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tem 1. Business
Company Overview

CSG Systems International, Inc. (the “Company”, G Sor forms of the pronoun “we”) was formed in @ber 1994 and acquired all of
the outstanding stock of CSG Systems, Inc. (foryn€dble Services Group, Inc.) from First Data Coation (“FDC”) in November 1994,
CSG Systems, Inc. had been a subsidiary or divisidfDC from 1982 until this acquisition.

We are a global leader in negéneration billing and customer care solutionglfercable television, direct broadcast satellitaaced Ii
services, next-generation mobile, and fixed wirelinarkets. Our combination of solutions, delivaredoth outsourced and licensed formats,
enable our clients to deliver high quality custorsenvice, improve operational efficiencies anddbpbring new revenue-generating products
to market. We serve our clients through two opegasiegments: the Broadband Services Division ([Breddband Division”) and the Global
Software Services Division (the “GSS Division”).

Our principal executive offices are located at 7888t Belleview, Suite 1000, Englewood, Coloradd18Q and the telephone number at
that address is (303) 796-2850. Our common stoli&téesd on the Nasdaqg National Market under thelmytiCSGS”. We are a S&P Midcap
400 company.

General Development of Business
Comcast Business Relationsh

Background. In September 1997, we entered into -year exclusive contract (tf*Master Subscriber Agreem") with Tele-
Communications, Inc. (“TCI”) to consolidate all T@listomers onto our customer care and billing sysfg the same time, we acquired a non-
operational billing system from TCI for $105 miltioln 1999 and 2000, respectively, AT&T completesdmergers with TCl and MediaOne
Group, Inc. (“MediaOne”), and consolidated the neergperations into AT&T Broadband (“AT&T”"), and weentinued to service the merged
operations under the terms of the Master Subscfigezement. On November 18, 2002, Comcast CormmrgtComcast”) completed its
merger with AT&T, and now under Comcast’s ownership continue to service the former AT&T operations

Comcast Arbitration Ruling. Comcast is our largest client. During 2004 eraxes from Comcast represented approximately 168arof
total consolidated revenues. During 2002 and 2@@3were involved in various legal proceedings v@timcast, consisting principally of
arbitration proceedings related to the Comcast &t&tibscriber Agreement. In October 2003, we reckflae final ruling in the arbitration
proceedings. The Comcast arbitration ruling inctbdae award of $119.6 million to be paid by us tortast. The award was based on the
arbitrator’s determination that we had violated thhast favored nations (“MFN”) clause of the Comddsister Subscriber Agreement. We
recorded the full impact from the arbitration rgjim the third quarter of 2003 as a charge to regenin addition, the arbitration ruling also
required that we invoice Comcast for lower feesaurttie MFN clause of the Master Subscriber Agreéreginning in October 2003. This t
the effect of reducing quarterly revenues from Cashby approximately $13-14 million ($52-56 milliannually), when compared to amounts
prior to the arbitration ruling. In March 2004, wigned a new contract with Comcast (the “Comcasiii@ot”). The Comcast Contract
superseded the former Comcast Master Subscriberefiggnt that was set to expire at the end of 20h8etthe new agreement, we expect to
continue to support Comcast’s video and higleed Internet customers at least through Dece&lh@008. The pricing inherent in the Com:
Contract was consistent with that of the arbitratioling in October 2003. See Management’s Disausand Analysis of Financial Condition
and Results of Operations (“MD&A") for additionailsdussion of our business relationship with Comcast

Kenan Business Acquisitiol

On February 28, 2002, we closed on our agreemeattduire the billing and customer care assets oéhtiTechnologies‘Lucen™).
Lucent’s billing and customer care business coeadiptimarily of: (i) software products and relataghsulting services acquired by Lucent
when it purchased Kenan Systems Corporation in



Table of Contents

February 1999; (ii) BILLDATS Data Manager mediatieoftware; and (iii) elements of Lucent’s clienpport, product support, and sales and
marketing organizations (collectively, the “Kenaundthess”). See MD&A and Note 3 to our Consolidéethncial Statements for additional
discussion of the Kenan Business and further detdithe acquisition.

Industry Overview

Background. We provide customer care and billing services prilp#o the global telecommunications industry. @umser care and
billing systems coordinate many aspects of theotnst’s interaction with a service provider, frone thitial set-up and activation of customer
accounts, to support of various service activitiespugh the monitoring of customer invoicing amd@unts receivable management. These
systems enable service providers to manage tlaytife of their customer interactions.

Market Conditions of Global Telecommunications Istdy  Since the vast majority of our clients operatihin this industry sector, the
economic state of this industry directly impacts business. During the time period from early 28@bugh 2003, the economic state of the
global telecommunications industry deteriorateduténg primarily from a general global economianaidurn, network and plant overcapacity,
and mounting debt combined with limited availalilif capital. This downward trend continued int®2phowever to a much lesser degree
than previous years. During this time frame, mamypanies operating within this industry publiclpoeted decreased revenues and earnings,
and several companies filed for bankruptcy protectMost telecommunications companies reduced tparating costs and capital
expenditures to cope with the market conditionsndputhese times. This resulted in a decrease indipg on business support and operation
support systems aimed at helping service providensage the increasing complexity and cost of mauggttie interaction between
telecommunications companies and their customdrghawresulted in a decrease in demand for our oust@are and billing products and
services. As of the end of 2004, we believe theketadras stabilized. In addition, we believe theriowed operating results and financial
condition of many service providers are beginnmgrovide signs of economic improvement within thidustry sector.

In addition, increased competition from non-tralitil telecommunication providers has accelerateddhout of new products and
services and increased the focus on customer i@te@onsolidation within the industry continuesyihg providers to look for additional
means for leveraging their existing networks andkforce and reducing their costs. All these eventspelieve, will drive a need for scalable,
flexible solutions, resulting in an improved grovathtlook for the customer care and billing industry

Business Strategy
Our business strategy is designed to achieve revend profit growth. The key elements of the styiaclude:

Expand Core Processing BusinessWe will continue to leverage our investmerd amxpertise in high-volume transaction processing t
expand our processing business. The Broadbandi@iigsprocessing business provides highly predietatecurring revenues through multi-
year contracts with a client base that includedifeptelecommunications service providers. We iasegl the number of customers proce:
on our systems from 18 million as of December 3B51to 43.5 million as of December 31, 2004. Wevjghe a full suite of customer care and
billing products and services that combine theakglity and high volume transaction processing bdjtees of a mainframe platform with the
flexibility of client/server architecture.

Increase Market Share in Telecommunications VddicaThrough our GSS Division, we pursue new relatiopshvith
telecommunications service providers in the wireliwireless, IP and worldwide broadband marketh witr CSG Kenan FX product suite. As
the telecommunications market recovers, telecomeation service providers will look for solutionsgpecific problems like content
settlement, converged pre-paid/post- paid offerengs more. We will continue to look for ways toadsish relationships with those providers
we have not done business with before, or withsitivis of large providers in which our products hagetraditionally had meaningful
visibility.
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Enter New Markets As communications markets converge, our prtedacd services can facilitate efficient entry inew markets and
geographies by existing or new clients. We alseridtto leverage our transaction processing engimesiew verticals that require scaleable
technology that is flexible and open, much likelveee done with four subsidiaries of China Telecom ®inlQ, a Canadian on-line
automobile auction.

Enhance Growth Through Focused AcquisitiondVe follow a disciplined approach in acquiregsets and businesses which provide the
technology and technical personnel to expeditgpooduct development efforts, provide complemenganducts or services, or provide access
to new markets or clients.

Continue Technology Leadership We believe that our technology in customee@ard billing solutions gives telecommunications
service providers a competitive advantage. Ouricointg investment in research and development (“Ré&i®designed to position us to meet
the growing and evolving needs of existing and piddé clients. Since 1995, we have invested ov&@0dillion into R&D.

Financial Information about Segments

After the closing of the Kenan Business acquisitiorebruary 2002, we organized our business arbwadperating segments: t
Broadband Division and the GSS Division. Costs rgadaat the corporate level, which are not attribletéo either of the operating segments,
are reflected as Corporate overhead. Revenuesaatidbrition margin attributable to reporting segtseand financial information about
geographical areas can be found in Note 5 to oms@lalated Financial Statements and are incorpoiadecin by reference.

Narrative Description of Business
The Broadband Division

General Description. The Broadband Division consists principallyoof historical processing operations and relatétivaoe products.
Products and services from the Broadband Divisiakerup approximately two-thirds of our total revesuThe Broadband Division generates
a substantial percentage of its revenues by pnogidustomer care and billing services to the Un8tates (“U.S.”) and Canadian cable
television and satellite industries. The BroadbBndsion’s full suite of processing, software, gmebfessional services allows clients to
automate their customer care and billing functidrgese functions include set-up and activationust@mer accounts, sales support, order
processing, invoice calculation, production andlimgiof invoices, management reporting, electrgresentment and payment of invoices,
deployment and management of the client’s fielthtédans.

Total domestic customer accounts (i.e., clientb'ssubers) on the Broadband Divisisrprocessing system as of December 31, 2004
43.5 million, compared to 44.1 million as of DecanB1, 2003, a decrease of 1.5%. The annual revyagruenit (“ARPU”) was $7.46 for
2004, compared to $7.58 for 2003. See the “Restil®perations—Operating Segments” section in MD&A further explanation of these
matters.

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

Adelphia Communications Corporati Echostar Communications Corporati
Charter Communicatior Mediacom Communicatior
Comcast Corporation (includes former AT&T Broadbpg Time Warner Inc

Cox Communication

During the years ended December 31, 2004, 20032@02: (i) revenues from Comcast represented appeigly 16%, 26%, and 27%
total revenues; and (ii) revenues from Echostar @anications



Table of Contents

Corporation (“Echostar’epresented approximately 14%, 15%, and 11% of tet@nues, respectively. The decrease in the ptxge betwee
years for Comcast relates primarily to the impddhe 2003 arbitration ruling and the lower pricimghe Comcast Contract when compare
periods prior to the arbitration ruling. See MD&#@r ffurther discussion of our business relationshijis Comcast and Echostar.

Products and Services. The Broadband Division’s primary product offegs include its core service bureau processingyato£SG
CCS/BP (“CCS"), and related services and softwaoelycts. A background in high-volume transactioocpssing, complemented with world-
class applications software, allows the Broadbaiwik®n to offer one of the most comprehensive;iptegrated products and services
solutions to the communications market, servingejdata and voice providers and handling manycéspé the customer lifecycle. We
believe this prantegrated approach has allowed telecommunicasensice providers to get to market quickly as vaslreduce the total cost
ownership for their solution.

The Broadband Division licenses its software prdsige.g., ACSR, Workforce Express, etc.) and prewids professional services
principally to its existing base of processing iolgeto enhance the core functionality of our seriareau processing application, increase the
efficiency and productivity of the clients’ operats, and allow clients to effectively roll out ngnoducts and services to new and existing
markets, such as high-speed data/ISP, IP marketgeaidential telephony. CCS processing servindgelated software products are expected
to provide a large percentage of our, and subsifnéll of the Broadband Division’s, total reversua the foreseeable future.

CCS Architectural Upgrade and Migration. During 2004, the Broadband Division completsdsignificant architectural upgrade to
CCS and related services and software products. @ittiancement to CCS, called Advanced ConvergatfoRrh (“ACP”), will enhance our
ability to support convergent broadband servicekiging cross-service bundling, convergent ordéryesnd advanced service provisioning
capabilities for video, high-speed data and VoieerdP. This advanced convergent solution for bb@ad service providers will facilitate our
clients’ offering of combinations of video, voicecadata services. The ACP project was initiate@l@2 and is the Broadband Division’s next
generation product offering. To date, approximateig-fourth of the customers processed on CCS sianaessfully migrated to our ACP
solution.

FDC Data Processing Facility. The Broadband Division outsources to FDC tha gaocessing and related computer services ratjuire
for operation of our processing services. The C@pnetary software is run in FDC'’s facility to @it the necessary mainframe computer
capacity and other computer support services withraking the substantial capital and infrastructowestments that would be necessary for
us to provide these services internally. The BraadhDivision’s clients are connected to the FDGlifgchrough a combination of private and
commercially-provided networks. Our service agreetméth FDC expires June 30, 2008, and is cancelably for cause, as defined in the
agreement. We believe we could obtain mainframa piedcessing services from alternative sourcegdéssary. We have a business contil
plan as part of our agreement with FDC should D€ Eata processing center suffer an extended kassingerruption or outage. This plan is
tested on an annual basis.

Client and Product Support. The Broadband Division’s clients typically redp us for ongoing support and training needsirgjab the
Broadband Division’s products. The Broadband Danshas a multi-level support environment for iierds. The Broadband Division has
strategic business units (“SBUS”) to support thsiess, operational and functional requirementsach client. These dedicated account
management teams help clients resolve strategibasidess issues and are supported by the Broad¥igistbn's Product Support Center,
which operates 24 hours a day, seven days a wdiekt<call an 800 number and through an automabésk response unit, direct their calls to
the specific product support personnel where tipe@istions are answered. The Broadband Divisioratiak-time training staff and conducts
ongoing training sessions both in the field aniisatraining facilities located in Denver, Coloradod Omaha, Nebraska.

6
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Sales and Marketing. The Broadband Division has organized its saefests within its SBUs, with senior level accoumanagers who
are responsible for new revenues and renewal sfiegicontracts within an account. The SBUs argstpd by sales support personnel who
are experienced in the various products and sexviw the Broadband Division provides.

Competition. The market for customer care and billing systémthe converging telecommunications industisasighly competitive.
The Broadband Division competes with both indepebhdeatsourced providers and in-house developecsistbomer management systems. We
believe that the Broadband Division’s most sigrifitcompetitors are DST Systems, Inc., Convergyp@ation, and in-house systems. Some
of the Broadband Division’s actual and potentiahpetitors have substantially greater financial, kating and technological resources than us.

We believe that the principal competitive factars dur Broadband Division include the functionglisgalability, flexibility and
architecture of the CCS system, the breadth anthd#pre-integrated product solutions, productligyeclient service and support, quality of
R&D efforts, and price.

The GSS Division

General Description The GSS Division consists of our st-alone software products and related services, whidhdes the Kena
Business. Products and services from the GSS Divisiake up approximately one-third of our totalerawes. The majority of the Kenan
Business revenues are generated from internatigeahtions. For 2004, approximately 77% of the G8&sion’s revenues were generated
outside the U.S., compared to 78% for 2003. We ex@similar percentage of the GSS Division’s rexenwill be generated outside the U.S.
in the foreseeable future. There are certain inftaisks associated with operating internationalgme of such risks are described in this re
in Exhibit 99.01, “Safe Harbor for Forward-Lookigatements Under the Private Securities LitigaReform Act of 1995—Certain
Cautionary Statements and Risk Factors” (“Risk &i&(].

The GSS Division is a global provider of convergeifitng and customer care software and servicasehables telecommunications
service providers to bill their customers for eixigtand next-generation services, including mobilegrnet, wireline, cable television, and
satellite. The GSS Division’s revenues consist grity of software license and maintenance feesvamitus professional and consulting
services related to its software products (pringigenplementation services).

Clients. The GSS Division provides its products andises to the leading providers in the global tefaowunications industry. Some
of the Division’s clients include Bharti Airtel, B&., British Telecom, eBay, Embratel, France TelectobileOne, Singapore Telecom, Tata,
Telecom lItalia, TOT, Vodafone, and various subsidgaof China Telecom.

Products and Services. The GSS Division’s primary product offeringslude the Kenan FX, Data Mediation, and ICMS custooare
and billing software products and related softwaentenance services, and professional servicateteto these software products.

We combined the best of our traditional softwar@tsmns with the best of the Kenan Business soféwsmiutions and introduced Kenan
FX in the late fall of 2003. Kenan FX is the resflan 18-month R&D project that resulted in a bess framework consisting of pirgegratet
products and modules that make services availadla gommon middle layer. The Kenan FX softwarelpod suite consists of a core
convergent billing platform, and its key componeartsl modules, which include, among others, biltimgdiation, threshold servers, real-time
rating engines, revenue settlement solutions aegaid/post-paid convergent billing solutions, aiha¢ helping telecommunication service
providers manage their operations more effectiagly efficiently. Since its introduction, 24 custambave signed up for the new solution.
Although this did not result in material softwaigehse revenues in 2004, Kenan FX upgrade projégigrovide a significant amount of
revenue opportunities for our professional servarggnization and helped preserve our maintenan@nues. Kenan FX is expected to be the
GSS Division’s primary product offering in futureniods.
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The GSS Division’s professional services organietiprovide a variety of consulting services reldteits software products, such as
product implementation and customization, busimessulting, project management and training sesvice

Client and Product Support. The GSS Division has regional account managemanigses well as a mulével support environment f
its clients. Primary client support for the GSSiBion is provided in three regions: the AmericasifN, South and Central America),
Europe/Middle East/Africa (‘EMEA”), and Asia Padf(*APAC").

Sales and Marketing. The GSS Division’s primary method of distritmrtiis through direct sales by CSG personnel asgigmthese
three regions. The principal sales offices for eagfion are as follows: the Americas (Denver, Cadga, and Miami), EMEA (London), and
APAC (Singapore). In addition to the principal satéfices in each region, the GSS Division hasowgisales offices located throughout the
world.

Competition. The market for customer care management systethe iglobal telecommunications industries is higtdynpetitive. The
GSS Division competes with other providers of costo management systems, and in-house developeustimer management systems. We
believe that the GSS Division’s most significantmetitors are Amdocs Corporation, Intec Telecomteéys PLC, Convergys Corporation,
Portal Software, Inc., and in-house systems. SdnileedGSS Division’s actual and potential compesitoave substantially greater financial,
marketing and technological resources than our eomp

We believe that the principal competitive factaysthe GSS Division include the functionality, sdaility, flexibility and architecture of
the software products, the breadth and depth efntegrated product solutions, product quality fpssional services capabilities, client service
and support, quality of R&D efforts, and price.

