alndeeting of Stockholders, from which informationresponse to this ltem is
incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners alanagement

See the Proxy Statement for the Company’s 2003 AlnMeeting of Stockholders, from which informationresponse to Items 12(a) —
(c) is incorporated herein by reference. See Fdethd to the Company’s Consolidated Financial States, from which information in
response to Item 12(d) is incorporated herein bgreace.

Item 13. Certain Relationships and Related Transactions

See the Proxy Statement for the Company’s Annuatig of Stockholders, from which information irspense to this Item is
incorporated herein by reference.

Item 14. Controls and Procedures

Within the 90-day period prior to filing this reppthe Company’s management, including the Chiefdexive Officer (“CEO”) and
Chief Financial Officer (“CFO”), conducted an evation of the effectiveness of the design and operatf the Company’s disclosure
controls and procedures. Based on that evaludtienCEO and CFO concluded that the Company’s discdocontrols and procedures were
effective as of the date of that evaluation. THeree been no significant changes in the Companyésnal controls, or in other factors that
could significantly affect internal controls, subsent to the date the Company completed its evaluat
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PART IV

Item 15. Exhibits, Financial Statement Schedules and Repaoots Form 8-K

(@) Financial Statements, Financial Statemehe&ales, and Exhibits:
(1) Financial Statements
The financial statements filed as part of this repoe listed on the Index to Consolidated Findrsiatements on page 50.
(2) Financial Statement Schedules:
None. Any information required in the Financial t8taent Schedules is provided in sufficient detathie Consolidated Financial
Statements and notes thereto.
(3) Exhibits
Exhibits are listed in the Exhibit Index on page 96
The Exhibits include management contracts, compgensplans and arrangements required to be filegikaits to the Form 18-
by Item 601(10)(iii) of Regulation S-K.

(b) Reports on Form 8-K
None
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d)f the Securities Exchange Act of 1934, the regiant has duly caused this
report to be signed on its behalf by the undersigrit thereunto duly authorized.

CSG SysTEMS| NTERNATIONAL , | NC.

By: /s/ NEeaL C. HANSEN

Neal C. Hansen
Chief Executive Officer (Principal Executive Office)

Date March 28, 200:

Pursuant to the requirements of the Securities Exange Act of 1934, this report has been signed beldw the following persons
on behalf of the registrant and in capacities andmthe dates indicated.

Signature Title Date

/s/ NEeAL C. HANSEN Chairman of the Board of Directors and Chief March 28, 2003
Executive Officer (Principal Executive Officer)

Neal C. Hansen

/sl JoHNP. POGGE President, Chief Operating Officer and Director March 28, 2003

John P. Pogge

/s/ PeETERE. K ALAN Senior Vice President and Chief Financial Officer March 28, 2003
(Principal Financial Officer)

Peter E. Kalan

/sl RanDY R. WIESE Vice President and Chief Accounting Officer (Privadi March 28, 2003
Accounting Officer)

Randy R. Wiese

Is] GeorGeF. HADDIX Director March 28, 2003

George F. Haddix

/s JaNicE |. O BUCHOWSKI Director March 28, 2003

Janice |. Obuchowski

/sl  BERNARDW. R EZNICEK Director March 28, 2003

Bernard W. Reznicek

/s/ DoNALD V. SMITH Director March 28, 2003

Donald V. Smith

/sl  FrRANK V. SicA Director March 28, 2003

Frank V. Sica
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CERTIFICATIONS PURSUANT TO
SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Neal C. Hansen, certify that:

1.
2.

Date:

| have reviewed this annual report on Forr-K of CSG Systems International, In

Based on my knowledge, this annual report doesomtain any untrue statement of a material facinoit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

Based on my knowledge, the financial statementsodimer financial information included in this amhveport, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this
annual report

The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingld&ae controls and procedures (as
defined in Exchange Act Rules -14 and 15-14 ) for the registrant and hay

(&) designed such disclosure controls and proceduressiore that material information relating to tegistrant, including its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in which this annual
report is being prepare

(b) evaluated the effectiveness of the registrant’sloésire controls and procedures as of a date wiidays prior to the filing date
of this annual report (th*Evaluation Dat"); and

(c) presented in this annual report our conclusionsibthe effectiveness of the disclosure controlsanodedures based on our
evaluation as of the Evaluation Da

The registrant’s other certifying officers and vealisclosed, based on our most recent evaludtidhg registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thewedent functions)

(&) all significant deficiencies in the design or opiena of internal controls which could adverselyeaff the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audiemmg material weaknesses in
internal controls; an

(b) any fraud, whether or not material, that involvesniagement or other employees who have a significéain the registrant’s
internal controls; an

The registrant’s other certifying officers and vkandicated in this annual report whether theresvgégnificant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including
any corrective actions with regard to significaeficiencies and material weakness

March 28, 2003 /s/ NEAL C. H ANSEN

Neal C. Hansen
Chairman and Chief Executive Officer
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CERTIFICATIONS PURSUANT TO
SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Peter E. Kalan, certify that:

1.
2.

Date:

| have reviewed this annual report on Forr-K of CSG Systems International, In

Based on my knowledge, this annual report doesomtain any untrue statement of a material facinoit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

Based on my knowledge, the financial statementsodimer financial information included in this amhveport, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this
annual report

The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingld&ae controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

(&) designed such disclosure controls and proceduressiore that material information relating to tegistrant, including its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in which this annual
report is being prepare

(b) evaluated the effectiveness of the registrant’sloésire controls and procedures as of a date wiidays prior to the filing date
of this annual report (th*Evaluation Dat"); and

(c) presented in this annual report our conclusionsibthe effectiveness of the disclosure controlsanodedures based on our
evaluation as of the Evaluation Da

The registrant’s other certifying officers and vealisclosed, based on our most recent evaludtidhg registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thewedent functions)

(&) all significant deficiencies in the design or opiena of internal controls which could adverselyeaff the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audiemmg material weaknesses in
internal controls; an

(b) any fraud, whether or not material, that involvesniagement or other employees who have a significéain the registrant’s
internal controls; an

The registrant’s other certifying officers and vkandicated in this annual report whether theresvgégnificant changes in internal
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including
any corrective actions with regard to significaeficiencies and material weakness

March 28, 2003 /s/ PETERE. K ALAN

Peter E. Kalan
Senior Vice President and Chief Financial Officer
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Exhibit
Number

2.19(3)*
2.19A(5)*
2.19B(6)’

2.19C(7
2.19D(7)*

2.19E(7
2.19F(7y
2.19G(8)’
2.19H(9)*

2.191(10)*

2.19J(11)
2.19K(12)*
2.19L(13)*

2.19M(15)*

EXHIBIT INDEX
Description

Restated and Amended CSG Master Subscriber Manag&ystem Agreement between CSG Systems, Inc. @hd T
Cable Management Corporation dated August 10,

Second Amendment to Restated and Amended CSG Madbscriber Management System Agreement between CSG
Systems, Inc. and TCI Cable Management Corporatiated January 9, 19!