Proprietary Rights and Licenses

We rely on a combination of trade secret and cgpyiiaws, nondisclosure agreements, and otheraxtntl and technical measures to
protect our proprietary rights in our products. Whie hold a limited number of patents on somewfreewer products, we do not rely upon
patents as a primary means of protecting our rightsir intellectual property. There can be no emsce that these provisions will be adequate
to protect our proprietary rights. Although we bgk that our intellectual property rights do ndtiimge upon the proprietary rights of third
parties, there can be no assurance that thirdegasiil not assert infringement claims against usw clients.

Because of the global markets we service, we hieets using our products in many countries. Assult, we continually assess whet
there is any risk to our intellectual property tgin many countries throughout the world. Shohkke risks be improperly assessed, or if for
any reason should our right to develop, producedastdbute our products anywhere in the world becgssfully challenged or be significantly
curtailed, it could have a material impact on doaficial condition and results of operations.

Research and Development

Our product development efforts are focused onldeigy new products and improving existing produite believe that the time
development of new applications and enhancemeetssisntial to maintaining our competitive positiothe marketplace. Our development
efforts for 2004 were focused primarily on:

» various R&D projects for the GSS Division, congigtprincipally of enhancements to the existing KeRX product suite, as well i
new software modules; ai

» various R&D projects for the Broadband Divisionnsisting principally of enhancements to CCS (inaigdACP functionalities) and
related Broadband Division software products, tergeo increase the functionalities and featuregb®fproducts, including those
necessary to service Voice over IP product offexi
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Our total R&D expense was $59.0 million, $62.9 mill and $73.7 million for the years ended Decen®ier2004, 2003, and 2002, or
11.1%, 14.3%, and 12.1% of total revenues, respggtiThe decrease in R&D expenditures over thethase years is due primarily to: (i) the
various cost reduction initiatives we have impletedrover this time frame (See Note 8 to our Codatdid Financial Statements for more
details of our restructuring activities); and ¢{he completion of the development cycle for cerfaimiects. Since 1995, we have invested an
average of 10-12% of our total revenues into R&[® ¥Xpect to spend a similar percentage of our tetenues on R&D in the future. We
expect this investment will be focused on CCS &editenan Business product suite, as well as additstand-alone products as they are
identified.

There are certain inherent risks associated wihificant technological innovations. Some of susks are described in this report in our
Risk Factors in Exhibit 99.01.

Employees

As of December 31, 2004, we had a total of 2,54pleyees, an increase of 78 from December 31, ZD&.increase between years
relates primarily to: (i) staff added in our Broadii Division during 2004 to support the introdustand ongoing operation of ACP, and to
address the revenue opportunities we see for \niee IP products and services; and (ii) staff addealir GSS Division’s foreign operations
to address various revenue opportunities, primavitiiin the APAC region. Our success is dependgonuour ability to attract and retain
qualified employees. None of our U.S.-based em@sye subject to a collective bargaining agreen@srtain non-U.S.-based employees are
covered under national or company-specific colecbargaining agreements. We believe that ourioelstvith our employees are good.

Available Information

Our annual reports on Form-K, quarterly reports on Form -Q, current reports on Forn-K, and amendments to those reports file:
furnished pursuant to Section 13(a) or 15(d) ofSkeurities Exchange Act are available free of gham our website at www.csgsystems.com.
Additionally, these reports are available at th&€€SHEPublic Reference Room at 450 Fifth Street, N Washington, D.C. 20549 or on the
SEC’s website at www.sec.gov. Information on theragion of the Public Reference Room can be olddayecalling the SEC at 1-800-SEC-
0330.

Iltem 2. Properties

As of December 31, 2004, we were operating front@pmately 30 leased sites around the world, repriisg approximately 734,0(
square feet under lease. This amount excludes ®ppately 205,000 square feet of leased space #wmblen abandoned by us.

North American Region (“NAR”)

We lease office facilities totaling approximatef44000 square feet in the following metropolitaeaa within the U.S.: Cambridc
Massachusetts; Columbus, Ohio; Dallas, Texas; De@aorado; Miami, Florida; Somerset, New Jersegsaha, Nebraska; and Washington,
DC. We utilize these office facilities primarilyrfa(i) corporate headquarters; (ii) client servideaining and product support; (iii) sales and
marketing activities; (iv) systems and programmacgvities; (v) R&D activities; (vi) professionatsvices staff; and (vii) general and
administrative functions. The leases for theseceffacilities expire in the years 2005 through 20Mte office facilities in Denver and Omaha
are used by both the Broadband Division and the BiSSion, as well as for corporate functions, wiitle remaining office facilities used
primarily by the GSS Division.

We lease statement production and mailing facilit@aling approximately 176,000 square feet in @amalebraska and Wakulla Cour
Florida. The leases for these facilities expiréhim years 2011 through 2013. These facilities aeel Uy the Broadband Division.

9
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We lease office space totaling approximately 9, 8@@are feet in Toronto, Canada for our Canadian BigiSion operations. The lease
for this facility expires in 2006.

Central and Latin America Region (“CALA")

We lease office facilities totaling approximatel@@0 square feet in Buenos Aires, Argentina; Ridaleeiro and Campinas, Brazil; ¢
Mexico City, Mexico. We utilize these office fatiés primarily for: (i) client services, trainingé product support; (ii) sales and marketing
activities; (iii) professional services staff; afid) general and administrative functions. TheseLB8Affice facilities support the GSS Division.
The leases for these office facilities expire ia ylears 2005 through 2006.

Europe, Middle East and Africa Region

We lease office facilities totaling approximateli, 800 square feet in Brussels, Belgium; Paris, é&aMunich, Germany; Rome, Italy;
Madrid, Spain; London and Slough, United Kingdone Wilize these office facilities primarily for:)(client services, training and product
support; (i) sales and marketing activities; (ifpfessional services staff; (iv) R&D activities)d (v) general and administrative functions.
These EMEA office facilities support the GSS Diuisi The leases for these office facilities expir¢he years 2005 through 2015.

Asia/Pacific Region

We lease office facilities totaling approximatel§,@00 square feet in Sydney, Australia; Beijingir@hNew Delhi, India; Tokyo, Japan;
Kuala Lumpur, Malaysia; and Singapore. We utilizese office facilities primarily for: (i) client sgces, training and product support; (ii) si
and marketing activities; (iii) professional sergcstaff; and (iv) general and administrative fiorg. These APAC office facilities support the
GSS Division. The leases for these office fac#itixpire in the years 2005 through 2006.

We believe that our facilities are adequate for@urent needs and that additional suitable spalt®evavailable as required. We also
believe that we will be able to extend the leasethay terminate at comparable rates. See Note @@rtConsolidated Financial Statements for
information regarding our obligations under ourilfgcleases.

Iltem 3. Legal Proceedings

From time-to-time, we are involved in litigation relating to it arising out of our operations in the normalrsewof business. In tt
opinion of our management, we are not presentlgrgyio any material pending or threatened legat@edings.

See Note 4 to our Consolidated Financial Staterfieerdiscussion of the resolution of our legal prediegs with Comcast during 2003.

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

Executive Officers of the Registrant

Information regarding our executive officers asvizrch 10, 2005 is provided below. These positi@ikect the most recent changes
our executive management team which were effedtigsech 7, 2005. See our MD&A and our Form 8-Ks ddbetember 10, 2004, December
17, 2004, December 23, 2004, and March 10, 200&dditional discussion of the recent changes teesacutive management team. We have
employment agreements with each of the executifieeo$, except for Mr. Michels and Mr. Scott.

Neal C. Hanser
Chairman of the Board of Directors and Chief Exedué Officer

Mr. Hansen, 64, is a -founder of our company and has been the Chairm#medBoard of Directors and Chief Executive Offiesd &
director of our company since our inception in 199¢bm 1991 until co-founding

10



Table of Contents

our company, Mr. Hansen served as a consultamveral software companies, including FDC. From 1@88991, Mr. Hansen was a General
Partner in Hansen, Haddix and Associates, a pattipethat provided advisory management servicasippliers of software products and
services. From 1983 to 1989, Mr. Hansen was Chairamal Chief Executive Officer of US WEST Appliedr@munications, Inc. (“ACI”) and
President of US WEST Data Systems Group. Mr. Haesened a BS in Electrical Engineering from thevwdrsity of Nebraska.

Effective March 31, 2005, Mr. Hansen will resigncas Chief Executive Officer. Mr. Hansen will camtie in his role as Chairman of the
Board of Directors until his previously announcetdrement date of June 30, 2005, at which time ileegign as Chairman of the Board of
Directors. Mr. Hansen will remain on the Board afdators through his current term which ends in&00

Peter E. Kalan
Executive Vice President and Chief Financial Offic

Mr. Kalan, 45, joined CSG in January 1997 and warsed Chief Financial Officer in October 2000. Ptmjoining the company, he w
Chief Financial Officer at Bank One, Chicago, aedaltso held various other financial managementtiposi with Bank One in Texas and
lllinois from 1985 through 1996. Mr. Kalan hold84 degree in Business Administration from the Umsiy of Texas at Arlington.

Edward C. Nafus
Executive Vice President and President of the Brbadd Division

Mr. Nafus, 64, joined CSG in August 1998 as Exe®utfice President and was named the Presidentrdmadband Division ii
January 2002. From 1978 to 1998, Mr. Nafus heldemans management positions within FDC. From 1991088, he served as Executive
Vice President of FDC; from 1989 to 1992, he serm®dresident of First Data International; and Hiiee Vice President of First Data
Resources from 1984 to 1989. From 1971 to 1978 Ndfus worked in sales management, training aresdal Xerox Corporation. From 19
to 1971, Mr. Nafus was a pilot and division offiéerthe United States Navy. Mr. Nafus holds a B§rde in Secondary Education from
Jamestown College.

Effective April 1, 2005, Mr. Nafus will assume thesition of Chief Executive Officer and Presideh€C&G. In addition, effective March
7, 2005, Mr. Nafus was added to our Board of Doest

Alan Michels
Executive Vice President of the GSS Divisi

Mr. Michels, 54, joined CSG in March 2002 as SeMime President in our GSS Division and was nameechtive Vice President in
December 2004. Prior to joining CSG, Mr. Michelsswresident and Chief Executive Officer of Telew&simmunications from 1993 to 1996.
In addition, Mr. Michels has served as Vice Presidand Chief Financial Officer for U S WEST NewwatGroup, a provider of wireless
communications services and as Vice Presidennahfie and corporate services for Applied Commuioiest Inc., a leading provider of
transaction processing software, primarily to taaking industry. Mr. Michels earned a bachelor'grée in History and a MBA in Finance
from Rutgers University.

Robert M. Scot
Executive Vice President and General Manager of tBeoadband Division

Mr. Scott, 54, joined CSG in September of 1999 & Wresident of the Broadband Division and seag8enior Vice President of tt
division from 2001 to 2004. In December 2004, Mrots was named Executive Vice President of the &saad Division. Effective March 7,
2005, Mr. Scott was appointed to the position oé&rive Vice President and General Manager of ttoadand Division. Prior to joining
CSG, Mr. Scott served in a variety of managemesitioms both domestically and internationally wiBC for 21 years. Mr. Scott holds a BA
degree in Social Studies from Florida Atlantic Usnisity.
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John “Hank” Bonde
Executive Vice President and President of the GSi8igion

Mr. Bonde, 60, joined CSG in January of 2005 asiBent and Chief Operating Officer. Effective Maiti2005, Mr. Bonde was
removed from these positions and was then eleat&tkacutive Vice President of CSG and appointatdgosition of President of the GSS
Division. Prior to joining CSG, Mr. Bonde was Chietecutive Officer of Centerpost Corporation fro803 to 2004. Prior to that, from 2001
to 2003, he was Chief Operating Officer for JD Ecigaan enterprise software company with nearlpiffibn in revenue and 5,000 employe
worldwide. In addition, Mr. Bonde’s experience undés nine years with BellSouth Cellular, runninghat time the largest local cellular phone
company in the U.S., Los Angeles Cellular Telephde Bonde also held a number of sales marketimjlausiness development positions
within IBM’s Information Systems group, includingeificant experience in the Asia-Pacific regiont.Monde holds a MS in Business from
Columbia University and a BS degree in EconomiomfCity University in New York City.

Board of Directors of the Registrant

Effective March 7, 2005, our Board of Directorsrie@sed the number of directors of our company fsonto seven by adding a second
Class | director and elected Mr. Nafus to fill siatditional director position.

Information related to our Board of Directors igyided below.

Dr. George F. Haddix
Chairman and CEO
PKWARE, Inc.

Dr. George F. Haddix is Chairman and Chief Exeaui®fficer of PKWARE, Inc., a computer software canp. In 1994, Dr. Haddix
became President and co-founder of our compangviiollg the acquisition of Cable Services Group, frmm FDC. He was instrumental in
taking our company public in 1996. Prior to joiniogr company, Dr. Haddix served as President anef &xecutive Officer of U S WEST
Network Systems, Inc. Previously, Dr. Haddix seraedChairman and President of ACI. Prior to thatwMas President and General Manage
HDR Systems, Inc. Dr. Haddix has also served oriabelties of lowa State University, Creighton Uerisity and the University of Nebraska at
Omabha, as Professor of computer science and maticsniar. Haddix also serves on the board of InféBic. Dr. Haddix earned a PhD frc
lowa State University, an MA from Creighton Univigysand a BA from the University of Nebraska at Graaall in Mathematics.

Neal C. Hanser
Chairman and Chief Executive Officer
CSG Systems International, Inc.

Neal Hanse's biographical information is included“Executive Officers of the Registr’ shown directly above
Edward C. Nafus

Executive Vice President and President of the Brbadd Division
CSG Systems International, Inc.

Ed Nafus’ biographical information is included iBxXecutive Officers of the Registrant” shown dirg@bove.
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Janice Obuchowski
President
Freedom Technologies, Inc.

Janice Obuchowski is President of Freedom Techiedotnc., a public policy and corporate strateggsuilting firm specializing i
telecommunications. In 2003, Ms. Obuchowski wasoagpd by President George W. Bush to serve as Agauaor and Head of the U.S.
Delegation to the World Radio Conference. She lasserved as Assistant Secretary for Communicsion Information at the Department
of Commerce, leading the National Telecommunicatiand Information Administration (“NTIA”). Prior tmining NTIA, Ms. Obuchowski
had responsibilities for all international affaics NYNEX (now Verizon). Ms. Obuchowski also helevgral positions at the Federal
Communications Commission (FCC), including Senidwidor to the Chairman. Ms. Obuchowski also seprethe boards of Orbital Sciences
Corp. and Stratos Global. Ms. Obuchowski earneld &itgm the Georgetown University Law Center andfafBom Wellesley College.

Bernard W. Reznicel
President and CEC
Premier Enterprises, Inc

Bernard W. Reznicek currently provides consultiagyges with Premier Enterprises. Mr. Reznicek jmesly was National Director of
Special Markets for Central States Indemnity, ekBleire Hathaway Company. He has forty years of egpee in the electric utility industry
having served as Chairman, President, and Chieflixe Officer of Boston Edison Company, and Prestdand Chief Executive Officer of
Omaha Public Power in Omaha, Nebraska. Mr. Rezratsskserves on the boards of Pulte Homes, IncCamdral States Indemnity. State
Street Corporation, MidAmerican Energy, and Guarartife Insurance Company were former board asségisn Mr. Reznicek earned a Ml
from the University of Nebraska at Lincoln and a @Syree in Business Administration with a majoAatounting from Creighton University
in Omaha, Nebraska.

Frank V. Sica
Senior Advisor
Soros Funds Managemer

Frank V. Sica is Senior Advisor to Soros Funds Mgmaent. Prior to this, Mr. Sica was Managing PartoeSoros Private Func
Management and helped to oversee the Quantum Remdtyers operations. Before joining Soros, MraSi@s Managing Director and Cohead
of Merchant Banking at Morgan Stanley Dean Witte€&. He also served as an Officer in the U.S. AircE. Mr. Sica is also a director of
Emmis Broadcasting, Jet Blue Airways, Kohl's Com@n, and Onvoy, Inc. Mr. Sica is also a truste@/esleyan University and the Village
of Bronxville, New York. Altrio, Inc. was a formdioard assignment. Mr. Sica earned a MBA from theoArfiuck School of Business at
Dartmouth College and a BA in Biology from Wesleydniversity in Middletown, Connecticut.

Donald V. Smith
Senior Managing Directol
Houlihan Lokey Howard & Zukin

Donald V. Smith is Senior Managing Director in adaof the New York office of Houlihan Lokey Howa&dZukin, an internationa
investment bank, and serves on its board of dirscRrior to this, Mr. Smith headed valuation agorganization services for Morgan Stanley
& Co, where he was responsible for fairness, vanatitigation, restructuring, and acquisition iggsnents. Mr. Smith also serves on the
charitable board of trustees for the Princeton theale System Foundation. He served over five yaemaesNaval Officer. Mr. Smith earned a
MBA from the University of Pennsylvania’s Whartoot®ol and a BS from the U.S. Naval Academy.
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PART Il

Item 5.

Market for Registrant’s Common Equity, Related Skiwlder Matters and Issuer Purchases of Equity Seities

Our common stock is listed on the Nasdaqg Nationaikdt (“NASDAQ/NMS”) under the symbol “CSGSThe following table sets fortl
for the fiscal quarters indicated, the high and &ale prices of our common stock as reported by DIAS/NMS.