First Amendment to Restated and Amended CSG M8&stescriber Management System Agreement between CSG
Systems, Inc. and TCI Cable Management Corporatiated June 29, 19¢

Sixth Amendment to Restated and Amended CSG M&silescriber Management System Agreement between CSG
Systems, Inc. and TCI Cable Management Corporatiated July 22, 199

Seventh Amendment to Restated and Amended CSG Magscriber Management System Agreement betweéh CS
Systems, Inc. and TCI Cable Management Corporatiated September 8, 19

Eighth Amendment to Restated and Amended CSG M8&siescriber Management System Agreement between CSG
Systems, Inc. and TCI Cable Management Corporatiated September 25, 19

Eleventh Amendment to Restated and Amended CSGeM8sbscriber Management System Agreement betw8éh C
Systems, Inc. and TCI Cable Management Corporatiated September 30, 19

Fifth, Ninth, Tenth, Thirteenth, Fourteenth, Sewemth and Nineteenth Amendments to Restated anchdedeCSG
Master Subscriber Management System Agreement bat@8G Systems, Inc. and TCI Cable Management Catipo

Fourth and Twentysecond Amendments and Schedule L to Restated amthded CSG Master Subscriber Manager
System Agreement between CSG Systems, Inc. an€Cale Management Corporati

Twenty-Third, Twenty-Fourth, Twenty-Fifth, Twentye@enth, Twenty-Eighth, Thirtieth, Thirtlfeurth Amendments a
Schedule Q to Restated and Amended CSG Master shdrsklanagement System Agreement between CSGi8yste
Inc. and TCI Cable Management Corporal

Thirty-Sixth and Thirty-Eighth Amendments to Resthind Amended CSG Master Subscriber Managemetarys
Agreement between CSG Systems, Inc. and TCI Cahlealgement Corporatic

Fifteenth, Twenty-Ninth, Forty-First and Forfyrird Amendments and Schedules | and X to ResttedAmended CS
Master Subscriber Management System Agreement bat®@8G Systems, Inc. and TCI Cable Management Catipo

Thirty-Seventh, Fortieth, Forty-Fourth and FortytfriAmendments to Restated and Amended CSG Mastescsber
Management System Agreement between CSG Systemsnd TCl Cable Management Corporal

Forty-Ninth Amendment to Restated and Amended CSGtdt Subscriber Management System Agreement hetwee
CSG Systems, Inc. and AT&T Broadband Managemenp@ation dated October 10, 20
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Exhibit
Number

2.19N(16)’
2.190(19)'
2.19P’
2.20(3
2.21(3
2.22(3
2.23(3
2.24(3
2.25(4
2.26(8
2.27(13
2.28(21

2.29(21

2.30(21

2.31(21

Description

Forty-Sixth, Forty-Eighth, Fiftieth and Fifty-Seabmendments to Restated and Amended CSG MastecBiobr
Management System Agreement between CSG Systemgnd AT&T Broadband Management Corpora

Fifty-Third, Fifty-Fourth and Fifty-Fifth Amendmesto Restated and Amended CSG Master Subscribeadéament
System Agreement between CSG Systems, Inc. and ABi&adband Management Corporat

Fifty-Sixth Amendment to Restated and Amended CS&Gter Subscriber Management System Agreement bhetwee
CSG Systems, Inc. and AT&T Broadband Managemenp@ation

Asset Purchase Agreement between CSG Systemsdtiteral, Inc. and TClI SUMMITrak of Texas, Inc., TCI
SUMMITrak, L.L.C., and TCI Technology Ventures, Indated August 10, 19¢

Contingent Warrant to Purchase Common Stock betW&#h Systems International, Inc. and TCI TechnoMggitures
Inc., dated September 19, 1€

Royalty Warrant to Purchase Common Stock betwedd Systems International, Inc. and TCI

Technology Ventures, Inc., dated September 19,

Registration Rights Agreement between CSG Systatesnlational, Inc. and TCI Technology
Ventures, Inc., dated September 19, 1

Loan Agreement among CSG Systems, Inc. and CS@i8gdnternational, Inc. as dmrrowers, and certain lenders ¢
Banque Paribas, as Agent, dated September 18,

First Amendment to Loan Agreement among CSG Systerosand CSG Systems International, Inc. as qoelners,
and certain lenders and Banque Paribas, as Agatet] November 21, 19¢

Second Amendment to Loan Agreement among CSG Sgstam and CSG Systems International, Inc. asaroekvers,
and certain lenders and Banque Paribas, as Agatet] November 16, 19¢

Third Amendment to Loan Agreement among CSG Systémsand CSG Systems International, Inc. as qoelers,
and certain lenders and Paribas, as Agent, datechda24, 200!

Asset Purchase Agreement by and between Lucenn®tagies Inc., as Seller, and CSG Systems Intenmalti Inc., as
Buyer, dated as of December 31, 2!

Intellectual Property Agreement by and among Ludetthnologies Inc., Lucent Technologies GRL Corpiora Lucent
Technologies Ireland Holding Limited and CSG Systénternational, Inc., CSG Software Inc., CSG Tedtbgy
Limited, effective as of February 28, 20

Software and Services Master Supply Agreement {Nanberica) by and among Lucent Technologies Ind. @8G
Systems International, Inc. and CSG Software, dated as of February 28, 20

Software and Services Master Supply Agreementrfiateonal) by and among Lucent Technologies Ind. @8G
System International, Inc. and CSG Software, Idated as of February 28, 20
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Exhibit
Number

2.32(21

3.01(1
3.02(2
3.03(2
4.01(1
10.01(1
10.02(23
10.03(17
10.14(8
10.14A(15
10.14B(23
10.14C(24
10.14C
10.15(20
10.39(12
10.40(14)

10.44(18
10.45(8
10.46(8

10.47(15

10.48(17

10.49(19

10.50(23

10.51(24

10.52(24

10.53(24

10.54(24

10.55(24

10.56(24

10.57(24

10.58(24

Description

Amended and Restated Credit Agreement among CSterBgsnternational, Inc., as Holdings, CSG Systkmos as
Borrower, the Lenders from Time to Time Partiesaét@er BNP Paribas, as Administrative Agent, Lehmam@ercial
Paper, Inc., as Syndication Agent, and Credit LyimiNew York Branch, the Bank of Nova Scotia andI$\eargo
Bank, National Association, as -Documentation Agents, dated as of February 28,

Restated Certificate of Incorporation of the Comp

Restated Bylaws of CSG Systems International,

Certificate of Amendment of Restated Certificaténmiorporation of CSG Systems International,
Form of Common Stock Certifica

CSG Systems International, Inc. 1995 Incentive ISflan

CSG Employee Stock Purchase F

CSG Systems International, Inc. 1996 Stock Incenfilan

Employment Agreement with Neal C. Hansen, dateddidwer 17, 199

First Amendment to Employment Agreement with NeaH@nsen, dated June 30, 2(

Second Amendment to Employment Agreement with Iieaflansen, dated April 29, 20

Third Amendment to Employment Agreement with NeaH@nsen, dated August 30, 2C

Fourth Amendment to Employment Agreement with NeaHansen, dated November 15, 2I
Form of Indemnification Agreement between CSG Systinternational, Inc. and Directors and Execu@ffcers
CSG Systems, Inc. Wealth Accumulation Plan, as aeem™November 16, 19¢

Second Amended and Restated Services Agreemengédetiwirst Data Technologies, Inc. and CSG Systhmos,dated
April 1, 2000

CSG Systems International, Inc. Stock Option PtarNfor-Employee Director
Employment Agreement with John P. Pogge, dated ibee 17, 199¢
Employment Agreement with Edward Nafus, dated Ndveni7, 199¢
Employment Agreement with J. Richard Abramson, didtegust 17, 200
Employment Agreement with Peter Kalan, dated JanL&y 2001

Employment Agreement with William E. Fisher, datggptember 18, 20(

CSG Systems International, Inc. 2001 Stock Incenfilan

Stock Option Cancellation Agreement with Neal Cnétn, dated August 30, 20
Stock Option Cancellation Agreement with Peter BElag, dated August 30, 20
Stock Option Cancellation Agreement with EdwardN@fus, dated August 30, 20
Stock Option Cancellation Agreement with WilliamMsher, dated August 30, 20
Stock Option Cancellation Agreement with John Rydeo dated August 30, 20
Restricted Stock Award Agreement with Neal C. Hansiated August 30, 20(
Restricted Stock Award Agreement with Peter E. Katlated August 22, 20(
Restricted Stock Award Agreement with Peter E. Katiated August 30, 20(
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Exhibit
Number Description

(1)
)

(3)
(4)

®)
(6)
@)
®)
9)
(10)
(11)
(12)
(13)
(14)
(15)
(16)

(17)

10.59(24  Restricted Stock Award Agreement with Edward C.udaflated August 30, 20l
10.60(24  Restricted Stock Award Agreement with William Eslkér, dated August 30, 20
10.61(24  Restricted Stock Award Agreement with John P. Ppdgted August 30, 20(

16.1(22 Letter from Arthur Andersen LLP dated June 11, 2
21.01  Subsidiaries of the Compa
23.01  Consent of KPMG LLF

99.01  Safe Harbor for Forward-Looking Statements UnderRhvate Securities Litigation Reform Act
of 199t—Certain Cautionary Statements and Risk Fac

99.0:  Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarl-Oxley Act of 200z
99.0¢  Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sart-Oxley Act of 200z

Incorporated by reference to the exhibit of the saumber to the Registration Statement No-244 on Form -1.

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
June 30, 1997

Incorporated by reference to the exhibit of the samumber to the Registris Current Report on Forn-K dated October 6, 199
Incorporated by reference to the exhibit of the saumber to the Registrant’s Annual Report on FboakK, as amended for the year
ended December 31, 19¢

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
March 31, 1998

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
June 30, 199¢

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
September 30, 199

Incorporated by reference to the exhibit of the samumber to the Registrant’s Annual Report on FboakK, as amended for the year
ended December 31, 19¢

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
March 31, 1999

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
June 30, 199¢

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
September 30, 199

Incorporated by reference to the exhibit of the saumber to the Registrant’s Annual Report on Fb@akK, as amended, for the year
ended December 31, 19¢

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
March 31, 2000

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
June 30, 200(

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
September 30, 200

Incorporated by reference to the exhibit of the samumber to the Registrant’s Annual Report on FboaK for the year ended
December 31, 200!

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
March 31, 2001
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(18)
(19)
(20)
(21)
(22)
(23)

(24)

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
June 30, 2001

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
September 30, 200

Incorporated by reference to the exhibit of the samumber to the Registrant’s Annual Report on FbdaK for the year ended
December 31, 200:

Incorporated by reference to the exhibit of the samumber to the Registrant’s Current Report on Féxnfor the event dated as of
March 14, 2002

Incorporated by reference to the exhibit of the samumber to the Registrant’s Current Report on Fé1hfor the event dated as of
June 17, 200z

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
June 30, 200z

Incorporated by reference to the exhibit of the samumber to the Registrant’s Quarterly Report omb0-Q for the period ended
September 30, 200

Portions of the exhibit have been omitted purst@ain application for confidential treatment, ahd bmitted portions have been filed
separately with the Commissic
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Exhibit 10.14D

FOURTH AMENDMENT
to
EMPLOYMENT AGREEMENT
among
CSG SYSTEMS INTERNATIONAL, INC.
and
CSG SYSTEMS, INC.
and
NEAL C. HANSEN

This Fourth Amendment to Employment Agreement {fimendment”) is made this 15th day of November,208mong CSG
SYSTEMS INTERNATIONAL, INC. (“CSGS"), a Delaware gmration, CSG SYSTEMS, INC. (“Systems”), a Delagvaorporation, and
NEAL C. HANSEN (the“Executive”). CSGS and Systems collectively arenefd to in this Amendment and the Employment Agneret
referred to below as the “Companies”.

* % %

WHEREAS, the Companies and the Executive entettedsim Employment Agreement dated November 17, {9@8‘Employment
Agreement”); and

WHEREAS, the Companies and the Executive entettedaifrirst Amendment to the Employment Agreemetegdidune 30, 2000 (the
“First Amendment”); and

WHEREAS, the Companies and the Executive entettedsitsecond Amendment to the Employment AgreemegeiddApril 29, 2002
(the “Second Amendment”); and

WHEREAS, the Companies and the Executive entettedsimhird Amendment to the Employment Agreemertedl&ugust 30, 2002
(the “Third Amendment”); and

WHEREAS, the Companies desire to further amendethployment Agreement as herein set forth.

NOW, THEREFORE, in consideration of the foregoiagitals and the respective covenants and agreemithts parties contained in
this document, the Companies and the Executivesaagdollows:

1. The Employment Agreement, as previously amenideiaby is further amended by adding thereto &teagraph 30 thereof a new
Paragraph 31 reading in its entirety as follows:
“31. PostTermination Consulting Services

(a) If the Executive remains in the employ of ttenanies until the earlier of (i) his reaching #iye of sixty-five (65)
years, (ii) the termination ¢




his employment with the Companies after the ocaumeeof a Change of Control, (iii) the terminatidrhis employment with the Companies
pursuant to Paragraph 10(b) of this agreement Iseaaithis disability, (iv) the termination of hisyployment with the Companies without
cause, or (V) his resignation from employment wlith Companies pursuant to Paragraph 10(f) of tiriseanent (relating to constructive
termination), then, for a period of ten (10) yeafter the termination of the Executigegmployment with the Companies, the Executiveex
to serve as a consultant to the Board of Direcacs Chief Executive Officer of the Companies wihbpect to the strategic planning and
business development activities of the Companids@provide up to twenty (20) hours of service penth to the Companies in such
capacity upon the request of the Companies frora totime. The Executive may provide such consyléiervices either in person or by
telephone, video conference, or other means of ammuation, and at such locations, as the Compamdghe Executive reasonably may
agree upon from time to time. The Companies agr@edvide the Executive with reasonable advance@ais to the times at which the
Companies will require the Executigetonsulting services and to be reasonably flexib&eheduling such times so as to enable the Hixex
to plan his personal schedule and meet his othamitments. Apart from his consulting duties undgs agreement, the Executive shall be
free to engage in any business or other activay ltie may choose from time to time.