2004
First quarte!
Second quarte
Third quartel
Fourth quarte

2003
First quartel
Second quarte
Third quartel
Fourth quarte

High

$17.7(
21.2Z
20.9¢
19.2%

High

$15.6¢
14.6:
17.2¢
15.9¢

Low

$12.5¢
15.8¢
14.0z
14.5i

Low

$ 8.1¢
8.31
12.5:
8.6¢

On March 10, 2005, the last sale price of our comstock as reported by NASDAQ/NMS was $16.20 pareshOn January 31, 2005,

the number of holders of record of common stock 2&&

Dividends

We have not declared or paid cash dividends ortaonmmon stock since our incorporation. We did, hasvegomplete a two-for-one
stock split, effected in the form of a stock divide in March 1999. We intend to retain any earniognance the growth and development of
our business, and at this time, we do not plaratogash dividends in the foreseeable future. Owolvéeng credit facility contains certain
restrictions on the payment of dividends. See Ndi@our Consolidated Financial Statements fortalthl discussion of our revolving credit

facility.

Equity Compensation Plan Information

The following table summarizes certain informataout our equity compensation plans as of Dece®be2004:

Number of
securities to be
issued upon exercis
of outstanding
options, warrants,

Plan Category and rights

Equity compensation plans approved by securitydrs| 1,137,24.
Equity compensation plan not approved by secuntddrs 890,41-
Total 2,027,65!

Weighted-average
exercise price of
outstanding
options, warrants,
and rights

$ 20.4:
15.21

$ 18.1:

Number of
securities
remaining
available for
future issuance

6,205,73!
524,22:

6,729,95

Of the total number of securities remaining avdédbr future issuance, 6,238,057 shares can ke foserarious types of stock-based
awards, as specified in the individual plans, wlith remaining 491,899 shares to be used for outaym stock purchase plan. See Note 14 to

our Consolidated Financial Statements for additidiscussion of our stock incentive plans.
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Issuer Repurchases of Equity Securities

The following table presents information wrespect to purchases of company common stock maitggdhe three months end
December 31, 2004 by CSG Systems International onany “affiliated purchaser” of CSG Systems tngional, Inc., as defined in Rule 10b-
18(a)(3) under the Exchange Act.

Total Total Number of kﬂ?;'gyn;f
Number Average Shares Purchase Shares that May
Sh(;fres Price Paic as Part of Publicly Yet Be Purchase!
Purchasec Per Share Under the Plan
) Announced Plans 1
Period or Programs or Programs
October —October 31 — — — 5,678,40:
November —November 3( — — — 5,678,40:
December —December 3: 131,70: $ 17.9: — 5,678,40:
Total 131,70: $ 17.9: —
I

1 In August 1999, our Board of Directors approvedogls repurchase program which authorized us tolasge up to a total of five million
shares of our common stock from time-to-time asn@ss conditions warrant. In September 2001, oar@of Directors amended the
program to authorize us to purchase an additiomalrillion shares, for a total of ten million skar Effective June 2, 2004, our Board of
Directors amended the program to authorize us tolfase an additional five million shares, for ataf 15 million shares. The stock
repurchase program does not have an expiration

2 The total number of shares purchased that arearbbpthe stock repurchase program representesipairchased and cancellec
connection with minimum tax withholdings for empéms as the result of the vesting of restricteckstiocler our stock-based compensation
plans.
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Iltem 6. Selected Financial Data

The following selected financial data have beerveerfrom our audited financial statements. Thesteld financial data presented bel
should be read in conjunction with, and is quatifiey reference to, our MD&A and our Consolidateddficial Statements. The information

below is not necessarily indicative of the resaftfuture operations.

Company(1)

Year Ended December 31,

2004(4) 2003(4) 2002(4) 2001 2000
(in thousands, except per share amount:
Statements of Operations Data
Revenues
Processing and related services $327,09: $ 342,38 $373,030 $339,25¢ $294,80¢
Software 34,91¢ 41,43 68,37¢ 72,35( 70,37¢
Maintenance(2 97,64 93,56¢ 89,07¢ 15,80¢ 13,97
Professional service 70,09( 67,95¢ 80,44t 49,49; 19,733
Subtotal 529,74¢ 545,33¢ 610,93: 476,90t 398,89!
Charge for arbitration ruling attributable to peisgorior to July 1, 2003
(2) — (105,679 — — —
Total revenues, nt 529,74¢ 439,66( 610,93: 476,90t 398,89!
Cost of revenues(6
Cost of processing and related servi 147,78¢ 141,24. 141,06¢ 121,98 107,02:
Cost of software and maintenar 66,39/ 72,70: 57,58( 32,67« 36,40¢
Cost of professional servic 62,99: 63,91( 64,34 21,35¢ 8,107
Total cost of revenue 277,17¢ 277,85! 262,99. 176,01! 151,53
Gross margin (exclusive of depreciatic 252,57( 161,80! 347,94( 300,89: 247,35¢
Operating expenses(t
Research and developmt 59,022 62,92/ 73,674 52,22 42,33¢
Selling, general and administrative 90,41¢ 109,21 111,59: 52,14¢ 47,66
Depreciatior 15,09! 17,37¢ 18,83¢ 14,54¢ 12,073
Restructuring charges( 2,694 11,85( 12,72: — —
Kenan Business acquisiti-related expenses( — — 29,95% — —
Total operating expens 167,22; 201,36¢ 246,78 118,91¢ 102,07¢
Operating income (los: 85,341 (39,56) 101,15 181,97¢ 145,28:
Other income (expense
Interest expens (10,339 (14,719 (14,039 (3,039 (5,80¢)
Write-off of deferred financing costs( (6,569 — — — —
Interest and investment income, 1,85( 1,43 1,90¢ 4,46¢ 5,761
Other (1,089 4,381 (1,48¢€) 39 (32
Total other (16,14) (8,899 (13,61 1,467 (79
Income (loss) before income tax 69,20¢ (48,460 87,54 183,44 145,20
Income tax (provision) benefit(2)(' (22,027) 22,18: (42,926 (69,52 (54,739
Net income (loss $ 47,18 $ (26,277 $ 44,61¢ $113,92. $ 90,46¢
Diluted net income (loss) per common share
Net income (loss) available to common stockholi $ 09z $ (05) $ 08 $ 20¢ 1.6C
Weightec-average diluted common sha 51,22 51,43: 52,52¢ 54,63¢ 56,68(




Other Data (at Period End):
Number of Broadband Division cliel customers processed|

Balance Sheet Data (at Period End’

Cash, cash equivalents and s-term investment
Working capital(2

Total asset

Total debt(8’

Total treasury stock(<

Stockholder’ equity

16

43,47:

$157,47¢
172,67¢
710,40°
230,00(
224,00t
308,07(

44.,14¢

$ 105,39
69,64:
724,77
228,92
171,11
290,78t

45,81¢

$ 95,43
119,78:
731,31
270,00(
186,04
282,10!

43,28:¢

$ 83,59¢
80,78¢
374,04¢
31,50(
180,95¢
250,04

35,80¢

$ 43,730
81,31:
332,08
58,25¢
71,491
191,16¢
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1)

(@)

3)

(4)

()

(6)

(7)

(8)

9)

During 1997, we purchased certain software tectgyolssets from TCI and simultaneously enteredtimtdviaster Subscriber Agreem:
with TCI to consolidate all TCI customers onto customer care and billing system. In 1999 and 26&Xpectively, AT&T completed its
mergers with TCl and MediaOne, and consolidatedritbeged operations into AT&T Broadband. On Novenit&r2002, Comcast
completed its merger with AT&T, and under Comcastigership, we continued to service the former AT&derations under the terms of
the Master Subscriber Agreement, as modified byChiacast arbitration ruling in October 2003. In BfaR004, we signed a new contract
with Comcast that supersedes the former ComcasteM8sbscriber Agreement and expires December(®18.2The total amount paid to
TCl in 1997 was approximately $159 million, withprpximately $105 million assigned to purchasedrioepss research and development
assets that were charged to expense at the datgoilition, with the remaining amount allocateidngarily to the Master Subscriber
Agreement, which is now being amortized ratablyrdte life of the new Comcast contract. We finanttesd transaction with a $150
million term credit facility, of which $27.5 millio was used to retire our previously outstanding.dgébe MD&A for additional discussion
of our business relationship with Comc:
During 2003, we recorded a $119.6 million chargeetenue related to the Comcast arbitration rudiwgrd. The award was segrege
such that $105.7 million was attributable to pesipdior to July 1, 2003, and $13.9 million wasihtttable to the third quarter of 2003. Of
the $13.9 million attributable to the third quartere attributed $13.5 million to processing revesyud the remaining $0.4 million to
software maintenance revenues. As a result of tredast arbitration award, we were in a net opegdtias position for the year, and
recorded an income tax benefit of $22.2 millionribg the fourth quarter of 2003, we paid Comcat.4%nillion of the arbitration award
and in January 2004, we paid the remaining $25ltomi Additionally, as a result of the arbitrationling, Comcast customer accounts
began being measured differently in October 2008¢kresulted in a reduction in the total numbeclants customers processe
In August 1999, our Board of Directors approvedogls repurchase program which authorized us tolase shares of our common stock
from time-to-time as business conditions warranirifly the years ended December 31, 2004, 2003,, 2007 and 2000, we repurchased
3.0 million, zero, 1.6 million, 3.0 million, andIlmillion shares, respectively. As of DecemberZ1)4, 5.7 million shares of the 15.0
million shares authorized under the program rerasailable for repurchas
On February 28, 2002, we acquired the Kenan Busifiem Lucent for approximately $256 million in ba§he Kenan Busine:
acquisition has had a significant impact on ouultsf operations and on our financial positioae Sote 3 to our Consolidated Financial
Statements and MD&A for a discussion of the acgjoisiand its impact on our Consolidated Financtat&nents, including information
regarding the intangible assets recorded from thyeiaition and their related periodic amortizatiand the Kenan Business acquisition-
related expenses. We financed the acquisition av#8800 million term credit facility, of which $31rBillion was used to retire our
previously outstanding debt. See Note 7 to our Glisleted Financial Statements for additional distws of our lon-term debt
Beginning in the third quarter of 2002 and contirguthrough 2004, we implemented several cost rétuatitiatives and recorde
restructuring charges of $2.7 million, $11.9 mitliand $12.7 million, respectively, for the yeardeshDecember 31, 2004, 2003 and 2002.
See Note 8 to our Consolidated Financial StatemarddVID&A for additional discussion of the resturihg charges
In 2003, we adopted the fair value method of actingrfor our stoc-based awards under Statement of Financial Accogi@tandard
(“SFAS”) No. 123, “Accounting for Stock-Based Comgation” (“SFAS 123"), using the prospective metlddransition as outlined in
SFAS No. 148, “Accounting for Stock-Based Compeinsat-Transition and Disclosure—An Amendment of FAS&tement No.
123" (“SFAS 148”). In addition, we completed ourcernge of certain stock options for restrictedls{@tso referred to by us as our
“tender offer”) in December 2003. As a result, stock-based compensation expense is significarglyen in 2004 when compared to
2003 and 2002. Total stock-based compensation egpgecognized during 2004, 2003 and 2002 was $alién, $5.6 million, and $1.4
million, respectively. See Notes 2 and 14 to oungiidated Financial Statements for additional wiston of these mattel
Following the provisions of Statement of Finandatounting Standards Board No. 142, “Goodwill anttiéd Intangible Assets,” we
ceased amortizing goodwill as of December 31, 2864, never amortized goodwill that was acquirelusiness combinations for which
the acquisition date was after June 30, 2001. &dstgoodwill is reviewed annually for impairmenhéeladoption of this pronouncement
not result in a material difference in amortizatletween periods, as amortization related to gobdwas $0.6 million per year for 2000
and 2001
In June 2004, we completed an offering of $230iamilbf 2.5% senior subordinated convertible corgingdebt securities due June 15,
2024 to qualified buyers pursuant to Rule 144A urkle Securities Act of 1933. We used the procealdsig with available cash, cash
equivalents and short-term investments to: (i) yepa outstanding balance of $198.9 million andhieate our existing credit facility; (ii)
repurchase 2.1 million of shares of our commonkstand (iii) pay debt issuance costs of $7.2 millids a result, we wrote off
unamortized deferred financing costs attributablthée terminated credit facility of $6.6 millione& Note 7 to our Consolidated Financial
Statements for additional discussion of this offgr
Our effective income tax rates for 2004, 2003, 201, and 2000 were approximately 32%, 46%, 438% and 38%, respectively. The
deviations from our historical rate of 38% expeciethin 2001 and 2002 are as follo

» For 2002, our effective income tax rate was impabig acquisitions and the international expansioouo business, primarily as a

result of the Kenan Business acquisition (see Matbove)
» For 2003, our effective income tax rate was impagtemarily by our net operating loss position féag from the $119.6 milliot
Comcast arbitration charge (see Note 2 abc
» For 2004, our effective income tax rate was impabte the completion and resolution of certain teatters in foreign jurisdictions.

See Note 9 to our Consolidated Financial Statenfen&dditional information regarding our effectiveome tax rates.
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ltem 7. Management’s Discussion and Analysis of Financiab@dition and Results of Operations
Forward-Looking Statements

This report contains a number of forward-lookingtements relative to our future plans and our eigtiens concerning the global
customer care and billing industry, as well asabeverging telecommunications industry it serves, similar matters. These forward-looking
statements are based on assumptions about a nofribgyortant factors, and involve risks and undeties that could cause actual results to
differ materially from estimates contained in tbesardiooking statements. Some of the risks that aresk®a by management are containe
Exhibit 99.01 “Safe Harbor for Forward-Looking Statents Under the Private Securities Litigation Reféct of 1995—Certain Cautionary
Statements and Risk Factors” of this report. ExXHBi01 constitutes an integral part of this repantd readers are strongly encouraged to
review this exhibit closely in conjunction with Magement’s Discussion and Analysis of Financial Giodand Results of Operations
(“MD&A").

Market Conditions of the Global Telecommunicationdndustry

Since the vast majority of our clients operate imithis industry sector, the economic state of imékistry directly impacts our business.
During the time period from early 2001 through 206 economic state of the global telecommunicatiodustry deteriorated, resulting
primarily from a general global economic downtumatwork and plant overcapacity, and mounting debtlwined with limited availability of
capital. This downward trend continued into 2002\vaver to a much lesser degree than previous yeargig this time frame, many
companies operating within this industry publioported decreased revenues and earnings, and Ilsenmagzanies filed for bankruptcy
protection. Most telecommunications companies reduheir operating costs and capital expenditwespe with the market conditions dur
these times. This resulted in a decrease in spgrudirbusiness support and operation support sysaenel at helping service providers
manage the increasing complexity and cost of mauggtiie interaction between communications compaanestheir customers, which resulted
in a decrease in demand for our customer care ilimdylproducts and services. As of the end of 2004 believe the market has stabilized. In
addition, we believe the improved operating resaittd financial condition of many service providars beginning to provide signs of
economic improvement within this industry sector.

In addition, increased competition from non-tramhfil telecommunication providers has accelerateddtout of new products and
services and increased the focus on customer i@te@onsolidation within the industry continuesyihg providers to look for additional
means for leveraging their existing networks andkfayce and reducing their costs. All these eventspelieve, will drive a need for scalable,
flexible solutions, resulting in an improved grovathtlook for the customer care and billing industry

Although we see improvements in the industry asahaibove, we continue to be cautiously optimistiour outlook, as our ability to
increase our revenues and improve our operatirfignpeance is highly dependent upon the pace at wihietmarket recovers, the spending
patterns of our client base, and ultimately, owrcess in developing and selling new products andcss to new and existing clients.

Management Overview

The Company. We are a global leader in next-generationrgliand customer care solutions for the cable tgilev] direct broadcast
satellite, advanced IP services, next-generatiobilecand fixed wireline markets. Our combinatidrpooven and future-ready solutions,
delivered in both outsourced and licensed formetaple our clients to deliver high quality custorsenvice, improve operational efficiencies
and rapidly bring new revenue-generating productaarket. We are a S&P Midcap 400 company. We sauvelients through two operating
segments: the Broadband Services Division (the &Bband Division”) and the Global Software Servibégsion (the “GSS Division”). See
the “Business” section of this document for a fildkcription of our operating segments and the niatkey serve.
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The key performance metrics for our company arersarized as follows:

Our total consolidated revenues for 2004 incre&8€d1 million, or 20.5%, to $529.7 million, whennspared to $439.7 million fc
2003. The increase between years relates primtartlye 2003 Comcast arbitration ruling. Revenue26€93 include a $119.6 millic
charge to (i.e., a reduction in) revenue relatetthiéoComcast arbitration rulin

Our total consolidated operating expenses for 2@@teased approximately $35 million, or 7%, to $44illion, when compared |
$479.2 million for 2003. The decrease between yedases primarily to the cost reduction initiavienplemented during 2003. The
cost reduction initiatives were primarily in resgerto the lower expected revenues from Comcastesuét of the arbitration ruling
referenced abowvi

Our net income per diluted share for 2004 was $@8&pared to a net loss per diluted share of (§dds 2003. The substantial
increase between years relates to the improvemertdth revenues and expenses between years, asstgcabove

For 2004, stoc-based compensation expense was $14.9 million, diegion expense was $15.1 million, and amortizatib
intangible assets was $27.3 million. These-cash charges totaled $57.3 million, or approxinya$él.76 per diluted shar

Our effective income tax rate for 2004 was appratity 32%, which is substantially less than outdrisal rates, primarily due to
favorable resolution of certain tax matters in fgngurisdictions during 2004. We expect our effeetincome tax rate for 2005 to
range between 38% to 40'

We continue to generate strong cash flows as dt i&fsour profitable operations and through oueeffive management of working
capital items, in particular, our accounts recei@aburing 2004, we generated $119.3 million ofrcliew from operating activities,
which included approximately $10 million of favotalthanges in working capital related to the Cormadsitration. We ended the
year at $157.5 million of cash and sl-term investments, compared to $105.4 million aBe¢ember 31, 200.