(b) The Executive and the Companies acknowledgeagrek that the Executive will be an independentrector for all purposes of the
consulting services which he provides pursuanti®Paragraph 31 and will not be an agent, reptates, or employee of the Companies for
federal, state, or local tax purposes or for aimgopurpose whatsoever. Except as provided irRragraph 31, the Executive acknowledges
and agrees that he will not be entitled to any eyg® benefits provided by the Companies to anheif tespective employees by reason of
the consulting services that he provides pursuatitis Paragraph 31. The Executive shall haveresigonsibility for all of his acts as a
consultant to the Companies and in such capaclbhaie no authority to make any commitments oeeirito any contracts on behalf of, or
otherwise obligate, the Companies in any mannetsoleger. As a consultant to the Companies, the Execagrees not to hold himself out
as a employee, representative, or agent of the @oi@@. In his discretion, the Executive may prowdeh consulting services through a
limited liability company or other entity so long the Executive himself provides such consultingises; and in such case the provisions of
this subparagraph (b) also shall apply to suchtdidhiiability company or other entity.

(c) In consideration of the Consulting serviceschththe Executive agrees to provide to the Companiesuant to this Paragraph 31
(whether or not the Companies actually requesEttexutive to provide any of such services), duthmg10-year period referred to in
subparagraph (a) of this Paragraph 31 (or untiteegh of the Executive if the Executive dies ptithe elapse of such 10-year period) the
Executive will be entitled to the following bensfirom the



Companies (in addition to any other benefits toolitthe Executive may be entitled under the prowusiof this agreement or otherwise):

(i)

(ii)

The Executive and other persons designated bystbeufive shall be entitled to reasonable use oftimpanies’ aircraft at the
Companies’ expense for legitimate personal trawehftime to time; provided, however, that such sisa&ll be subject in all events
to the availability of the Companies’ aircraft &uch purpose and to the priority of the Compariiesiness requirements for such
aircraft; and provided further, however, that spehsonal aircraft use by the Executive and othesques designated by the
Executive shall be limited to 40,000 miles (sucheanje to be determined using standard commerditi@nw practice) during any
calendar year, other than in connection with thedixive’s performance of consulting services pumstmthis subparagraph (c).
Personal travel on the same flight by more thanadriee Executive and other persons designatetid¥kecutive shall be
considered to be a single flight for purposes chsmileage determination, and the mileage of afligithout the Executive or any
other person designated by the Executive as ampgeaséeven if such flight is in connection with émer flight on which the
Executive or another person designated by the Execwas or will be a passenger) shall not be aedifidr purposes of applying
such 40,000-mile annual limit. If none of the Comiga’ aircraft is available for personal use by Ex@cutive or a person
designated by the Executive on a particular occasidf the Companies no longer have any aircthéin the Executive shall be
entitled at the Companies’ expense to charter ranadii (substantially similar to the Companiestcedéft that would have been used
on such occasion if it were available or, if then@panies no longer have any aircraft, substantgthilar to the aircraft most
recently owned or leased by the Companies) for peckonal use on such particular occasion or wharequired if the
Companies no longer have any aircraft, subjectitt 0,000-mile annual limit; the Companies prosnptall reimburse the
Executive for his actual cost of each such pernhittearter flight, and the mileage of each such gethcharter flight shall be
counted for purposes of applying such 40-mile annual limit.

The Companies shall provide to the Executive atbmpanies’ expense in a location or locationsdjothan premises occupied
by the Companies) selected from time to time bykkecutive a furnished private office within

3



executive office suite that provides shared reoejst, secretarial, conference room, and officdmgant services and facilities
(including but not limited to copiers, fax machinedephone, cable TV, and high-speed internet ections), such office suite,
services, and facilities to be of a quality reastyaonsistent with the Executive’s position wittetCompanies immediately prior
to the termination of his employment with the Comipa; provided, however, that the maximum expensewthe Companies
will be required to incur for such office suitengees, and facilities during any calendar yeathait regard to the Tax Payment
and the Gross-Up Payments provided for in this atdgraph (c), is $40,000, increased as of thedagtof January of each
calendar year (beginning with the first calendaryfer which this subparagraph (ii) is applicatiig)the percentage that the Uni
States Department of Labor Consumer Price Indelkligths) for All Urban Consumers, 1982-84=100 (“@WP) for such January
has increased over the CPI-U for January 2003.

(iii) If the Executive is required to pay any federalfestor local income taxes in respect of incomeuireg to the Executive by reason
of the Executive’s personal use of the Companiiesialt or a chartered aircraft pursuant to thisgaragraph (c) or by reason of
the office suite, services, and facilities providedhe Executive pursuant to this subparagrapfttie) “Tax Amounts”), then the
Companies promptly shall make a cash payment {fag Payment”) to or on behalf of the Executive inaanount equal to the
Tax Amounts. The Companies also shall make aniadditcash payment to or on behalf of the Executiven amount rounded
the nearest $100.00 which is equal to any additi@ueral, state, or local income taxes for which Executive will be liable as a
result of the Tax Payment (the additional cash gayrprovided for in this sentence being referreds@ “Gross-Up Paymentip
addition, the Companies shall pay to or on behalfi® Executive a further Gross-Up Payment in respéeach prior Gross-Up
Payment under this subparagraph until the amouthteofast Gross-Up Payment is less than $100.0Q0ptposes of computing
the Tax Payment and the Gross-Up Payments undesubparagraph, the Companies shall use the hiigltegtual tax rates
applicable to the Executive for the year for whilth Tax Payment is mac

(d) If the Executive is or becomes incapable bypoeaof physical injury, disease, or mental illnesproviding the consulting services
required by



this Paragraph 31, then while such incapacity ool the Executive shall not be required to prosigeh consulting services (or
shall be required to provide such consulting sewianly to the extent that he is capable of do@)glsut the Executive
nevertheless shall continue to be entitled to fathe benefits provided for in subparagraph (cthig Paragraph 31.

(e) If the Companies at any time believe that tkedgtive has failed to comply with his obligatiansder this Paragraph 31
and is in default under this Paragraph 31, therCimapanies promptly will so notify the Executivedagive the Executive a
reasonable opportunity to cure such default in amaathat is equitable to both the Companies aadttecutive.

(f) If the Executive’s employment with the Compamis terminated by the Companies for cause pursadaragraph 10(c)
of this agreement before the Executive reacheadbeof sixty-five (65) years or because of the Hkee’s death, then this
Paragraph 31 shall have no force or effect. IfEkecutive’s employment with the Companies is teated by the Companies for
cause pursuant to Paragraph 10(c) of this agreenten or after the Executive reaches the age of-fixe (65) years, then this
Paragraph 31 shall remain in full force and effect.

2. Any terms in initial capital letters or all cégliletters used as a defined term, but not definglis Fourth Amendment, shall have the
meaning set forth in the Employment Agreementnif af the terms and conditions in this Fourth Anmaedt conflict with those in the
Agreement, the terms and conditions of this FoArttendment shall take precedence. Upon executithiofourth Amendment by the
parties, any subsequent reference to the EmployAgneiement between the parties shall mean the Bmaot Agreement as amended by
the Second Amendment, the Third Amendment, andRAtisth Amendment. As amended by the Second Amentithe Third Amendment,
and this Fourth Amendment, the Employment Agreersball continue in full force and effect accordiogts terms.

IN WITNESS WHEREOF, each of the parties has catisisd-ourth Amendment to be executed as of the fitatavritten above.
CSG SYSTEMS INTERNATIONAL, INC

By: /S/ John. P. Pogge

John P. Pogge, Preside¢
CSG SYSTEMS, INC

By: /S/ John. P. Pogge

John P. Pogge, Preside¢

/S/ Neal C. Hansen

Neal C. Hanse
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EXHIBIT 23.01
INDEPENDENT AUDITORS’ CONSENT

To The Board of Directors
CSG Systems International, Inc.

We consent to the incorporation by reference in Gy&ems International, Inc.’s Registration Stateisien Forms S-8 (File Nos. 338315
333-32951, 333-48451, 333-83715, 333-42202 and83856) of our report dated March 20, 2003, wittpees to the consolidated balance
sheet of CSG Systems International, Inc. and Sigy@d as of December 31, 2002, and the relatedatiiated statements of income,
stockholders’ equity and cash flows for the yeantlnded, which report appears in the Decembe2@®®, annual report on Form 10-K of
CSG Systems International, Inc. Our report contamexplanatory paragraph discussing our audiegam adjustments that were applied to
restate the disclosures for reportable segmerectetfl in the December 31, 2001 and 2000 finarstzéments, which were audited by other
auditors who have ceased operations. However, we me engaged to audit, review, or apply any piaoes to the 2001 and 2000
consolidated financial statements other than végipect to such adjustments.

KPMG LLP

Denver, Colorado,
March 28, 2003



Exhibit 99.01

SAFE HARBOR FOR FORWARD-LOOKING STATEMENTS UNDER TH E PRIVATE SECURITIES
LITIGATION REFORM ACT OF 1995

CERTAIN CAUTIONARY STATEMENTS AND
RISK FACTORS

CSG Systems International, Inc. and its subsidigigellectively, the “Company”) or their represdivtas from time-tatime may make or me
have made certain forward-looking statements, wdrathally or in writing, including without limitatin, any such statements made or to be
made in the Management’s Discussion and Analysirancial Condition and Results of Operations (“8#%J) contained in its various SE
filings or orally in conferences or teleconferenclse Company wishes to ensure that such staterasmtccompanied by meaningful
cautionary statements, so as to ensure to thesfidigent possible the protections of the safedragbtablished in the Private Securities
Litigation Reform Act of 1995.

ACCORDINGLY, THE FORWARD-LOOKING STATEMENTS ARE QUIIFIED IN THEIR ENTIRETY BY REFERENCE TO AND
ARE ACCOMPANIED BY THE FOLLOWING MEANINGFUL CAUTIOMRY STATEMENTS IDENTIFYING CERTAIN IMPORTANT
FACTORS THAT COULD CAUSE ACTUAL RESULTS TO DIFFERATERIALLY FROM THOSE IN SUCH FORWARD-LOOKING
STATEMENTS.

This list of factors is likely not exhaustive. TBempany operates in a rapidly changing and evolbimngjness involving the converging glo
communications markets, and new risk factors wkélly emerge. Management cannot predict all ofiingortant risk factors, nor can it ass
the impact, if any, of such risk factors on the @amy’s business or the extent to which any factor, antioation of factors, may cause ac
results to differ materially from those in any f@amd-looking statements.

ACCORDINGLY, THERE CAN BE NO ASSURANCE THAT FORWARDOOKING STATEMENTS WILL BE ACCURATE
INDICATORS OF FUTURE ACTUAL RESULTS, AND IT IS LIKEY THAT ACTUAL RESULTS WILL DIFFER FROM RESULTS
PROJECTED IN FORWARD-LOOKING STATEMENTS AND THAT STH DIFFERENCES MAY BE MATERIAL.

RELIANCE ON KEY CUSTOMER CARE AND BILLING PRODUCTS AND SERVICES

In connection with the Kenan Business acquisitiba,Company has reorganized its business into peoading segments: the Broadband
Services Division (the “Broadband Division”) anatGlobal Software Services Division (the “GSS Diwig).

The Broadband Division generates a substantialgpodf its revenues by providing customer care lilithg services to the United States
(“U.S.”) cable television and satellite industrisough its core service bureau processing pro@®86 CCS/BP (“CCS”). Historically, a
substantial percentage of the Compartgtal revenues were generated from providing @@8ucts and related services. These CCS pro
and services are expected to provide a large pagerf the Company’s and most of the BroadbandsDiv's total revenues in the
foreseeable future.

The GSS Division consists of the Company’s stamth@lsoftware products and related services, whaokists principally of the Kenan
Business acquired in February 2002. Historicallgignificant percentage of Kenan Business’ reveinae@® been generated from its core
customer care and billing system product, CSG KéRutformerly Arbor B/P), and professional serviessociated with this product. CSG
Kenan/BP and related maintenance and professienatss are expected to provide a large percertb@SS Divisions total revenues in tt
foreseeable future.

Any reduction in demand for CCS and/or CSG Kenani®RId have a material impact on the Company’srfaia condition and results of
operations, including possible impairments to eglagoodwill and other intangible assets. In addjttbe market for customer care and billing
systems is characterized by rapid



changes in technology and is highly competitivehnwéspect to the need for timely product innovatiand new product introductions. The
Company believes that its future success in suataand growing its processing revenues and soéhaad professional services revenues
depends upon continued market acceptance of iteruproducts, including CCS and CSG Kenan/BP thedCompany’s ability to adapt,
modify, maintain, and operate its products to askltee increasingly complex and evolving needssaflients, without sacrificing the
reliability or quality of the products. As a residtibstantial research and development will beirequo maintain the competitiveness of the
Company’s products and services in the market.&sean inherent risk of technical problems in rteining and operating the Company’s
products and services as the complexities areasexe Development projects can be lengthy andycasttl are subject to changing
requirements, programming difficulties, a shortafjqualified personnel, and unforeseen factors Wwhan result in delays. In addition, the
Company is typically responsible for the impleméintaof new products, and depending upon the siggmibduct, may also be responsible
for operations of the product. There is an inherishtin the successful implementation and openatiaf these products as the technological
complexities increase. There can be no assurainaé:qontinued market acceptance of the Compaoyrrent products; (ii) that the Compe
will be successful in the timely development ofgwot enhancements or new products that resporetbmological advances or changing
client needs; or (iii) that the Company will be sessful in supporting the implementation and/orapens of product enhancements or new
products. There are additional risks related tolémgntation projects addressed below.