Other key events for our company are as follows:

We made the following changes to our executive rgameent team during 2004:

. During the second quarter of 2004, Jack Poggethaur President and Chief Operating Officer, endecgmployment witt
our company to coincide with our annual meetingtotkholders. Additionally, William Fisher, our th@resident of our GSS
Division, announced that he was resigning fromaampany effective September 30, 2004. During tlverseé quarter of 200
we recorded expense of $2.5 million related toaressecutive management departures in accordanbeheitterms of their
employment agreements. This expense is includ&@GiRA expense in the accompanying Consolidated Biatés of
Operations, and is included in corporate overheatisan our segment resul

. During the fourth quarter of 2004, Neal Hansen,@murent Chairman of the Board of Directors ande€Eixecutive Officer
announced his intention to retire from our compasyf June 30, 2005. In conjunction with this amwament, we entered
into the Fifth Amendment to Employment Agreemerttveal C. Hansen, dated December 20, 2004 (tHéh“Fi
Amendment”). Under the Fifth Amendment, Mr. Hansélhreceive a severance payment of $1.5 milliod additional cash
payments of $8.1 million related to his retirempatkage (total of $9.6 million), which are scheduie be paid as follows: (i)
$5.6 million on January 2, 2006; and (ii) two equatallments of $2.0 million each on July 1, 2G0&l January 2, 2007. We
will record expense of $9.0 million related to thétirement package over Mr. Hanserémaining service period, which be:
in December 2004 and ends upon his retirement oa 30, 2005. Approximately $0.5 million of this exze was recorded in
the fourth quarter of 2004, and approximately $8illion will be recorded in the first half of 2005he remainder of the
expense will be recorded over the period from
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retirement date through the final payment dateaabidry 2007. This expense is being reflected as/AS&&ense in th
accompanying Consolidated Statements of Operat#ntsjs included in corporate overhead costs irsegment results. See
our Form K filed on December 23, 2004 for a more detailestdssion of this matte

* During the fourth quarter of 2004 we announcedth@ promotion of Alan Michels to Executive ViceeBident of the GSS Divisiol
(i) the promotion of Robert M. Scott to ExecutVee President of Development, Delivery and Operatifor the Broadband
Division; and (iii) the hiring of John “Hank” Bondses our new President and Chief Operating Offigler.Bonde’s employment with
our company began in January 2005. See our Foks fdled December 10, 2004, December 17, 2004, bbes 23, 2004 for a mo
detailed discussion of these matt

* On March 6, 2005, our Board of Directors made @erthanges to our executive management team asvill

Effective March 31, 2005, Mr. Hansen will resigncas Chief Executive Officer. Mr. Hansen will camtie in his role a
Chairman of the Board of Directors until his praxsty announced retirement date of June 30, 2008hizth time he will
resign as Chairman. Mr. Hansen will remain on tohar8 of Directors through his current term whicki®im 2006. In
conjunction with Mr. Hansen'’s change in employmeuies effective March 31, 2005, we entered ineo$ixth Amendment
to Employment Agreement with Neal C. Hansen, ddMadch 8, 2005 (the “Sixth Amendment”). The consaiem to be paid
to Mr. Hansen (i.e., the $9.6 million discussedw)as not expected to change from that previoagheed to in the Fifth
Amendment. The anticipated accounting treatmentli@sissed above) for the $9.6 million to be paiit. Hansen is not
expected to be affected by the Sixth Amendment.dBe&orm 8-K filed March 10, 2005 for more detaifdMr. Hansen’s
employment arrangement with 1|

Effective April 1, 2005, Edward C. Nafus, our cunr@resident of the Broadband Division, will assutheeposition of Chief
Executive Officer and President of our companyaddition, effective March 7, 2005, Mr. Nafus wasled to our Board of
Directors. See our Forn-K filed March 10, 2005 for more details of Mr. N& employment arrangement with 1

Effective March 7, 2005, Mr. Bonde, was removedhfiiois current position as President and Chief Qpey®fficer and was
then elected as Executive Vice President of ourpgaom and appointed to the position of PresidemuofGSS Division

Effective March 7, 2005, Mr. Scott, was appointedhe position of Executive Vice President and Galndanager of th
Broadband Division

» During 2004, we made the following changes to @yital structure:

During the second quarter of 2004, we completedffming of $230.0 million of 2.5% senior subordied convertible
contingent debt securities due June 15, 2024 @wnVertible Debt Securities”) to qualified buyergguant to Rule 144A
under the Securities Act of 1933. The proceedb®biffering were used primarily to retire our pragly outstanding bank
credit facility.

During the third quarter of 2004, we entered infiva-year, $100 million revolving credit facilityith a syndicate of U.S.
financial institutions (the “2004 Revolving Creéiacility”) which provides us with additional finaiat flexibility and
liquidity. The 2004 Revolving Credit Facility all®wus to have opportunistic capital available asna@age and grow our
business. We have not drawn on the revolver ta

During the fourth quarter of 2004, the final cormendecision reached by the Financial Accountirgd@&ird Board’s
Emerging Issues Task Force (“EITF") on Issue Noe8Uzecame effective. This new accounting rule ckdrtfe manner in
which contingent convertible instruments are treédte purposes of determining diluted earningsghere. On December 15,
2004, we made an irrevocable election to settls#89 million principal portion of our Convertiblebt Securities in cash
upon
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conversion. We retained the right to settle anyeeosion premium in excess of the principal amoartdésh, or in our commc
stock, or a combination of the tw

During the first half of 2004, we substantially qoleted our cost reduction initiative that begaithia fourth quarter of 2003 as a
result of the expected reduction in revenues reguftom the Comcast arbitration ruling. The 20@4tcsavings from this initiative
were targeted to be approximately $30 million, whempared to the third quarter 2003 annualizedaijpgy expense run rate. Our
substantial improvement in operating expenses 12804 and 2003 is evidence of our success ointtistive. See Note 8 to our
Consolidated Financial Statements for additionstassion of our restructuring activitit

During the second quarter of 2004, our Board oéEtwrs increased the number of shares we are @dtdo repurchase under our
stock repurchase program by five million, to altofal5.0 million shares. During 2004, we purchaapgroximately 3 million shares
under the guidelines of our stock repurchase prodoa approximately $53 million (weight-average price of $17.73 per sha

Broadband Division. The Broadband Division generates its revenues dyighing customer care and billing services on &iserburea
basis with its core product, CSG CCS/BP (“CCS”")Ntrth American (primarily the U.S.) broadband segvproviders, primarily for cable
television, Internet, and satellite television protofferings. The market for the Broadband Diuwissoproducts and services is highly
competitive, resulting in significant pricing presss for contract renewals.

The North American broadband industry has expeeérsignificant consolidation over the last few weaesulting in a large percentage
of the market being served by a limited numberenfise providers. Consistent with this market coniion, a large percentage of our
Broadband Division’s revenues are generated fréimiged number of clients. The Broadband Divisioatsd our compang’'two largest client
(in order of size) are Comcast Corporation (“Contigand Echostar Communications (“Echostar”).

The key performance metrics for the Broadband ivisire summarized as follows:

Revenues increased from $258.7 million in 200334854 million in 2004. The change between yeawses|primarily to the 2003
Comcast arbitration ruling. Revenues for 2003 idela $119.6 million charge to (i.e., reductionreyenue related to the Comcast
arbitration ruling, of which $13.9 million was abiuted to the third quarter of 2003 revenues, Wighremaining $105.7 attributed to
revenues for periods prior to July 1, 2003. In #ddito the payment of the arbitration award, thsteation ruling also required that
we invoice Comcast for lower fees under the mostifiad nations (“MFN”) clause of the Comcast MaSgabscriber Agreement
beginning in October 2003. This had the effecteafucing quarterly revenues from Comcast by appratéip $13-14 million ($5%56
million annually), when compared to amounts prathte arbitration ruling. In the first quarter @@, we signed a new contract w
Comcast, which superseded the former Comcast Mastescriber Agreement. The pricing inherent inrtbe contract was
consistent with that of the arbitration ruling ict@ber 2003

Segment operating expenses for 2004 totaled $20@i®n, compared to 2003 segment operating expens§211.1 million, a 2.0%
decrease. The decrease between years relatesifyritodhe cost reduction initiatives implementedticdig 2003.

Segment contribution margin increased from $4718aniin 2003 to $141.6 million in 2004. The inceearelates primarily to tt
increase in revenues between periods, as discabss@. Non-cash charges for 2004 that are inclid#te determination of
contribution margin are stock-based compensatiperese of $4.3 million, depreciation expense of $6il8on, and amortization of
intangible assets of $11.4 million, for total -cash charges of $22.5 million for 20(

Total domestic customer accounts processed onysters as of December 31, 2004 were 43.5 milliompmared to 44.1 million as
December 31, 2003. The consolidated ARPU for 2084 $7.46 compared to $7.58 for 20
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Other key events for the Broadband Division aréofsws:
The Broadband Division executed the following keytracts in 2004

During the first quarter of 2004: (i) we signedeancustomer care and billing contract with Comoast,largest client. Under
the new agreement, we expect to continue to sugpdeast a portion of Comcast’s video and highedgaternet customers at
least through December 31, 2008; (ii) we extendedcastomer care and billing contract with Echqstar second largest
client through March 1, 2006; and (iii) we extenaen statement processing agreement with Cox Corizations for a
substantial percentage of its customer base thrBegember 31, 200!

During the second quarter of 2004, we signed afiv@syear customer care and billing services carttvéth Adelphia
Communications (“Adelphia”), which includes sendaelated to Adelphia’s delivery of Voice over Ehdces. The Adelphia
services contract was subject to bankruptcy cqapt@val, which was received during the second guaft2004. In
conjunction with signing of this new contract, weds without recourse, $8.0 million of Adelphia grankruptcy accounts
receivable to an independent third party for $6ilion. After taking into consideration the amoumtsour allowance for
doubtful accounts and deferred revenues relatdudanatter, this transaction resulted in $3.5iomillof earnings benefit in
2004, with $1.3 million recorded as processing nesss (primarily for services performed prior to Bemkruptcy filing in Jun
2002) and $2.2 million as a reduction of bad dejpeese

It has been publicly reported that one of the fgmediankruptcy strategies under consideration bglgda is to sell all or
portion of its assets. If a sale of the assets weoecur, it is unknown at this time as to whigny, financial impact the sale
would have to our business.

During 2004, the Broadband Division completed igm#icant architectural upgrade to CCS and relaexdices and softwa
products. The ACP project was initiated in 2002 asiltlbe the Broadband Division’s next generatiognguct offering. To date, we
have successfully migrated approximately one-foaftthe customer accounts processed on our systénistnew platform, and we
expect to migrate a substantial number of additionstomer accounts to this platform during 2002 8e “Business” section for
additional discussion of this effo

During 2004, the Broadband Division participategbianning, testing, trials and rollouts of Voiceeo\VP services with the majori
of its clients. In January 2005, we signed an ages# to provide Voice over IP services to all oh@ast’s customers processed on
our system, which is approximately t-thirds of Comca’s total customer bas

The Broadband Division has no material client cacts up for renewal during 20C

GSS Division. The GSS Division is a global provider of corgeamt billing and customer care software and ses\ibat enables
telecommunications service providers to bill theistomers for existing and negéneration services, including mobile, Internetglime, cable
television, and satellite.

The GSS Division’s revenues consist of softwarerl8= and maintenance revenues, and various parfakaind consulting services
related to its software products (principally implentation services). The market for the GSS Diwisigproducts and services is highly
competitive, resulting in significant pricing presss for both new and existing client purchases 2804, approximately 77% of the GSS
Division’s revenues were generated outside the, dsScompared to 78% for 2003.

The key performance metrics for GSS Division amaisiarized as follows:
Revenues remained relatively consistent betweersyereasing from $181.0 million in 2003 to $1Bmillion in 2004.

Segment operating expenses for 2004 totaled $1@di@n, compared to 2003 segment operating expens8§190.2 million, an
8.6% decrease. The decrease between years rafat@sily to the cost reduction initiatives implented during 2003
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* Segment contribution margin increased from a I6g$®2) million in 2003 to $7.6 million in 2004,%16.8 million increase. Tt
increase in the contribution margin between yeelet@s primarily to lower segment operating expgnas discussed above. Non-
cash charges for 2004 that are included in therdti@tion of contribution margin are stock-basethpensation expense of $3.2
million, depreciation expense of $4.6 million, aardortization of intangible assets of $14.2 milliéar, total non-cash expenses of
$22.0 million for 2004

Other key events for the GSS Division are as fadlow

» We continued our successful rollout of the KenanlfXiness framework since its introduction into ket in late 2003. W
currently have a total of 24 Kenan FX clier

» The GSS Division expanded its relationships witlstxg clients, as well as added new clients, iarg\geographical region this ye
including: (i) British Telecommunications, Britaglargest telecommunications provider; (i) BSNhdig's leading wireless
provider; (iii) Embratel, one of Brazil's largegiécommunications providers; (iv) CANTV, one of \égnela’s largest
telecommunications providers; (v) Level 3, an in&ional communications and information servicempany; and (vi) CTBC, a
leading convergent services provider in Brazil. Aiddally, we were successful in gaining new bussm the fast-growing Chinese
telecommunications market by signing agreemensetoice Beijing Telecom, Sichuan Telecom, Shan@kscom, and Zheijang
Telecom, all wholl-owned subsidiaries of China Telecc

» Frost & Sullivan, an independent industry analgstiored CSG with its Product Leadership Awi

Significant Client Relationships
Comcasi

Background. Comcast is our largest client. During 2004, reverfoem Comcast represented approximately 16% ofataf
consolidated revenues. We expect that the peroetfagur total consolidated revenues in 2005 rdl&aeComcast will represent a percentage
comparable to that of 2004.

Arbitration Resolution. During 2002 and 2003, we were involved in vasitegal proceedings with Comcast, consisting fpaity of
arbitration proceedings related to the Comcast &t&&tibscriber Agreement. In October 2003, we reckfle final ruling in the arbitration
proceedings. The Comcast arbitration ruling inctbdae award of $119.6 million to be paid by us tortast. The award was based on the
arbitrator’s determination that we had violated kN clause of the Comcast Master Subscriber AgesgnWe recorded the full impact from
the arbitration ruling in the third quarter of 20@8a charge to the Broadband Division’s reveriespecified in the arbitration ruling, the
$119.6 million was segregated such that $105.74anilvas attributable to periods prior to July 1030and $13.9 million was attributable to
third quarter of 2003. Of the $13.9 million attrtbhle to the third quarter of 2003, $13.5 millioasiattributed to processing revenues, and $0.
million was attributed to maintenance revenueshéfourth quarter of 2003, we paid approximateéd$ #illion of the arbitration award to
Comcast, and in January 2004, we paid the remapongpn of the arbitration award of approximat&B5 million. In addition to the arbitratic
award, we paid to Comcast interest of $1.1 milliminwhich $0.1 million was reflected as interespemnse in the first quarter of 2004.

In addition to the arbitration award mentioned akdte arbitration ruling also required that wedice Comcast for lower fees under the
MFEN clause of the Master Subscriber Agreement beginin October 2003. This had the effect of redgajuarterly revenues from Comcast
by approximately $13-14 million ($52-56 million amadly), when compared to amounts prior to the eabdn ruling.

Signing of New Comcast Contract.In March 2004, we signed a new contract witimCast (the “Comcast Contract”). The Comcast
Contract superseded the former Comcast Master 8hbsé&\greement that was set to expire at the ér2dd2. Under the new agreement, we
expect to continue to support Comcast’s video agh-h
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speed Internet customers at least through Dece®Ih@008. The pricing inherent in the Comcast Gattwas consistent with that of the
arbitration ruling in October 2003.

The Comcast Contract includes annual financial mimms for 2004, 2005 and 2006 of $85 million, $7%8iam and $60 million,
respectively (total of $220 million). In additiotihe Comcast Contract eliminated the exclusive ngdthad under our previous contract with
Comcast to provide customer care and billing sessfor the entire 13 million AT&T Broadband custarbase (acquired by Comcast in
November 2002). Although the elimination of our kewséve rights to process these customers incrahsassk of customer deconversions fr
our system, such risk is mitigated to a certairréledpy the annual financial minimums. The Comcasitct and related amendments are
included in the exhibits to our periodic filingsttvihe Securities and Exchange Commission (the “3H®e documents are available on the
Internet and we encourage readers to review thesentents for further details.

Impact of Comcast Contract on Client Contracts hgible Asset. We have a long-lived client contracts intangiaset related to our
Comcast Contract that has a net carrying valuég Beoember 31, 2004 of approximately $45 milliorurdg the first quarter of 2004, we
evaluated the carrying value of this intangiblesa#s light of the net cash flows expected to beagated from the Comcast Contract, and
concluded that there was no impairment to thistassa result of the new Comcast Contract. No eveave occurred or additional facts have
become available since that evaluation was perfdrtinat would cause us to change our first quaft@064 conclusion. However, as a resul
the shortened term of the Comcast Contract, effedti March 2004, we were required to accelerageathortization of this intangible asset.
Total amortization related to the Comcast Contfaic2004, 2003, and 2002 was $10.5 million, $5.%iom, and $5.6 million, respectively.
Going forward, this amortization will be approxirat $3 million per quarter through the end of tloatract term of December 31, 2008. The
amortization of the client contracts intangibleedds recorded as a reduction in processing reveraseopposed to amortization expense, in the
accompanying Consolidated Statements of Operations.

Echostar

Echostar is our second largest client. During 2084enues from Echostar represented approximatiéty df our total consolidate
revenues. We expect that the percentage of odrdomtsolidated revenues in 2005 related to Echagithrepresent a percentage comparable to
that of 2004. In February 2004, we extended outrachwith Echostar through March 1, 2006. The BtaioMaster Subscriber Agreement and
related amendments are included in the exhibitatgeriodic filings with the SEC. The documents available on the Internet and we
encourage readers to review these documents fihiefudetails.