COMCAST AND AT&T BROADBAND BUSINESS RELATIONSHIP

The Company generates a significant percentags tital revenues under the Comcast Master Sulesoiigreement. The Company is
currently involved in various legal proceedingsr{pipally, contract arbitration) with Comcast amsl predecessor company, AT&T
Broadband. See “MD&A — Comcast and AT&T BroadbansiBess Relationship” for a discussion of the bessirelationship, various legal
proceedings, and related risk factors.

RENEWAL OF ECHOSTAR COMMUNICATIONS CONTRACT

The percentages of the Company’s total revenuesrggad from Echostar Communications (“Echostarf)tiie years ended December 31,
2002 and 2001 were approximately 10.6% and 10.6%fpectively. The Company provides services to Behasmder a master agreement
which is scheduled to expire on December 31, 2084.failure of Echostar to renew its contract, espnting a significant part of its business
with the Company, would have a material impactt@m@ompany’s financial condition and results ofragiens.

RENEWAL OF AOL TIME WARNER CONTRACTS

America Online, Inc. (“AOL") and Time Warner comf#e their merger in 2000, and now operate undenémee AOL Time Warner, Inc.
(“AOL Time Warner”). The percentages of the Compariptal revenues generated from AOL Time WarnetHeryears ended December
2002 and 2001 were approximately 6.4% and 7.5%gertively. The Company provides services to AOL &darner under multiple,
separate contracts with various AOL Time Warneitiafés. These contracts are scheduled to expineadpus dates. The failure of AOL
Time Warner to renew contracts representing a fsagmit part of its business with the Company wdudde a material impact on the
Company’s financial condition and results of opiers.

CONVERSION TO THE COMPANY'S SYSTEMS

The Broadband Divisios’ ability to convert new client sites to its cuseymare and billing systems on a timely and aceurasis is necesse
to meet the Company'’s typical contractual committeemd to achieve its business objectives. Comgertiultiple sites under the schedules
required by contracts or business requirementdiffiault and complex process. One of the diffites in the conversion process is that
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competition for the necessary qualified persona@itense and the Company may not be successdtiracting and retaining the personnel
necessary to complete conversions on a timely aadrate basis. The inability of the Company to genfthe conversion process timely and
accurately would have a material impact on the Camyjs financial condition and results of operationstr€ntly, the Company does not hi
any scheduled conversions to its systems. The Coyngepects to gain additional market share thrazggtversions of new clients to its
systems. The inability of the Company to perforng auch conversions in a timely and accurate maooeld have a material impact on the
Company’s financial condition and results of opiers.

DEPENDENCE ON U.S. VIDEO INDUSTRY — CABLE TELEVISIO N AND SATELLITE

The Broadband Division generates its revenues byiging products and services to the U.S. and Ganazhble television and satellite
industries. Although the Company’s dependence esdlindustries has been lessened as a resultibbadbrevenues being generated
outside the U.S. as a result of the Kenan Busiaegsisition, revenues from the U.S. cable telenisiod satellite industries are still expected
to provide a large percentage of the Company’s,sahbdtantially all of the Broadband Division’s,abtevenues in the foreseeable future. A
decrease in the number of customers served bydh®@ny’s clients, loss of business due to non-raheWwclient contracts, industry and
client consolidations, and/or changing consumeratehfor services would have a material impact @xGbmpany’s results of operations.
There can be no assurance that new entrants imtddeo market will become clients of the Compakigo, there can be no assurance that
video providers will be successful in expandingiother segments of the converging communicatioskets. Even if major forays into new
markets are successful, the Company may be unabte¢t the special billing and customer care neétisat market.

CURRENT ECONOMIC STATE OF THE GLOBAL TELECOMMUNICAT IONS INDUSTRY

The economic state of the global telecommunicatiodsstry (e.g., cable television, DBS, wirelinedamireless telephony, Internet and high
speed data, etc.) continues to be depressed, witly of the companies operating within this indugtmplicly reporting decreased revenues
and earnings, as well as several companies reddinttyfor bankruptcy protection. Public reportglicate any expected turnaround in the
economic state of the global telecommunicationsistiy could be slow, and a sustained recovery ctalld several years. Many
telecommunications companies have announced cdstapital expenditure reduction programs to coyib thie depressed economic state of
the industry. Since most of the Company’s curret faiture clients operate within this industry secthe economic state of this industry
directly impacts the Company’s business, potentiattiting the amount of products and services entror future clients may purchase from
the Company, as well as increasing the likelihobdnezollectible amounts from current and futureasts receivable and lengthening the
cash collection cycle. For these reasons, the moedi depressed economic state of the global teleconcations industry may materially
impact the Company’s future results of operatiams lamit the Company’s ability to grow its revenuésdeed, in response to the lingering
poor economic conditions within this industry, dwyithe third quarter of 2002, the Company annouseeéral cost reduction initiatives and
reduced its revenue and earnings expectationsibtitie.

CONSOLIDATION OF THE GLOBAL TELECOMMUNICATIONS INDU STRY

The global telecommunications industry is undergdaignificant ownership changes at an acceleraded.fOne facet of these changes is that
telecommunications service providers are consatigatiecreasing the potential number of buyergferCompanys products and services.
addition, consolidation in the telecommunicatiomduistry may put at risk the Company’s ability tedeage its existing relationships. Should
this consolidation result in a concentration oftouser accounts being owned by companies with whaCiompany does not have a
relationship, or with whom competitors are entresatltit could negatively effect the Company’s apitit maintain or expand its market share,
thereby having a material impact to the Compangssiits of operations.
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COMPETITION

The market for the Company’s products and seniicbgghly competitive. The Company directly compsetéth both independent providers
of products and services andhouse systems developed by existing and potenigats. In addition, some independent providersesutering
into strategic alliances with other independenvters, resulting in either a new competitor, @ompetitor(s) with greater resources. Many
of the Company’s current and potential competitage significantly greater financial, marketing;heical, and other competitive resources
than the Company, many with significant and wethbished international operations. There can bassorance that the Company will be
able to compete successfully with its existing cetitprs or with new competitors.

ATTRACTION AND RETENTION OF PERSONNEL

The Company'’s future success depends in largeopatte continued service of its key managemengssakoduct development, and
operational personnel. The Company is particuldelgendent on its executive officers. The Compatig\yes that its future success also
depends on its ability to attract and retain higdifled technical, managerial, operational, andk®etng personnel, including, in particular,
additional personnel in the areas of research amdldpment and technical support. Competition falified personnel is intense, particule
in the areas of research and development, convarsioftware implementations, and technical supptr® Company may not be successful
in attracting and retaining the personnel it reggiinvhich would have a material impact on the Camijzaability to meet its commitments a
new product delivery objectives.

INTEGRATION OF ACQUISITIONS

As part of its growth strategy, the Company seelactjuire assets, technology, and businesses wioichd provide the technology and
technical personnel to expedite the Company’s prbdevelopment efforts, provide complementary potslor services, or provide access to
new markets and clients. Consistent with this stpatthe Company recently completed several adoprisi including the Kenan Business.
See Note 3 to the Company’s Consolidated Finaistetements and “MD&A—Business Acquisitions” for &ahal discussions of the
acquisitions.