Issuance of Convertible Debt Securities and Irrevaable Election to Settle Principal in Cash

In June 2004, we completed an offering of $230.lianiof 2.5% senior subordinated convertible cogént debt securities due June
2024 to qualified buyers pursuant to Rule 144A urble Securities Act of 1933. We used the procéexis the Convertible Debt Securities,
along with available cash, cash equivalents and-4bon investments, to: (i) repay the outstandiatance of $198.9 million and terminate our
2002 Credit Facility (our then-existing bank crdditility); (ii) repurchase 2.1 million shares afrccommon stock for $40.0 million (market
price of $18.72 per share) from the initial puraaf the Convertible Debt Securities; and (idy mlebt issuance costs of approximately $7
million. As a result of the retirement of our ekigt debt, we wrote-off unamortized deferred finawgctosts attributable to the 2002 Credit
Facility of $6.6 million during the second quartér2004. This write-off amount is reflected as pasate line item in the accompanying
Consolidated Statements of Operations. See NaidhetFinancials Statements for additional disaussi our Convertible Debt Securities.

We issued our Convertible Debt Securities to improur underlying capital structure. We believe@osvertible Debt Securities provi
the following primary benefits to our business:
» The Convertible Debt Securities will reduce ourtdsdyvice cost. Our previous bank credit facilitich was terminated
concurrently with the initial issuances of the Ceriible Debt Securitie:
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required principal payments through February 200f&re are no scheduled principal payments for thevE€rtible Debt Securitie

until their maturity in 2024, and absent a chamgedntrol, the Convertible Debt Securities aresuiiject to redemption at the option
of the holders until 2011. In addition, becaus¢hefconvertibility feature of the Convertible D&#curities, we were able to issue
Convertible Debt Securities at a lower fixed ingtnate than we would have otherwise paid on senuibordinated debt with a simi
maturity. Our previous bank credit facility had@ating interest rate, and at the time we issuedbnvertible Debt Securities, had
an effective interest cost (including deferred ficiag fees) of approximately 6% per annum. The @atitMe Debt Securities have a
fixed coupon rate of 2.5% per annum, and have factefe interest cost (including deferred financfegs) of approximately 3% per
annum. The lower overall effective interest rat# significantly reduce our required interest payrse

» The issuance of the Convertible Debt Securitiesagdh us to fully repay and terminate our outstagdinebtedness under our
previous bank credit facility, which was seniothe Convertible Debt Securities with an earlierumi& date and had restrictive
covenants, which limited our flexibility in opemagj our business. The Convertible Debt Securitiesatdave similar restrictive
covenants

» The Convertible Debt Securities were structuredcedingent convertible securities, meaning thatled are only permitted
convert their Convertible Debt Securities upon #pgtcontingencies. Under the then-existing apilmn of generally accepted
accounting principles at the time of the origirssliiance of the Convertible Debt Securities, thergiat! dilutive impact of issuing
common stock upon conversion of the Convertiblet@Bazurities would be excluded from the computatibdiluted earnings per
share until one of the specified contingenciesotoversion had been met, and would be includeddrctimputation of diluted
earnings per share only for the periods in whieghQonvertible Debt Securities would be convertiieer one of the specified
contingencies to conversion. However, as desciiélte following paragraph, the accounting rulesdetermining the potential
dilutive effect of contingent convertible debt seties were changed subsequent to the issuancera@anvertible Debt Securitie

In addition, as discussed in Note 9 to the Findr&iatements, we derive an income tax benefitedléd the Convertible Debt Securities.
This benefit does not impact our overall effeciiveome tax rate, but does have the effect of lawgedur U.S. federal income tax payments.

In the third quarter of 2004, the EITF reachedalfconsensus decision on Issue No. EITF 04-8, Hifiect of Contingently Convertible
Instruments on Diluted Earnings per Share”. TheFEdTtonsensus decision, which became effectivharfaurth quarter of 2004, states that
shares to be potentially issued under contingertthywertible instruments should be included in @itbearnings per share (if dilutive) regard!
of whether any of the contingent conversion featlrave been met. Our Convertible Debt Securitiesabject to the provisions of EITF 04-8,
and as a result, we adopted EITF 04-8 during thetioquarter of 2004. In conjunction with our adoptof this new accounting
pronouncement, on December 15, 2004, we exercis@texocable election to settle the $230 milliampipal portion of our Convertible Debt
Securities in cash upon conversion. After suchtelecwe may still satisfy our conversion obligatjdo the extent it exceeds the principal
amount, in our common stock, cash or any combinaifcmur common stock and cash.

This irrevocable election reflects our confidentéhie cash-generating capabilities of our busiress,allows us to use a more favorable
method for determining the potentially dilutive iangh of our Convertible Debt Securities. After ex&ng the irrevocable election, we were ¢
to achieve “Instrument C” status, as describedliFENo. 90-19, “Convertible Bonds with Issuer Optito Settle for Cash upon Conversion”,
for our Convertible Debt Securities. Instrumentt&tss allows us to calculate dilution related to Gonvertible Debt Securities using the
“treasury stock” method. Under the treasury stoethnd, we have no reduction in our previously reggbearnings per diluted share in the
second and third quarters of 2004 (due to the &mlopf EITF 04-8), and experienced no dilution floe Convertible Debt Securities for the
fourth quarter of 2004, as our average stock mtideot exceed the current effective conversiongodf $26.77 per share during these periods.
In future periods, the Convertible Debt Securitigfimpact our diluted earnings per share caldofat
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only in those periods in which our average stoégepexceeds the current effective conversion @fck26.77 per share. If this irrevocable
election would not have been made, we would haea bequired to use the “if converted” method ired@ining the potential dilution related
to our Convertible Debt Securities, which would éagsulted in additional earnings per share ditutibapproximately 7% regardless of our
stock price.

GSS Division Goodwill and Other Long-Lived Assets

As of December 31, 2004, there was approximate8/riflion in net intangible assets (primarily soétse) and approximately $218
million of goodwill that was attributed to the GB®sision. We performed our annual GSS Division gaddimpairment test as of July 31,
2004, and also performed certain financial analggése GSS Division’s other long-lived intangilzlesets at that time as well, and concluded
that no impairment of the GSS Division’s goodwillaiher long-lived intangible assets had occurtetiat time. As of December 31, 2004, we
concluded that no events or changes in circumssamaee occurred since that time to warrant an impait assessment of the GSS Division’s
goodwill and/or other long-lived intangible assets.

The GSS Division includes the assets from the KéBminess, ICMS, Davinci, and plaNet acquisitidtesy drivers of the value assign
to these acquisitions are the global telecommuioicatindustry client base and the software assgpsiged. To date, the GSS Division has not
achieved the financial performance that we hadmalty anticipated due to many factors, includihg conomic downturn experienced within
the global telecommunications industry since weusrteq these assets. Our current business plarigatés substantial revenue and earnings
growth for the GSS Division over the next severdng. We will continue to monitor the carrying valf the GSS Division’s goodwill and
other longlived intangible assets as we execute on our bssipkan to achieve this revenue and earnings gradighexpect to perform the ne
GSS Division goodwill impairment test (our annuadjuired test) in the third quarter of 2005, unkasnts occur which would require an
analysis earlier than that date. If we fail to axedo our business plan (due to market conditrather business reasons), and as a result, we
materially revise our GSS financial projectionssiteasonably possible that a review for impairmadithe GSS Division’s goodwill and/or
related long-lived intangible assets in the futmay indicate that these assets are impaired, @&ndnttount of impairment could be substantial.

Stock-Based Compensation Expense

As discussed in greater detail in Note 2 to thefdtidated Financial Statements, in 2003 we adathtedair value method of accounting
for our stock-based awards under SFAS 123, usia@tbspective method of transition outlined in SFIXSB. In addition, we completed an
exchange of certain stock options for restrictegls{also referred to by us as our “tender offégr"Pecember 2003. As a result, our stock-
based compensation expense is significantly high2004 when compared to 2003 and 2002. Stock-bem@gensation expense is included in
the following statement of operations captions, imctlded in the various segment results, in thesdbdated Financial Statements (in
thousands):

Year Ended December 31

2004 2003 2002
Consolidated Statements of Operations
Cost of processing and related servi $2731 $ 14C $ —
Cost of software and maintenar 1,03¢ 38 —
Cost of professional servic 931 48 —
Research and developmt 1,79¢ 88 —
Selling, general and administrati 8,38¢ 5,24t 1,41z
Total stocl-based compensation expel $14,88¢ $5,55¢ $1,41:
Segment Results
Broadband Divisiol $4347 $ 318 $ —
GSS Division 3,181 22z —
Corporate 7,35¢ 5,01¢ 1,41%
Total stocl-based compensation expe! $14,88¢ $5,55¢ $1,41:
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Critical Accounting Policies

The preparation of our financial statements in oomity with accounting principles generally accepite the U.S. requires us to sel
appropriate accounting policies, and to make judgmand estimates affecting the application oféhaxscounting policies. In applying our
accounting policies, different business conditionghe use of different assumptions may result aemally different amounts reported in our
Consolidated Financial Statements.

We have identified the most critical accountingigiek that affect our financial condition and reéswf operations. These critical
accounting policies were determined by consideoimgaccounting policies that involve the most caawpbr subjective decisions or
assessments. The most critical accounting polidieestified relate to: (i) revenue recognition; @fjowance for doubtful accounts receivable;
(i) impairment assessments of long-lived ass@¥;business restructurings; (v) loss contingesic{ei) income taxes; (vii) business
combinations and asset purchases; and (viii) degaiteon of internal software development costse3écritical accounting policies, as well as
our other significant accounting policies, are ltised in the notes to our Consolidated Financiale®tents.

Revenue Recognition. Our revenue recognition policies that invollie thost complex or subjective decisions or assegsnigat are
material to our business include: (i) collectilyildassessments; (ii) accounting for software arrameges; and (iii) the use of the percentage-of-
completion (“POC”) and the proportional performameethods of accounting.

Collectibility Assessment Revenues are recognized only if we determiagettie collection of the fees included in an areangn
is considered probable (i.e., we expect the cliepay all amounts in full when invoiced). In madtiaur determination of collectibility fc
revenue recognition purposes, we consider a nugftfactors depending upon the specific aspectsmi@reangement, which may incluc
but is not limited to, the following items: (i) @ssessment of the client’s specific credit wortbievidenced by its current financial
condition and/or recent operating results, craatings, and/or a bankruptcy filing status (as agglie); (i) the client’s current accounts
receivable status and/or its historical paymentepas with us (as applicable); (iii) the economiadition of the industry in which the
client conducts the majority of its business; andilg the economic conditions and/or politicaltsitdy of the country or region in which
the client is domiciled and/or conducts the mayooit its business. The evaluation of these factamg, the ultimate determination of
collectibility, requires significant judgments te made by us. The judgments made in this area ¢@mve a significant effect on revenues
recognized in any period by changing the amountaartte timing of the revenue recognized.

Accounting for Software License Arrangementsihe accounting for software revenues, espgaoidilen software is sold in a
multiple-element arrangement, is complex and regiyudgment. Key factors considered in accountimgdftware and related services
include: (i) the identification of the separatensémts of the arrangement; (ii) the determinatiowbéther any undelivered elements are
essential to the functionality of the deliverednadmts; (iii) the assessment of whether our hostedce transactions meet the
requirements of Emerging Issues Task Force Issu®Bi8, “Application of AICPA Statement of Positi&i-2 to Arrangements That
Include the Right to Use Software Stored on Anoffwtity’s Hardware,” to be treated as a separameht to the arrangement; (iv) the
determination of vendor-specific objective eviden€éair value for the various undelivered elemesftthe arrangement; (v) the
assessment of whether the software fees are fixddterminable; (vi) the determination as to whethe fees are considered collectible
(as discussed above); (vii) the assessment of whe#htvices included in the arrangement represgmifisant production, customization
or modification of the software; and (viii) the pEt of time maintenance services are expected febfermed. The evaluation of these
factors, and the ultimate revenue recognition decjsequires significant judgments to be made fyTie judgments made in this area
could have a significant effect on revenues rechin any period by changing the amount and/otithieg of the revenue recognized.
In addition, because software licenses typicallyehitle or no direct, incremental costs relatedtte recognition of the revenue, these
judgments could also have a significant effect onresults of operations.
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POC and Proportional Performance Methods of Account These methods of accounting relate primarilguoGSS Division.
We utilize the POC method of accounting for certavenue arrangements involving services that reqignificant production,
modification or customization of our software. fether professional services arrangements, we @sprtiportional performance method
of revenue recognition, which generally resultghi@ recognition of a similar amount of revenuehesROC method. Under the
POC/proportional performance methods of accountieggnues are typically recognized as servicepenfermed. We typically use hoi
performed on the project as the measure to deterthepercentage of the work completed. Our uskeoPOC/proportional performance
methods of accounting on a project requires eséisnat the total project revenues, total projectsaad the expected hours necessary to
complete a project. Changes in estimates as & fsadiditional information or experience on a patjas work progresses are inherent
characteristics of the POC/proportional performameghods of accounting as we are exposed to vabiosisiess risks in completing our
projects. The estimation process to support the/P@@ortional performance methods of accountinmase difficult for projects of
greater length and/or complexity. Factors thateéase the complexity of an implementation projeetdiscussed in more detail in Exhibit
99.01 in this report. The judgments and estimatadenin this area could: (i) have a significant effen revenues recognized in any pe
by changing the amount and/or the timing of thesrexe recognized; and/or (ii) impact the expecteditability of a project, including
whether an overall loss on a POC arrangement lasred. For the years ended December 31, 2004, 2002002, approximately 25%,
21% and 27%, respectively, of the GSS Divisiontalteecognized revenues were accounted for usidg®C/proportional performance
methods of accounting. To mitigate the inherersris using the POC/proportional performance meshafchccounting, we track our
performance on projects and reevaluate the ap@tepess of our estimates as part of our monthlguatding cycle.

Allowance for Doubtful Accounts ReceivableWe maintain an allowance for doubtful accouptsivable based on client-specific
allowances, as well as a general allowance. Spaifiwances are maintained for clients which ateinined to have a high degree of
collectibility risk based on such factors, amonigess, as: (i) the aging of the accounts receivbalence; (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 regianwhich the client is domiciled and/or condudts tmajority of its business; and (v) a
deterioration in a client’s financial condition,idgnced by weak financial condition and/or contthpeor operating results, reduced credit
ratings, and/or a bankruptcy filing. In additiontbe specific allowance, we maintain a generaledlaoce for all our accounts receivable which
are not covered by a specific allowance. The gérdavance is established based on such factareng others, as: (i) the total balance of the
outstanding accounts receivable, including consitfems of the aging categories of those accourtsivable; (ii) past history of uncollectible
accounts receivable write-offs; and (iii) the oveceeditworthiness of the client base. Our creidik is heightened due to our concentration of
clients within the global telecommunications inadysand the fact that a large percentage of owstanting accounts receivable are further
concentrated with a limited number of clients witktie Broadband Division. A considerable amourjudgment is required in assessing the
realizability of accounts receivable. Should anyh&f factors considered in determining the adeqoédtlye overall allowance change
significantly, an adjustment to the provision fauthtful account receivables may be necessary. Beoafuthe overall significance of our gross
billed account receivables balance ($146.9 milasrof December 31, 2004), such an adjustment dmufdaterial.

Impairment Assessment of Long-Lived Assets.

Goodwill Impairment Assessme  Goodwill is required to be tested for impairmen an annual basis. We have elected to dc
annual test for possible impairment as of July 3¢ach year. In addition to this annual requiremgabdwill is required to be evaluated
for possible impairment on a periodic basis (ejgarterly) if events occur or circumstances chahgecould indicate a possible
impairment may have occurred. Under the currenbatiing standard, goodwill is considered impaiffettié carrying value of the
reporting unit which includes the goodwill is gresathan the estimated fair value of the reporting. uf it is determined that an
impairment has occurred, an impairment loss (etqutide excess of the carrying value of the goodwi#r its estimated fair value) is
recorded.
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We utilize discounted cash flow models and relevaatket information for comparable companies t@deine fair value used in
our goodwill impairment valuation. Our estimatedaif value are based upon various key assumpsooB as: (i) projected future sales,
which include assumptions around market penetrati@hgrowth, and the success of any new producsarnvice offerings; (ii) the
profitability of future operations; (iii) the apgdate discount rate; and (iv) the identificatidncomparable companies. These
assumptions, by their nature, are subject to saamf judgments. Changes to one of more of thesengstions could materially affect the
determination of fair value which could result ifuéure impairment of goodwill.

Other Lon¢-lived Assets  Lonc-lived assets (e.g., intangible assets), other gjwadwill, are required to be evaluated for poss
impairment on a periodic basis (e.g., quarterly@viénts occur or circumstances change that codlddte that a possible impairment of
these assets may have occurred. Under the cucentiiating standard, a loriyed asset is impaired if estimated future undisted cas
flows associated with that asset, without consititamaof interest, are insufficient to recover ttegrging amount of the long-lived asset.
Once deemed impaired, even if by $1, the long-liasskt is written down to its fair value which abbk considerably less than the
carrying amount or future undiscounted cash flolge determination of estimated future cash flowd, #required, the determination of
the fair value of a long-lived asset, are by timaiture, highly subjective judgments. Changes toadmeore of the assumptions utilized in
such an analysis could materially affect our impaint conclusions for long-lived assets.

Business Restructuring. We recorded restructuring charges during 22083 and 2002 related primarily to involuntary eoyge
termination benefits and facilities abandonments. &counting for involuntary employee terminatimemefits generally does not require
significant judgments, as we identify the spedifidividuals and their termination benefits in tlalg stages of the restructuring program, and
the timing of the benefit payments is relativelpghSome judgment is needed in determining whethgrlegal exposure exists from the
involuntary employee terminations, especially int@i@ foreign jurisdictions. The initial accountifigr facilities abandonments requires
significant judgments in determining the restruictgrcharges, primarily related to the assumpti@gmarding the timing and the amount of
proceeds from any potential sublease arrangementsd abandoned facilities. We continually evaduaese assumptions, and adjust the
related facility abandonment reserves based uppotine( signing of actual sublease arrangementseetta the abandoned facilities; and
(i) revised assumptions, caused by changes irestate market conditions, related to abandonélitisswhere there are no signed sublease
arrangements. As of December 31, 2004, the presdun of the estimated proceeds from potentialesagd arrangements (i.e., assumed
proceeds from potential sublease agreements neted\by signed sublease arrangements) was apprakyn$8 million. Actual results that a
significantly different from our expectations, asliaas changes in our forward-looking assumpticnsid materially affect our restructuring
reserves.

Loss Contingencies. In the ordinary course of business, we areextiltp claims (and potential claims) related tdaas items including
but not limited to: (i) legal and regulatory magtefii) client and vendor contracts; (iii) produtd service delivery matters; and (iv) labor
matters. We follow the guidelines of SFAS No. 5¢ctAunting for Contingencies”, in determining the@egpriate accounting and disclosures
for such matters, which requires us to assesskibiéhbod of any adverse judgments in or outconoahése matters, as well as the potential
ranges of probable losses. A determination of theumt of reserves for such contingencies, if aoyttiese contingencies is based on an
analysis of the issues, often with the assistaftegal counsel. The evaluation of such issues,amdiltimate accounting and disclosure
decisions, are by their nature, subject to vargsignates and highly subjective judgments. Shomjddd the factors considered in determining
the adequacy of any required reserves change isigmiliy, an adjustment to the reserves may be sacgsBecause of the potential significa
of these issues, such an adjustment could be ralateri

Income Taxes. We are required to estimate our income taxlitglin each jurisdiction in which we operate, whiincludes both the
U.S. (including both federal and state income tagesl various foreign jurisdictions in which we doigt our business. Various judgments are
required in evaluating our tax positions and deteimy our provisions for income taxes. During thdipary course of our business, there are
certain
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transactions and calculations for which the ultenatome tax determination is uncertain. In addjtwe may be subject to examination of our
income tax returns by various tax authorities, lwmestically and internationally, which could fesw adverse outcomes. For these reasons,
we establish reserves for tax-related uncertaitt@ésed on estimates of whether additional taxesraackst may be due. We adjust these
reserves based upon changing facts and circumstasigeh as the closing of a tax audit or the etipimeof a statute of limitations. Should any
of the factors considered in determining the adegwé any required reserves change significantlyadjustment to the reserves may be
necessary. Because of the potential significantbesfe issues, such an adjustment could be material

This process requires us to estimate the actuatmiutax liability together with assessing temppmifferences resulting from differing
treatment of items, such as purchased in-proced3 &#sts, for tax and accounting purposes. Thespdeary differences result in deferred
income tax assets and liabilities in our Consoéiddfinancial Statements. We must then assesk#iadiod that our net deferred income tax
assets will be recovered primarily from future fabeeincome, and to the extent recovery is not jikele must establish a valuation allowance.
As of December 31, 2004, we had net deferred indamassets of $44.8 million, relating primarilydor domestic operations, which
represented approximately 6% of our total assetmdgement believes that sufficient taxable incoritidoe generated in the future to realize
the benefit of our net deferred income tax as3éte.assumption of future taxable income is, byésire, subject to various estimates and
highly subjective judgments.

Business Combinations and Asset Purchase&ccounting for business combinations and gssethases, including the allocation of the
purchase price to acquired assets and assuméditibatdased on their estimated fair values, rexpirs in certain circumstances to estimate fair
values for items that have no ready market or foictvno independent market exists. Under such gistances, we use our best judgment to
determine a fair value based upon inference torathesactions and other data. As a result, theuatsaletermined by us for such items as
accounts receivable, identifiable intangible asgsdwill, and deferred revenue are not indiviudie result of an arm’s length transaction,
but are the result of management estimates ofdih@dlue and the allocation of the purchase pAaeordingly, revenue recognized by us
related to fulfilment of assumed contractual obtigns is based on fair value estimates made by us.

For larger and/or more complex acquisitions, tregamsnent of value to individual intangible assetagyally requires the use of a
specialist, such as an appraiser or valuation éxpke assumptions used in the appraisal or vaingtiocess are forward-looking, and thus
subject to significant judgments and interpretagibg us. Because individual intangible assetsnély be expensed immediately upon
acquisition (e.g., purchased fimecess R&D assets); (i) amortized over theimeated useful life (e.g., acquired software); dj (ibt amortizec
at all (e.g., goodwill), the assigned values cddele a material impact on results of operatioriment and future periods.

Capitalization of Internal Software Development t8os We expend substantial amounts on researcherelapment (“R&D”) for both
new and existing (i.e., enhancements) softwareymtsdand related services. Such costs are subjeepitalization under certain
circumstances. The determination of whether infesatiware R&D costs are subject to capitalizai®by its nature, highly subjective and
involves significant judgments. This decision cosignificantly affect earnings during the develomngeriod by either: (i) capitalizing
development costs; or (ii) expensing pre-technalalgieasibility and pre-application developmengstaesearch costs. Further, once
capitalized, the software costs are generally dmeatton a straighline basis over the estimated economic life ofgifeuct. The determinatic
of the expected useful life of a product is higjuggmental. Finally, capitalized software R&D coate subject to the same judgments when
evaluating for possible impairment as discussedealor other long-lived assets.

We did not capitalize any internal software R&D tsogs discussed above, during the years endedvibece31, 2004, 2003, or 2002. In
addition, we do not have any capitalized interiodveare R&D costs included in our December 31, 2864 2003 Consolidated Balance
Sheets. We believe that during these periods nemahbinternal software R&D costs were requiredbéocapitalized. Our conclusion is
primarily based upon
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the fact that the feature-rich, pre-integrated, laigthly-scalable nature of our products requires thur development efforts include complex
design, coding and testing methodologies, whicluthe next generation software languages and deweloptools. Development projects of
this nature carry a high-degree of development Sslostantially all of our internal software R&fats are of this nature, and therefore, the
Company believes the costs subject to capitalinatioring these periods were not material.

Results of Operations

The following table sets forth certain financiataland the percentage of total revenues for thegemdicated (in thousands):

Year Ended December 31

2004 2003 2002
% of % of % of
Revenue Revenue Revenue
Amount Amount Amount
Revenues
Processing and related servi $327,09: 61.8% $ 342,38 77.% $373,03: 61.(%
Software 34,91t 6.€ 41,43: 9.4 68,37¢ 11.2
Maintenance 97,64 18.4 93,56¢ 21.c 89,07¢ 14.€
Professional service 70,09( 13.2 67,95¢ 15.¢ 80,44t 13.2
Subtotal 529,74t 100.( 545,33¢ 124.( 610,93: 100.(
Charge for arbitration ruling attributable to peis
prior to July 1, 200: — — (105,679 (24.0 — —
Total revenues, ni 529,74¢ 100.C 439,66( 100.( 610,93: 100.C
Cost of revenues
Cost of processing and related servi 147,78¢ 27.¢ 141,24. 32.1 141,06¢ 23.1
Cost of software and maintenar 66,39/ 12.5 72,70: 16.5 57,58( 9.4
Cost of professional servic 62,99: 11.¢ 63,91( 14.¢ 64,34: 10.t
Total cost of revenue 277,17¢ 52.: 277,85! 63.2 262,99: 43.C
Gross margin (exclusive of depreciatic 252,57( 477 161,80! 36.¢ 347,94( 57.C
Operating expense
Research and developmt 59,02: 11.1 62,92/ 14.: 73,67¢ 12.1
Selling, general and administrati 90,41¢ 17.1 109,21 24.¢ 111,59: 18.2
Depreciatior 15,09! 2.8 17,37¢ 4.C 18,83¢ 3.1
Restructuring charge 2,69¢ 0.5 11,85( 2.7 12,72: 2.1
Kenan Business acquisti-related charge — — — — 29,95% 4.¢
Total operating expens 167,22: 31.€ 201,36t 45.¢ 246,78 40.4
Operating income (lost 85,34 16.1 (39,56)) (9.0 101,15 16.€
Other income (expense
Interest expens (10,339 (2.0 (14,719 3.3 (14,039 2.3
Write-off of deferred financing cos (6,56¢) (1.2 — — — —
Interest and investment income, 1,85( 0.4 1,43 0.3 1,90¢ 0.3
Other, ne (1,08¢) (0.2 4,381 1.C (1,48¢) (0.9
Total other (16,14 (3.0 (8,899 (2.0 (13,619 (2.9
Income (loss) before income tax 69,20¢ 13.1 (48,460 (11.0 87,54« 14.:
Income tax (provision) benef (22,029 (4.2 22,18: 5.C (42,926 (7.0
Net income (loss $ 47,18¢ 8.9% $ (26,27 6.00% $ 44,61¢ 7.3%

31



Table of Contents

Year Ended December 31, 2004 Compared to Year End&kcember 31, 2003
Results of Operation—Consolidated Basis

Total Revenues. Total revenues increased $90.1 million, or 20t6 $529.7 million in 2004, from $439.7 million 2003. The increase
between periods is primarily due to the $105.7iarlcharge for the Comcast arbitration ruling btitable to periods prior to July 1, 2003
recorded in the third quarter of 2003, as discusdmde.

See the “Results of Operations—Operating Segmeeistion below for a detailed discussion of reverargsrelated changes between
periods on a segment basis.

Cost of Processing and Related Service§he cost of processing and related servicesnges consists principally of: (i) data proces:
and communications costs; (ii) statement produatimsts (e.g., labor, paper, envelopes, equipmeheguipment maintenance, etc.); (iii) cli
support organizations (e.g., client call centecspant management, etc.); (iv) various product supprganizations (e.g., product management
and delivery, product maintenance, etc.); anddgjlities and infrastructure costs related to tfagéesnent production and support organizations.
The costs related to new product development (dicienhancements to existing products) are incudeesearch and development expel

The cost of processing and related services fod 20€reased 4.6% to $147.8 million, from $141.2lionil for 2003. The increase betwe
periods is primarily due to: (i) an increase inadptocessing costs, primarily due to greater psinggequirements for ACP functionality, and
an increase in the cumulative number of our cliesustomer accounts processed on our system thoaghe year; and (ii) an increase in
stock-based compensation expense (see above épagase discussion of stock-based compensatior)b&hefits from the cost reduction
initiative implemented in late 2003 was principaiiff set by an increase in labor-related costs grilyjas a result of the merit wage increases
in August 2004 and the increase in staff addedérldtter part of 2004 to support the growth opjdtites of our Voice over IP products and
services and migration of clients to ACP.

Processing costs as a percentage of related piogessenues were 45.2% (gross margin of 54.8%20@4 compared to 41.3% (gross
margin of 58.7%) for 2003. The decrease in proogsgioss margin and gross margin percentage waprduarily to the lower Comcast
revenues in 2004, and an increase in cost of psaugservices, as discussed directly above. Owgsgrargin percentage for processing
services for the fourth quarter of 2004 was appnately 51%.

Cost of Software and MaintenanceThe cost of software and maintenance revenuesstermincipally of: (i) amortization of acquired
software and certain acquired client contractyc(ient support organizations (e.g., client calhters, account management, etc.); (iii) various
product support organizations (e.g., product mamege and delivery, product maintenance, etc.);fég)lities and infrastructure costs related
to these organizations; and (v) third-party sofeveosts and/or royalties related to certain softwaoducts. We do not differentiate between
cost of software revenues and cost of maintenasenues, and therefore, such costs are reportadcombined basis. The costs related to
product development (including enhancements tdiagigproducts) are included in research and devetay expenses.

The combined cost of software and maintenance@o4 2lecreased 8.7% to $66.4 million, from $72.7iomilfor 2003. The decrease
related primarily to a reduction in personnel aacility-related costs between periods, resultiighprily from our cost reduction initiatives.
The cost of software and maintenance as a percepfaglated revenues was 50.1% (gross margin @f4pfor 2004 as compared to 53.9%
(gross margin of 46.1%) for 2003, with the change drimarily to the decrease in expenses. As désclibelow, fluctuations in the gross
margin for software and maintenance revenues aigh@nent characteristic of software companiesaredexpected in future periods.
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Cost of Professional Services.The cost of professional services consistscally of: (i) our professional services organiaas; (ii)
subcontracted professional consultants; and éd)lities and infrastructure costs related to awfgssional services organizations.

The cost of professional services for 2004 decrkast2 to $63.0 million, from $63.9 million for 2BO0The decrease related primarily to
a reduction in personnel and facility-related chstaveen periods, resulting primarily from our cestuction initiatives, offset to a certain
degree by an increase in certain project-speaifgtsc(e.g., contractors and subcontractor costspentkbased compensation expense. The
of professional services as a percentage of refatezhues was 89.9% (gross margin of 10.1%) fod286 compared to 94.0% (gross margin
of 6.0%) for 2003. The increase in the gross mapgirtentages between periods is due in part to@eadse in revenue. Additionally, the 2003
gross margin percentage was negatively impactetiddifficulties we experienced on the Proximuslengentation project during 2003, to
include recording a loss accrual of $1 million aels contract in the first quarter of 2003.

Gross Margin. Revenues from software licenses, maintenagcéces and professional services make up appraglynd0% of our
total revenues. Variability in quarterly revenuesl @perating results are inherent characteristicompanies that sell software licenses,
maintenance services, and perform professionalcgrvOur quarterly revenues for software licensesintenance services and professional
services revenues may fluctuate, depending onwaifictors, including the timing of executed cociisand the delivery of contracted services
or products. See Exhibit 99.01 for additional dg&sian of factors that may cause fluctuations irrguly revenues and operating results.
However, the costs associated with software andternce revenues, and professional services regema not subject to the same degree of
variability (i.e., these costs are generally fixedature within a relatively short period of timahpd thus, fluctuations in our software and
maintenance, professional services, and overadlsgnwargins, will likely occur between periods.

Our overall gross margin for 2004 increased 56.4%252.6 million, from $161.8 million for 2003. Tlwerall gross margin percentage
increased to 47.7% for 2004, compared to 36.8%2003. The changes in the gross margin and grosgimaercentage were due to the factors
discussed above, principally, a result of the impéthe Comcast arbitration ruling in 2003.

Research and Development Expensdr&D expense for 2004 decreased 6.2% to $59l@m from $62.9 million for 2003. The
decrease related primarily to a reduction in pemsbnosts between periods, resulting primarily fromn cost reduction initiatives, offset to a
certain degree by stodkased compensation expense. As a percentage lofeiataues, R&D expense decreased to 11.1% for, X084 14.3%
for 2003. The reason for the overall decrease iDR&pense as a percentage of total revenues idbe lower revenues in 2003 resulting
from the Comcast arbitration ruling. We did notitalize any internal software development costsrdu2004 and 2003.

During 2004, we focused our development and entmeneefforts on:

» various R&D projects for the GSS Division, congigtprincipally of enhancements to the existing KeRX product suite, as well as
new software modules; ai

» various R&D projects for the Broadband Divisionnsisting principally of enhancements to CCS (incigdACP functionalities) an
related Broadband Division software products, teegéo increase the functionalities and features®fproducts, including those
necessary to service Voice over IP product offexi

At this time, we expect our investment in R&D otiene will approximate our historical investmentaatf 10-12% of total revenues. We
expect this investment will be focused on CCS dediktenan Business product suite, as well as additistand-alone products as they are
identified.

Selling, General and Administrative ExpenseSG&A expense for 2004 decreased 17.2% to $9d@libn, from $109.2 million for 200z
The decrease in SG&A expense is due to: (i) a ésere legal fees due to the
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Comcast arbitration concluding in October 2003 listimsts were approximately $12 million for 2003twiib comparable amounts in 2004);
and to a lesser degree (ii) a reduction in cegansonnel costs, to include the impact of the madtiction initiatives discussed above. These
decreases were offset to a certain degree byn (D@ease in stock-based compensation betweeodseof $3.1 million; and (ii) approximately
$3 million of expense recorded in 2004 relatedunexecutive management departures and retiremesitiscussed above.

In December 2004, we announced that Neal HanserClmirman and Chief Executive Officer, would berieg on June 30, 2005. We
will record SG&A expense of $9.0 million relatedhis retirement package over the remaining sem@®d, which began in December 2004
and ends upon his retirement on June 30, 2005.0xppately $0.5 million of this expense was recoriethe fourth quarter of 2004, and
approximately $8.5 million will be recorded in tfiest half of 2005. The remainder of the expensk lvé recorded over the period from Mr.
Hansen'’s retirement date through the final payrdaie of January 2007.

Depreciation Expense Depreciation expense for all property and popgnt is reflected separately in the aggregatésandt included
in the cost of revenues or the other componentpefating expenses. Depreciation expense for 286kdsed 13.2% to $15.1 million, from
$17.4 million for 2003. The decrease in depreciatigpense relates to a reduction in capital experadi over the last several years in
accordance with our focus on cost controls. Thigekese in capital expenditures did not have a maaseiverse affect on our business. Capital
expenditures during 2004 were approximately $10ianiland consisted principally of: (i) computer thaare and related equipment; (ii)
statement production equipment; and (iii) facifitend internal infrastructure improvements.

Restructuring Charges. Our restructuring charges relate to various caiicgons initiatives implemented primarily as aulesf marke
conditions, and the Comcast arbitration ruling. Seg& 8 to the our Consolidated Financial Stateménta more detailed discussion of our
cost reduction initiatives and related restructyicharges, including the current activity in accrliabilities related to the restructuring charg
We believe that the operational impact from thedgatives will not negatively impact our abilitg service our current or future clients.