Acquisitions involve a number of risks and diffigas, including: (i) expansion into new geographiarkets and business areas; (i) the
requirement to understand local business pract{itgshe diversion of management’s attentiontie aissimilation of acquired operations and
personnel; and (iv) potential adverse effects @@bmpany’s operating results for various reasioejding, but not limited to the following
items: (a) the Company’s inability to achieve ravemargets; (b) the Company’s inability to manage/ar reduce operating costs; (c) the
Company’s inability to achieve certain operatingesgies; (d) costs incurred to integrate, suport, expand the acquired businesses; (e)
charges related to purchased in-process reseatictieaelopment projects; (f) costs incurred to editent or acquired contracts or activities;
(9) costs incurred to manage the size of the coetbéxisting and acquired workforce, due to cenmtadundancies or inefficiencies; (h) costs
incurred to service any acquisition debt; andh@ amortization or impairment of intangible assets.

Due to the multiple risks and difficulties assoethwvith any acquisition, there can be no assurtdratehe Company will be successful in
achieving its expected strategic and operatingsgimalany such acquisition.

IMPLEMENTATION PROJECT COMPLEXITIES AND RISKS

The Company’s GSS Division provides a variety gpi@mentation services in conjunction with its safterarrangements. The nature of the
efforts required to complete the implementations reange from relatively short and noncomplex prigjée long and complex projects. These
implementation projects typically range from sixwelve months in length, but can be longer or &ratepending upon the specifics of the
project. The length and complexity of an individpabject is dependent upon many factors including,not limited to, the following: (i) the
level of software customization, if any, requiredtie implementation; (ii) the complexity of théecit's business, and the cliemihtended us

of the Company’s products and services to addtessisiness needs; (iii) whether the project inetuchultiple software product
implementations or services; (iv) the extent oba# required to integrate the Company’s produdts the client’s other computer systems
and business processes; (v) the amount and tygetathat is required to be converted from thentbeold application system to the newly
implemented system; (vi) the geographic locatiothefimplementation project; (vii) whether the agament includes additional vendors
participating in the overall project, including,tmot limited to, prime and subcontractor relatinips with the Company; and (viii) the
responsibility the Company has assumed for theadivyeroject completion. For example, from time-tamé the Company may assume a prime
contractor (or prime integrator) role in a projecaddition to its software implementation respbilsies. Prime contractor roles are inhere
more difficult and/or complex as the Company tateshe additional responsibility of managing othendors as part of the project.

Lengthy and/or complex projects carry a greaterekeof business risk than those projects thattavg and/or noncomplex in nature. The
Company’s inability to timely and successfully cdeip a project and meet client expectations coaiceta material impact on the Company’
financial condition and results of operations byauting:

. the amount and timing of revenue recognition. Axdssed in greater detail in “MD&A—Critical Accoumg Policies”, the Company
generally accounts for its implementation projectimg the percentage-of-completion (“POC”) methbdazounting. The Company
applies various judgements and estimates in foliguthis accounting method, the primary one beirgdistermination of the estimated
efforts required to complete a project. Significemreases between quarters in the total estimedteds required to complete a project
accounted for in this manner can result in a rédndh anticipated revenues, and possibly, thersalef previously recognized
revenue

. the overall profitability of a project. Many of ti@ompany’s projects are priced on a fixed-fee bastbe amount of fees the can be
billed on a time-and-materials basis is cappeda Assult, unexpected costs and/or delays restheiprojects being less profitable or
even unprofitable (i.e., a loss contract). In additthe Company’s products are considered missiibical customer management
systems by our clients. As a result, an arrangemeytinclude penalties and/or potential damagefafture of the Company to perfor
under the agreupon terms of the arrangement; anc
the timing of invoicing and/or collection of arraamgent fees. The Company’s ability to invoice anidecb arrangement fees may be




. dependent upon the Company meeting certain conttbietilestones, or may be dependent on the ovamgjibct status in certain
situations in which the Company acts as a subctotréo another vendor on a project. As a reshit, status of and/or delays in a pro
can impact the timing of invoicing and collectioftiee Compan’s arrangement fee

VARIABILITY OF QUARTERLY RESULTS

The Company’s quarterly revenues and operatindtsggarticularly relating to software and professil services, may fluctuate depending
on various factors, including: (i) the timing ofemuted contracts; (ii) the delivery of products aedvices; (iii) the amount of work performed
on, and the overall status of implementation ptsje@v) the cancellation of the Company’s serviaad products by existing or new clients;
(v) the hiring of additional staff;



and (vi) new product development and other expemMéesssurance can be given that results will aof due to these and other factors.

Variability in quarterly revenues and operatingufessare inherent characteristics of the softwaue grofessional services industries. One
common cause of a failure to meet revenue and tipgrexpectations in the software industry is thability to close one or more larger
software transactions that may have been antiddatenanagement in any particular period. Anotlenmon cause is the inability to timely
and successfully complete an implementation pr@gadtmeet client expectations, as discussed inagrdatail above.

The Company expects software and professional@Esvevenues to become an increasingly larger pege of its total revenues in the
future. Consequently, as the Company’s total regsrgrow, so too does the risk associated with mgénancial expectations for revenues
derived from its software and professional servifésrings. As a result, there is a proportionatabyreased likelihood that the Company may
fail to meet revenue and earnings expectationsefhalyst community. With the current volatilititbe stock market, should the Company
fail to meet analyst expectations, by even a nggtismall amount, it would most likely have a digportionately negative impact upon the
market price for the Company’s Common Stock.

DEPENDENCE ON PROPRIETARY TECHNOLOGY

The Company relies on a combination of trade seardtcopyright laws, nondisclosure agreementspéimet contractual and technical
measures to protect its proprietary rights in igdpicts. The Company also holds a limited numbgradénts on some of its newer products,
and does not rely upon patents as a primary mdgmetecting its rights in its intellectual propgrifhere can be no assurance that these
provisions will be adequate to protect its proguigtrights. Although the Company believes thairitsllectual property rights do not infringe
upon the proprietary rights of third parties, thea@ be no assurance that third parties will ne¢dsnfringement claims against the Company
or the Company’s clients.

Historically, the vast majority of the Company’syeaue has come from domestic sources, limitinghtied to develop a strong international
intellectual property protection program. With #ienan Business acquisition, the Company has cligsitg) its products in more than 40
countries. As a result, the Company needs to coallinassess whether there is any risk to itslextalal property rights in many countries
throughout the world. Should these risks be imprgpessessed or if for any reason should the Cogipaight to develop, produce and
distribute its products anywhere in the world becassfully challenged or be significantly curtajlécould have a material impact on the
Company’s financial condition and results of opiers.