Cost Reduction Initiatives Related to Market Caondis

In response to poor economic conditions withingladal telecommunications industry, during 2003 20062, we implemente
several cost reduction initiatives, consisting ity of involuntary employee terminations and fiieis abandonments, with the
greatest percentage of the involuntary terminatamtarring within the GSS Division. These cost i&thn initiatives resulted in
restructuring charges in both 2003 and 2002. Iratfgregate, these various initiatives were targatedducing operating expenses by
approximately $60 million annually, based on vasioueasurement points. These programs were suladtantompleted by the end of
the second quarter of 2003.

Cost Reduction Initiatives Related to the Comcalitration Ruling.

In response to the expected reduction in reveregsdting from the Comcast arbitration ruling, dgrthe fourth quarter of 2003,
we implemented a cost reduction initiative. Thigidtive consisted primarily of involuntary emplayéerminations and a reduction of
costs related to certain of our employee compemsatnd fringe benefit programs, with the greatestgntage of the involuntary
employee terminations occurring within the Broadbaivision. This cost reduction initiative resultedmaterial restructuring charges
in fourth quarter of 2003 and the first quarte2004. This initiative was targeted at reducing afing expenses by approximately $30
million, when compared to the third quarter 2008walized operating expense run rate. This progras substantially completed by
the end of the second quarter of 2004.
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Summary of Restructuring Charges.

The components of the restructuring charges indudéotal operating expenses, and the impactqheglated estimated incon
tax expense) these restructuring charges had dnamwne (loss) and diluted earnings per sharehiyear ended December 31, 2004
and 2003 are as follows (in thousands, excepteatiletirnings per share):

Year Ended
December 31,

2004 2003
Involuntary employee terminatiol $1,75¢ $ 7,63(
Facilities abandonmel 94C 4,19¢
All other — 25
Total restructuring charge $2,69¢  $11,85(
Impact of restructuring charges on results of oji@na (i.e., have reduced operating resu

Net income $1,831 $ 6,42¢

Diluted earnings per sha $00¢£ $ 0.12

We recorded restructuring charges related to imtaly employee terminations and various faciliibandonments during 2004
and 2003. The accounting for facilities abandonnneqtiires significant judgments in determining téstructuring charges, primarily
related to the assumptions regarding the timingthadamount of any potential sublease arrangenfientse abandoned facilities. We
continually evaluate these assumptions, and atljestelated facilities abandonment reserves basedeorevised assumptions at that
time. In addition, we continually evaluate wayst our operating expenses through restructurimmpdpnities, to include the
utilization of our workforce and current operatiiagilities.

During January 2005, we executed an agreemenbtease space in our London office facility. As sule we will recognize a
restructuring charge of approximately $3 milliortle cease-use date which is expected to occurtsoenduring the second quarter of
2005.

Operating Income (Loss). Operating income for 2004 was $85.3 million,16r1% of total revenues, compared to an operatisgof
$(39.6) million or (9.0%) of total revenues for 200 he substantial improvement in operating inctm@veen years relates to the factors
described above, mainly due to the increase inngydetween years, primarily due to the impachef@omcast arbitration ruling in 2003, and
to a lesser extent, an improvement in total opegatixpense between years. Our total consolidaterhtipg expenses for 2004 decreased
approximately $35 million, or 7%, to $444.4 milliomhen compared to $479.2 million for 2003, prirhadue to the cost reduction initiatives
implemented during 2003.

Our total operating expenses for the third andtfoquarters of 2004 were approximately $112 milko $116 million, respectively. We
expect our first quarter of 2005 total operatingenses to continue to trend upward and range bat®E22 million to $124 million. The
expected sequential increase in expense over tirthfquarter of 2004 relates primarily to the irsstun of approximately $4 million of expense
in the first quarter of 2005 related to Mr. Hansergtirement package, as discussed above, andr@age in stock-based compensation and
other personnel costs when compared to the fourdinter of 2004.

Interest Expense Interest expense for 2004 decreased 29.8%0a@$nillion, from $14.7 million for 2003. The dease in interest
expense is due primarily to the lower interestgate the Convertible Debt Securities, and to eeledsgree, 2003 having approximately $1
million of interest related to the Comcast arbitmtaward. The weighted-average balance of our-teng debt for 2004 was $224.2 million,
compared to $249.0 million for 2003. The weightagrage interest rate on our debt borrowings fé¥2ihcluding the amortization of defer
financing costs and commitment fees on our revgharedit facility, was 4.1%,
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compared to 5.3% for 2003. The decrease in thehtsilgaverage interest rate between periods rgaitesirily to the issuance of our
Convertible Debt Securities in June 2004, whichehastated coupon rate of 2.5%.

Our estimated interest expense (including amoitinaif deferred financing costs and commitment faesur revolving credit facility)
for 2005 is approximately $7 million.

Write-off of Deferred Financing Costs.As result of the repayment and termination of th@2Credit Facility, we wroteff unamortize:
deferred financing costs attributable to the 2002d@ Facility of $6.6 million during the secondagter of 2004.

Other income/expense. Of the amounts recorded in this income statemegtiarg ($0.7) million and $4.5 million relate toréagn
currency transaction gains and losses in 2004 868,2espectively. The change between years rasair@gyrily to the changes in the foreign
currency exchange rates of the U.S. dollar ag#iresEuro and British pound.

Income Tax Provision/Benefit. For the year ended December 31, 2004, we redaxd income tax provision of $22.0 million, or an
effective income tax rate of approximately 32%, paned to an income tax benefit of $22.2 millionaareffective income tax rate of 46% for
the year ended December 31, 2003. The 2003 eféertoome tax rate was impacted by the net oper&sgposition resulting from the $11
million Comcast arbitration charge, as discussex/abOur effective income tax rate for 2004 wasaotpd by the completion and resolutiol
certain tax matters in foreign jurisdictions dur2@04. See Note 9 to our Consolidated Financide8tants for a reconciliation of the
difference between the income tax provision (beépefimputed at the statutory federal income tag cdit35% and the financial statement
provision (benefit) for income taxes included irr @onsolidated Statements of Operations.

At this time, we expect our effective income tatertor 2005 to range between 38% to 40%. This edérs based on various
assumptions, with the two primary assumptions eel& our estimate of total pretax income, andatheunts and sources of foreign pretax
income. The actual effective income tax rate fdd®20ould deviate from this estimate based on owraghexperiences with these items, as well
as others.

As of December 31, 2004, our net deferred incomeasaets of $44.8 million were related primarilyotor domestic operations, and
represented approximately 6% of total assets. Wiéirage to believe that sufficient taxable incomd i generated to realize the benefit of
these deferred income tax assets. Our assumptidagice profitable domestic operations are supgmbily the strong operating performance
the Broadband Division over the last several yeand,our future expectations of profitability.

Results of Operations—Operating Segments
Operating segment information and corporate ovetleeats for the years ended December 31, 2004 @0} 2re presented in Note 5
our Consolidated Financial Statements.
Broadband Division

Total Revenues. Total Broadband Division revenues for 2004 incrde®& 7% to $348.4 million, from $258.7 million f8003. The
increase in total revenues was due primarily topth@5.7 million charge for the Comcast arbitratioling attributable to periods prior to July
31, 2003 recorded in the third quarter of 2003jiasussed above.

Processing Revenue. Processing revenue for 2004 decreased by 438824.4 million, from $338.9 million for 2003. Thkiecrease in
processing revenue was due primarily to lower psicgy revenues from Comcast as a result of thératibin ruling in the third quarter of 20(
Additional information related to processing revesiis as follows:

» Total amortization of the client contract intangilslsset related to the Comcast Contract (whicéflisated as a reduction
processing revenues) for 2004 and 2003 was $10li6meand $5.7 million
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respectively. The increase in amortization betwsars reflects the impact of the acceleration ghaamortization effective with tr
new Comcast Contract in March 2004, as discussedealisoing forward, this amortization will be apgpiraately $3 million per
quarter through the end of the Comcast Contrast tdrDecember 31, 200

» Total domestic customer accounts processed onysteras as of December 31, 2004 was 43.5 millionpaoed to 44.1 million as «
December 31, 2003, a 1.5% decrease. During the, 20€lfent contract was renewed in which the dééiniof customer billing units
was modified, having the effect of lowering thetomser volume counts, and customers of a dial-upiceprovider were converted
off our system, resulting in a total reduction ustmer accounts processed on our system by appeitediy 2 million accounts. This
reduction was off set principally by organic grovetkperienced by our existing clien

» Consolidated processing revenues for the fourtitguaf 2004 were approximately $84 million, almaBtof which relates to the
Broadband Division. We expect our total consolidgieocessing revenues to range between $81 mibié82 million in the first
guarter of 2005. The sequential decrease betwea@rdpeelates to higher usage of ancillary prodacid services by our clients in
fourth quarter of 2004 due to seasonal demand,hnikinot expected to recur in the first quarte2@d5.

* The consolidated ARPU was $7.46 for 2004 and $#b68003, with the decrease primarily related t® tbduction in Comca
processing revenues in 2004 as a result of thératibin ruling as discussed above. Our ARPU forftheth quarter of 2004 was
$7.67, of which approximately $0.19 was considesegisonal usage which we do not expect to recteifirst quarter of 2005. As a
result, we expect our ARPU to range from $7.404&@ for the first quarter of 200

Maintenance Revenue.Maintenance revenue remained relatively flat betwgeriods with $18.9 million for 2004 compared 8%
million for 2003.

Segment Operating Expenses and Contribution MargiBroadband Division operating expenses for 2@€zreased 2.0% to $206.9
million, from $211.1 million in 2003. The overalédrease in the Broadband Division’s operating egpsiis due primarily to the fourth quarter
2003 cost reduction initiative (principally a retioa in personnel costs). These decreases weret¢ffs certain degree by an increase betweer
periods in stock-based compensation and an incieasga processing costs, due primarily to greaitecessing requirements for ACP
functionality and an increase in the cumulative benof our clients’ customer accounts processeduorsystem throughout the year.

Broadband Division contribution margin for 2004 v 1.6 million (contribution margin percentaget6t6%) for 2004, compared to a
contribution margin of $47.6 million (contributionargin percentage of 18.4%) for 2003. The incréasiee Broadband Divisios’ contributior
margin and contribution margin percentage betwesings is primarily due to the increase in totakemue, as discussed above.

Total non-cash charges related to depreciationy@ation (shown as a reduction of processing raeesh and stock-based compensation
expense included in the determination of the BraadtDivisions contribution margin for 2004 and 2003 were $2gilion and $16.5 million
respectively. The increase in non-cash chargesagpdmarily to the acceleration of amortizatiotated to the Comcast Contract intangible
asset discussed above and an increase in stoci-basgensation.

GSS Division

Total Revenues. Total GSS Division revenues remained relativelysistent between periods with $181.3 million for 20€ompared t
$181.0 million for 2003. Total GSS Division revesugere positively impacted by an estimated $5 arilin 2004 as a result of the weakening
of the dollar against foreign currencies. Excluding foreign currency impact, the overall decraadetal GSS Division revenue was due
primarily to a decrease in software revenues beaivpeegiods discussed in more detail below.
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Software Revenue. Software revenue for 2004 decreased 15.1%@dB%8illion, from $36.3 million for 2003. The dease in software
revenue was due primarily to the market conditioithe telecommunications industry. Telecommunaaservice providers continued to
control their capital expenditures during 2004 ueidg the demand for the GSS Division’s softwaradpicts.

Maintenance Revenue. Maintenance revenue for 2004 increased 5.2%$@ 807 million, from $74.8 million for 2003. The imase in
maintenance revenues was due primarily to: (i)stiimated $2 million favorable foreign currency impdii) the resolution of collectibility
concerns for certain clients; and (iii) an increasthe installed software license base as a resulew sales and capacity upgrades in 2004.

Professional Services RevenueProfessional services revenue for 2004 incobdg2% to $69.1 million, from $66.4 million for 280
The increase in professional services revenue wapdmarily to: (i) an estimated $2 million favbta foreign currency impact; and (ii)
difficulties experienced on the Proximus impleméntaproject in 2003 (as discussed in greater Heé&ddow) were substantially resolved in
2003 with no similar impact to 2004 professionalsms revenue.

Segment Operating Expenses and Contribution Log8SS Division operating expenses for 2004 dsecthy 8.6% to $173.7 million,
from $190.2 million for 2003. The decrease in GS@dbn operating expenses is due primarily todurgion in various personnel costs, to
include the impact of the cost reduction initiatvmplemented in 2003. This decrease was offseinbgstimated $6 million unfavorable fore
currency impact as a result of the weakening ofithllar against foreign currencies.

GSS Division contribution margin for 2004 was $ihidlion in 2004 (contribution margin of 4.2%) conpd to a contribution loss of
$(9.2) million in 2003 (negative contribution margif 5.1%). This improvement between years is priljmdue to an overall reduction in GSS
Division operating expenses, as discussed above.

Total non-cash charges related to depreciationytiaton and stock-based compensation expensededlin the determination of the
GSS Division’s contribution margin (loss) for 2084d 2003 were $22.0 million and $19.6 million, extpvely. The increase in non-cash
charges is due primarily to an increase in stodetla&zompensation.

Corporate

Corporate Operating Expenses.Corporate overhead expenses for 2004 decr@a#dto $61.1 million, from $66.1 million for 2003.
The decrease in Corporate expenses related prynardl decrease in legal fees related to the Canacbgration proceedings. We incurred
$11.7 million of legal fees related to the Comeasitration, with no comparable amount for 2004e Tecrease is offset to a certain degree by
approximately $3 million of expense in 2004 relate@xecutive management departures and an incireateck-based compensation of $2.3
million.

Total non-cash charges related to depreciationyaton and stock-based compensation expensedadlin Corporate operating
expenses for 2004 and 2003 were $11.1 million &hd #illion, respectively. The increase in non-celshrges is due primarily to an increase
in stock-based compensation.

Year Ended December 31, 2003 Compared to Year Endé&kcember 31, 2002

Results of Operation—Consolidated Basis

Impact of Acquisitions We completed our acquisition of the Kenan Besifrom Lucent on February 28, 2002. When comgi
operating results between years, 2002 results efadipns include ten months of results from thiguggition, while 2003 reflects a full 12
months of results. We also completed our acquisitibDavinci Technologies Inc. in December 2002 aar acquisition of the ICMS business
from IBM in August 2002. The ICMS and Davinci acsjtions did not individually have a material impactthe results of operations
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for the years ended December 31, 2003 and 200Aharelbeen considered in the year-over-year resttiperations discussed below. See
Note 3 to our Consolidated Financial Statementaffalitional information on our acquisitior

Total Revenues. Total revenues decreased $171.2 million, 080%8t0 $439.7 million in 2003, from $610.9 milliom 2002. Of the
$171.2 million decrease, $105.7 million is relatedhe Comcast charge for arbitration ruling atttéble to periods prior to July 1, 2003, as
discussed above. The remaining decrease betwemdpés due primarily to decreases in processintratated services revenues, software
revenues, and professional services revenues.

See the “Results of Operations—Operating Segmeseistion below for a detailed discussion of reverargsrelated changes between
periods on a segment basis.

Cost of Processing and Related Service§he cost of processing and related service2068 remained relatively unchanged between
years as it was $141.2 million for 2003 as comp#oebll41.1 million for 2002. This is reflective ofir continued focus on cost controls in 1
area. Processing costs as a percentage of relategisging revenues were 41.3% (gross margin of#&3f@r 2003 compared to 37.8% (gross
margin of 62.2%) for 2002. The decrease in proogsgioss margin and gross margin percentage waprduarily to the lower Comcast
revenues during the third and fourth quarters @38s a result of the arbitration ruling.

Cost of Software and Maintenance.The combined cost of software and maintenaoc20d03 increased 26.3% to $72.7 million, from
$57.6 million for 2002. The increase related priigeo: (i) 2003 having twelve months of Kenan Bus$s operations, as compared to only ten
months of Kenan Business operations in 2002; apaddD3 having twelve months of ICMS maintenancste@nd amortization expense as
compared to only four months in 2002. The costodfigare and maintenance as a percentage of ralatedues was 53.9% (gross margin of
46.1%) for 2003 as compared to 36.6% (gross mangh3.4%) for 2002, with the change due primardythe decrease in software sales within
the Broadband Division. As discussed above, fluaina in the gross margin for software and mainteeaevenues are an inherent
characteristic of software companies.

Cost of Professional Services.The cost of professional services for 2003 elesed 0.7% to $63.9 million from $64.3 million, 002.
The decrease related primarily to a reduction ns@enel costs as a result of the cost reductidiaiivies discussed above, offset by 2003
having twelve months of Kenan Business operatiasgompared to only ten months in 2002. The cogtafessional services as a percentage
of related revenues was 94.0% (gross margin of pf6p2003, as compared to 80.0% (gross margir0dd®) for 2002. The decrease in the
gross margin percentages between periods reldteanidy to: (i) the difficulties we experienced time large implementation project discussed
in the immediately following paragraph; and (iiflacrease in GSS Division’s professional servicesirees between years, which is discussed
in greater detail under the “Results of Operatio@perating Segments” below.

As part of the Kenan Business acquisition from loiée 2002, we assumed the obligation to compldéege systems implementation
project for Proximus, a Belgium telecommunicatisesvice provider. For the years ended Decembe2@13 and 2002, respectively, we
recognized revenue under this arrangement of $8li@m and $15.5 million (approximately 92% comgeas of December 31, 2003). This
project was significantly longer and more compleaut our typical implementation projects. We experéal significant difficulties and delays
in completing this project, and in the first quawé 2003, we announced that we expected an ovesdlof approximately $3 million on the
project. During the second quarter of 2003, we atadrthe contract with this client which modifiedr abligations and eliminated certain
performance penalties. During the fourth quarte2@d3, Proximus went “live” on the system, at whiithe, substantially all of our
implementation-type obligations were completedhaltgh we ultimately were successful in completimg implementation phase of this
project, we expended a significant amount of oofgesional services resources on this project 082 a loss. As a result, this project had a
significant negative impact on our 2003 resultspérations, in particular, our professional serwiea/enues and related gross margin, and the
GSS Division’s overall results of operations.
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Gross Margin.  The overall gross margin for 2003 decreasefi%3o0 $161.8 million, from $347.9 million for 200Phe overall gross
margin percentage decreased to 36.8% for 2003, amdpo 57.0% for 2002. The changes in the grosgimand gross margin percentage
were due to the factors discussed above, pringipaltesult of the impact of the Comcast arbitratioling and the reduction in the Broadband
Division’s software revenues.