INTERNATIONAL OPERATIONS

The Company’s growth strategy includes a commitn@tite marketing of its products and servicesrii@ttonally. The Company has
conducted international operations in the pastteasdsignificantly increased the level of its inttfonal operations as a result of its acquis
of the Kenan Business. The Company is subjectrtaiceinherent risks associated with operatingrimaéonally including: (i) difficulties witt
product development meeting local requirements sisaie conversion to local currencies and langud@gdifficulties in staffing and
management of personnel, including considerationsidltural differences; (iii) reliance on independ distributors or strategic alliance
partners; (iv) fluctuations in foreign currency baage rates for which a natural or purchased hddgs not exist or is ineffective; (v) longer
collection cycles for client billings (i.e., accdameceivables), as well as heightened client cotle risks, especially in countries with highly
inflationary economies and/or with restrictionstba movement of cash out a country; (vi) compliawité laws and regulations related to the
collection, use, and disclosure of certain persarfalmation relating to clients’ customer’s (i.privacy laws) that are more strict than those
currently in force in the U.S.; (vii) effective aatination of worldwide sales and marketing prograusi) compliance with foreign regulato
requirements, including local labor laws; (ix) \adaility of foreign economic conditions; (x)
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changing restrictions imposed by U.S. or foreigpam/export laws; (xi) political and economic insiléty; (xii) reduced protection for
intellectual property rights in some countriesji>inability to recover value added taxes (“VATdnhd/or goods and services taxes (“GST") in
foreign jurisdictions; (xiv) competition from compias which have firmly established significant mi&tional operations; and (xv) a potential
adverse impact to the Company’s overall effectmime tax rate resulting from: (a) operations iifgn countries with higher tax rates than
the U.S.; (b) the inability to utilize certain fage tax credits; and (c) the inability to utilizerse or all of losses generated in one or more
foreign countries.

SYSTEM SECURITY

The end users of the Company’s systems are contsiyioonnected to the Company’s products throughriety of public and private
telecommunications networks. The Company plangpaid its use of the Internet with its product offgs thereby permitting, for example,
our clients’ customers to use the Internet to iwaecount balances, order services or executeasiaiicount management functions. The
Company also operates an extensive internal netefockmputers and systems used to manage intesnahcinications, financial
information, development data and the like. The @any’s product and internal communications netwaikd systems carry an inherent risk
of failure as a result of human error, acts of maand intentional, unauthorized attacks from campthackers.” Opening up these networks
and systems to permit access via the Internetasesetheir vulnerability to unauthorized accesscamdiption, as well as increasing the
dependency of the systems’ reliability on the alality and performance of the Internet’s infrasture. Certain system security and other
controls for CCS are reviewed periodically by ateipendent party. The Company periodically undergosescurity review of its internal
systems by independent parties, and has implementéh intended to limit the risk of an unauthedaccess to the networks and systems,
including network firewalls, intrusion detectionssgms and antivirus applications.

The method, manner, cause and timing of an exteimdextuption or outage in the Company’s networksystems are impossible to predict.
As a result, there can be no assurances that timp&uo/’s networks and systems will not fail, or tttee Company’s business recovery plans
will adequately mitigate any damages incurred esresequence. In addition, should the Company’s ordsvor systems be significantly
compromised, it would most likely have a matenmpact on the Company'’s financial condition and itssef operations, including its ability
to meet product delivery obligations or client esa¢ions. Likewise, should the Company’s networksystems experience an extended
interruption or outage, have their security compsmu or data lost or corrupted, it would most §kedsult in an immediate loss of revenue or
increase in expense, as well as damaging the tepute the Company. Any of these events could Hasth an immediate, negative impact
upon the Company’s short-term revenue and profieetations, as well as its long-term ability toatt and retain new clients.

PRODUCT OPERATIONS AND SYSTEM AVAILABILITY
The Company’s product operations are run in botmfreame and distributed system computing environiseas follows:
Mainframe Environment

CCS operates in a mainframe data processing ceraieaged by First Data Corporation (“FDC”), with ersmkrs dispersed throughout
the U.S. and Canada. These services are providiégt an agreement with FDC, which is scheduled porexJune 30, 2005. The
Company believes it could obtain mainframe datzgseing services from alternative sources, if reesgs The Company has a busir
recovery plan as part of its agreement with FDQukhthe FDC data center (the “FDC Data Center”jesudn extended business
interruption or outage. This plan is tested onm@mmual basis.

Distributed Systems Environment

Several of the Broadband Division’s product appitas operate in a distributed systems environr(edab known as “open systems”),
running on multiple servers for the benefit of aertclients. During 2001, the Company completedntiigration of these distributed
systems servers from its own internal data




center to the FDC Data Center. Under an agreemiémiRC that runs through June 30, 2005, FDC previthe operations monitoring
and facilities management services, while the Cameaiovides hardware, operating systems and apiolicaupport.

Typically, these distributed product applicationterface to and operate in conjunction with CCStelacommunication networks. The
Company is currently implementing its business vecg plan for these applications. The Company ab@ Rave extensive experience
in running applications within the mainframe conipgtplatform, and only within the last few yearghba running applications within a
distributed systems environment. In addition, thenframe computing environment and related techgyols mature and has proven to
be a highly reliable and scaleable computing piatfdr he distributed systems computing platformdsat the same level of maturity as
the mainframe computing platform. In addition, s@guattacks on distributed systems throughoutitideistry are more prevalent than
on mainframe environments due to the open natutieoske systems.

The end users of the Company’s systems are contstyyoonnected to the Company’s CCS products thr@ugariety of public and private
telecommunications networks, and are highly depetndgon the continued availability of the Compargystems to conduct their business
operations. Should the FDC Data Center, or anyquéat product application or internal system whisloperated within the FDC Data Cel
or the Company’s facilities, as well as the conimgctelecommunications networks, experience annebde business interruption or outage, it
could have an immediate impact to the businessatipes of the Company’s clients, which could haveaerial impact on the Company’s
financial condition and results of operations, @&l &s negatively affect the Company’s ability tract and retain new clients.
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Exhibit 99.03

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of CSG Systéntsrnational, Inc. (the “Company”) on Form 10-¢t the period ending December 31,
2002, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, NEaHansen, Chief Executive Officer of
the Company, certify, pursuant to 18 U.S.C. § 1380adopted pursuant to § 906 of the Sarbanes-@xdegf 2002, that to my knowledge:

(1) The Report complies with the requirements otisa 13(a) or 15(d) of the Securities Exchange #ct934; and

(2) The information contained in the Report faplgsents, in all material respects, the finan@aldition and result of operations
of the Company.

March 28, 2003
/s/ Neal C. Hansen

Neal C. Hanse
Chief Executive Officer



Exhibit 99.04

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of CSG Systéntsrnational, Inc. (the “Company”) on Form 10-¢t the period ending December 31,
2002, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, P&eKalan, Chief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. § 135Qdispted pursuant to 8 906 of the Sarbanes-Oxley®2002, that to my knowledge:

(1) The Report complies with the requirements otisa 13(a) or 15(d) of the Securities Exchange #ct934; and

(2) The information contained in the Report faplgsents, in all material respects, the finan@aldition and result of operations
of the Company.

March 28, 2003
/sl Peter E. Kalan

Peter E. Kalan
Chief Financial Officel