Research and Development Expensdr&D expense for 2003 decreased 14.6% to $&2IBn, from $73.7 million for 2002. As a
percentage of total revenues, R&D expense increasgd.3% for 2003, from 12.1% for 2002. The deseecia the amount of R&D expense
between periods was due to: (i) the discontinuatifothe development of our CSG NextGen productrdythe third quarter of 2002; (ii) a
reduction of R&D costs in other areas since thesdguarter of 2002, to include a reduction of RB&¥sonnel as a result of the cost reduction
initiatives discussed above; and (iii) the completdbf the development cycle for certain project#orRo the Kenan acquisition, the primary
focus of the GSS Division was on the developmemtusfNextGen software product. Following the KeBarsiness acquisition, we
discontinued the development of CSG NextGen aaralsalone customer care and billing system. Theoreéor the overall increase in R&D
expense as a percentage of total revenues is dhe tower revenues resulting from the Comcastratopn ruling, discussed above. We did
capitalize any internal software development cdsting 2003 and 2002.

During 2003, we focused our development and entmeceefforts on:

» various R&D projects for the GSS Division, includithe Kenan FX business framework (se€“Busines” section of this docume
for additional discussion), which was introducediaite 2003, which includes enhancements to theiegisersions of the Kenan
Business product suite, as well as new modules

» enhancements to CCS and related Broadband Divisifiware products to increase the functionalities features of the produc
consisting principally of the architectural upgradeCCS which is discussed in greater detail in“Bigsiness” section of this
document

Selling, General and Administrative ExpenseSG&A expense for 2003 decreased 2.1% to $10@l@n, from $111.6 million for 200z
The decrease in SG&A expense is due primarilyde@ease in bad debt expense between years oxapptely $15 million. One of our
larger Broadband Division clients, Adelphia, fillat bankruptcy protection in June 2002, at whichetiwe established a reserve for the pre-
bankruptcy invoices. In addition, we experiencdtlalilties in collecting certain international aecds receivable during 2002, which required
us to increase our allowance for doubtful accouedgivable during this time period. The improveniardur overall accounts receivable
position in the latter part of 2003, and the faetlad no similar individual client matters in 208i8h the same degree of significance as
Adelphia in 2002, allowed us to significantly redumur 2003 bad debt expense, when compared to Bb@ddition, we were successful in
collecting approximately $7 million of purchasedriéa Business accounts receivable in 2003 in exafabg value assigned to such accounts
receivable in our purchase accounting for the KeBiasiness. These collections were recorded aswetied of SG&A expense in 2003 as they
occurred after we had finalized our Kenan Busimqesshase accounting. This decrease was partidigtolby an increase in: (i) legal fees
related to the Comcast arbitration; and (ii) stbelsed compensation expense. We incurred $11.omdli legal fees related to the Comcast
arbitration and $5.2 million of stock-based compgios attributable to SG&A in 2003, as compare®@ct million and $1.4 million,
respectively, in 2002.

Depreciation Expense Depreciation expense for all property and podnt is reflected separately in the aggregatdsandt included
in the cost of revenues or the other componentpefating expenses. Depreciation expense for 260 dsed 7.8% to $17.4 million, from
$18.8 million for 2002. The decrease in depreciaggpense related to the decrease in capital expeeslmade during 2003 in accordance
with our focus on cost controls. Capital expendisuduring 2003 were approximately $9 million andgisted principally of: (i) computer
hardware and related equipment; (ii) statementystion equipment; and (iii) facilities and interriafrastructure improvements.
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Kenan Business Acquisition-Related Expensels conjunction with the Kenan Business acqigisitwe incurred certain direct and
incremental acquisitionelated expenses during 2002. We completed thgriaien of the Kenan Business in 2002, and theecfinere were n
similar expenses in 2003. The acquisition-relatqubases included in total operating expenses, landrtpact (net of related income tax
expense) these acquisition-related expenses hadtoncome and diluted earnings per share for gz gnded December 31, 2002 are
presented below (in thousands, except diluted egsrper share).

In-process research and developm*“IPRD") $19,30(
Impairment of an existing intangible asset dispiblog software products acquir 1,90¢
Employesrelated costs (primarily existing CSG employee reliincy costs 3,931
Integration costs (e.g., legal, accounting, ¢ 4,36
All other 457

Total Kenan Business acquisit-related charge $29,957

Impact of Kenan Business acquisit-related expenses on results of operations (i.ee heduced operatir

results):
Net income $23,93:
Diluted earnings per sha $ 0.4t

IPRD represents research and development of vasofisware products which had not reached techncébdeasibility as of the
acquisition date, and had no other alternativeréutise. IPRD was charged to operations in thediratter of 2002.

Restructuring Charges. Our restructuring charges relate to various meguctions initiatives implemented primarily aseault of marke
conditions, and the Comcast arbitration ruling. Be&e 8 to our Consolidated Financial Statememtd,the information above, for a more
detailed discussion of our cost reduction inities\and related restructuring charges. The compsméiie restructuring charges included in
total operating expenses, and the impact (netlafe@ estimated income tax expense) these restingtcharges had on net income (loss) and
diluted earnings per share, for the year ended mbee 31, 2003 and 2002 are as follows (in thousamdsept diluted earnings per share):

Year Ended
December 31,

2003 2002
Involuntary employee terminatiol $ 7,63C $ 5,81(
Facilities abandonme! 4,19¢ 6,897
All other 25 14
Total restructuring charge $11,85( $12,72:
Impact of restructuring charges on results of oji@na (i.e., have reduced operating resu

Net income $642¢ $ 7,76(

Diluted earnings per sha $ 01z $ 0.1t

Operating Income(Loss). Operating loss for 2003 was $(39.6) million(®10%) of total revenues, compared to operaticgrime of
$101.2 million or 16.6% of total revenues for 200Re decrease in these measures between yealstésir® the factors discussed above,
principally, a result of the impact of the Comcadtitration ruling.

Interest Expense Interest expense for 2003 increased 4.9% 4o7$illion, from $14.0 million for 2002. The in@se in interest
expense is due primarily to approximately $1 milliaf interest related to the Comcast
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arbitration award, as discussed above. In addittmweighted-average balance of our loegn debt for 2003 was $249.0 million, compare
$226.7 million for 2002. The weighted-average iestrate on our debt borrowings for 2003, includimgamortization of deferred financing
costs and commitment fees on our revolving crexditlity, was 5.3%, compared to 5.9% for 2002.

Other income/expense. Other income for 2003 was $4.4 million, comjitie other expense of ($1.5) million for 2002. Therease wa
primarily due to foreign currency transaction gadasing 2003. The change between years relatesaghnto the changes in the foreign
currency exchange rates of the U.S. dollar ag#iresEuro and British pound.

Income Tax Provision/Benefit. For the year ended December 31, 2003, we redaad income tax benefit of $22.2 million, or an
effective income tax rate of approximately 46%, paned to an income tax provision of $42.9 millionan effective income tax rate of 49%
for the year ended December 31, 2002. The effeativ@me tax rate for 2002 was negatively impactgddrtain items recorded in conjunction
with the Kenan Business acquisition. As a resuthefComcast arbitration charge, we were in a dtimest operating loss (“NOL") position
for 2003, and consequently, we recorded a tax ltefitie 46% income tax rate is impacted by the N®@kition for 2003, resulting from the
$119.6 million Comcast arbitration charge discussgsolve, and the resolution during 2003 of certedefal tax positions and tax refunds from
certain jurisdictions. See Note 9 to our Consoéidefinancial Statements for a reconciliation ofdfigerence between the income tax provis
(benefit) computed at the statutory federal incaaxerate of 35% and the financial statement prowvigbenefit) for income taxes included in
our Consolidated Statements of Operations.

As a result of our NOL position for the year endtember 31, 2003, we recorded an income tax ralkeivof $35.1 million as of
December 31, 2003, which results from our abilitgtaim a refund for 2003 income taxes already ,peid from our ability to carry back our
NOL to prior years

As of December 31, 2003, our net deferred incomeasaets of $62.5 million were related primarilyotor domestic operations, and
represented approximately 9% of total assets. #ttime, we believed that sufficient taxable inconmild be generated to realize the benefit
of these deferred income tax assets. Our assunspafdfiuture profitable domestic operations werepsuifed by the strong operating
performance by the Broadband Division over the daseral years, and our future expectations ofitptufity.

Results of Operations—Operating Segments
Operating segment information and corporate ovetloeats for the years ended December 31, 2003 @0l 2re presented in Note 5
our Consolidated Financial Statements.
Broadband Division

Total Revenue: Total Broadband Division revenues for 2003 dased 38.3% to $258.7 million, from $419.2 millfon 2002. The
decrease in total revenues was due primarily Yahé $119.6 million Comcast arbitration chargeorded in the third quarter of 2003; (i) low
revenues from Comcast in the fourth quarter of 2893 result of the arbitration ruling; and (iiijealuction in software revenues between y:

Processing Revenue. Processing revenue for 2003 decreased by ®(838.9 million, from $372.4 million for 2002. Thkiecrease in
processing revenue was due primarily to: (i) th&.8Inillion charge for the Comcast arbitration asvattributed to processing revenue in the
third quarter of 2003; and (ii) lower revenues (wltempared to periods prior to the arbitrationng)ifrom Comcast in the fourth quarter of
2003 of approximately $13 million as a result af drbitration ruling.

Total domestic customer accounts processed onysteras as of December 31, 2003 was 44.1 millionpaoed to 45.8 million as of
December 31, 2002, a 3.6% decrease. The arbitratlmg required us to
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measure Comcast customer accounts differentlynfayicing purposes beginning in October 2003. Thengle is primarily the result of
combining the video and Internet accounts for #maes customer (i.e. subscriber) into a single cust@oncount, as opposed to two separate
customer accounts as was the case prior to theaitn ruling, and to a lesser degree, not charfn certain inactive customers. As a result,
our historical breakout of video, Internet, an@pElony accounts is not comparable. The Decemb&0(8B number reflects the new basis of
measurement effective October 2003. For compatglpilirposes, the impact of the arbitration rulimgtibe December 31, 2002 customer
accounts would have resulted in total customer@usoprocessed of 43.5 million.

The consolidated ARPU was $7.58 for 2003 and $8#43002, with the decrease primarily related te tduction in Comcast process
revenues in the third and fourth quarters of 2003.

Software Revenue. Software revenue for 2003 decreased by 78.8%6 tb million, from $24.2 million for 2002. The dease in
software revenue was due primarily to several lagfevare sales during 2002, with no similar tratisas in 2003.

Maintenance Revenue. Maintenance revenue for 2003 decreased by 3p48.8 million, from $20.3 million for 2002. Thikecrease in
maintenance revenue was due primarily to lower teagnce revenues from Comcast in the third andHaurarters of 2003 as a result of the
arbitration ruling. A small portion of the Comcasbitration award, and the corresponding redudtidiees going forward, are attributed to
maintenance revenues.

Segment Operating Expenses and Contribution MargiBroadband Division operating expenses werdivelg unchanged between
years with 2003 at $211.1 million, compared to $218illion for 2002. This is reflective of our cémtied focus on cost controls for tl
division. The cost savings in 2003 related to theth quarter 2003 cost reduction initiative weot significant.

Broadband Division contribution margin decreasedBy)% to $47.6 million (contribution margin pertage of 18.4%) for 2003, from
$207.1 million (contribution margin percentage 8f4%o) for 2002. The Broadband Division’s contrilbatimargin and contribution margin
percentage decreased between periods primarilyodiiee impact of the Comcast arbitration ruling2@®3 processing revenues, and to a much
lesser degree, a decrease in software revenues.

GSS Division

Total Revenue: Total GSS Division revenues for 2003 decred&s6&b to $181.0 million, as compared to $191.7 oillfor 2002. The
decrease in total revenue was due primarily tocaedese in software revenues and professional ssrvévenues, which is discussed in more
detail below.

Software Revenue. Software revenue for 2003 decreased by 17.888@03 million, from $44.1 million for 2002. Theatease in
software revenue was due primarily to market comalkt of the telecommunications industry. Telecomitation service providers continued
control their capital expenditures during 2003,uadg the demand for the GSS Division’s softwaredpicts.

Maintenance Revenue. Maintenance revenue for 2003 increased by 807$74.8 million, from $68.8 million for 2002. Thecrease in
maintenance revenue was due primarily to a fult yé&enan Business maintenance revenue in 200&rapared to ten months of activity in
2002. In addition, during the first quarter of 2002 experienced some difficulties in renewing @iersoftware maintenance agreements, and
certain software maintenance agreements were rehatlewer than previous rates. As a result, ast fjuarter 2003 GSS Division
maintenance revenue decreased sequentially ovéoulte quarter of 2002 by approximately $5 million

Professional Services RevenueProfessional services revenue for 2003 decdeagd 5.1% to $66.4 million, from $78.2 million for
2002. The decrease in revenue was due primarggveral large projects in progress during 2002 whiere substantially completed in 2002
and early 2003, without replacement of comparalibgepts upon completion.
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Segment Operating Expenses and Contribution LogSSS Division operating expenses for 2003 deegéy 6.7% to $190.2 million,
from $203.8 million for 2002. The decrease in GS@dbn operating expenses is due primarily to ¢esuction initiatives that began in the
third quarter of 2002, principally a reduction ierponnel cost as a result of involuntary emplogesinations, and lower bad debt expense
between years. These were partially offset by tisusion of ten months operating expenses for theal Business in 2002, as compared to a
full year in 2003.

GSS Division contribution loss decreased by 23.@%(9.2) million in 2003 (negative contribution rgar of 5.1%), from $(12.1) million
in 2002 (negative contribution margin of 6.3%), guienarily to a reduction in GSS Division operatiegpenses as discussed above.

Corporate

Corporate Operating Expenses.Corporate overhead expenses for 2003 increz&déo to $66.1 million, from $51.2 million for 2002
The increase in segment expenses related printariy§) an increase in legal fees related to then€ast arbitration proceedings; and (ii) an
increase in stock-based compensation. We incurtéd7$nillion of legal fees related to the Comcabiteation and $5.0 million of stock-based
compensation in 2003, as compared to $6.4 milliwh$L.4 million, respectively, in 2002.

Liquidity
Cash and Liquidity ~As of December 31, 2004, our principal soukdiuidity included cash, cash equivalents, ahdrt-term

investments of $157.5 million, compared to $105ikion as of December 31, 2003. We generally inastexcess cash balances in low-risk,
short-term investments to limit our exposure to ke#risks.

On September 21, 2004, we entered into a five-y&800 million senior secured revolving credit fagi(the “2004 Revolving Credit
Facility”) with a syndicate of U.S. financial ingttions (see Note 7 to the Consolidated Finandie®hents). The 2004 Revolving Credit
Facility has a $40 million sub-facility for standapd commercial letters of credit and a $10 milkaib-facility for same day advances. As of
the date of this filing, there were no borrowinggstanding. Our ability to borrow under the 2004/&leing Credit Facility is subject to a
limitation of total indebtedness based upon thalte®f consolidated leverage and interest coverage calculations, and a minimum liquidity
requirement. As of December 31, 2004, we were mpglance with the financial ratios and other covéraf the 2004 Revolving Credit
Facility, and the entire $100 million of the 200éWRIving Credit Facility was available to us.

Our cash, cash equivalents, and short-term invedtbsances as of the end of the indicated perae located in the following
geographical regions (in thousands):

December 31 September 3C December 31
June 30, March 31,
2004 2004 2004 2004 2003

North America (principally the U.S $ 9539 $ 71,75 $61,72¢ $5519: $ 50,77¢
Europe, Middle East and Africa (principally Euro| 51,971 56,331 52,17« 31,03« 37,27(
Asia Pacific 3,44¢ 5,292 4,77¢ 5,68¢ 4,45
Central and South Americ 6,667 5,47¢ 12,52¢ 13,82 12,89t
Total cash, equivalents and sl-term investment $ 157,47¢ $ 138,85¢ $131,20: $105,73¢ $ 105,39

We generally have ready access to substantiallyf alur cash and short-term investment balancdsjdéace limitations on moving cash
out of certain foreign jurisdictions. As of DecemiB&, 2004, the cash and short-term investmentesuto such limitations were not
significant.
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Cash Flows From Operating Activities. We calculate our cash flows from operatingwbgis in accordance with generally accepted
accounting principles, beginning with net incomesg)) and then adding back the impact of non-cashsit(e.g., depreciation, amortization,
stock-based compensation, etc.), and then factamitfte impact of changes in working capital items.

The primary use of our cash is to fund our ongaipgrating activities. Of the total amount of ouf202003, and 2002 operating
expenses, approximately 60%, 59%, and 55% relatledor costs (both employees and contracted ldborfi) compensation; (i) related
fringe benefits; and (iii) reimbursements for trb&ed entertainment expenses. The other primaty Egiirements for our operating expenses
consist of: (i) postage; (ii) paper and relatedpdies for our statement processing centers; (dtpdgrocessing and related services and
communication lines for our Broadband Division'svéee bureau processing business; and (iv) rentreladed facility costs. These items are
purchased under a variety of both short-term ang-term contractual commitments. See “Cash FlowsnHnvesting Activities” and “Cash
Flows From Financing Activities” below for the othrimary uses of our cash. A summary of our mateoentractual obligations is provided
below as well.

Our primary source of cash is from our operatintivées. Our business model consists of a sigaificamount of monthly, quarterly, and
annual recurring revenue sources. The primary ssuwé€ such recurring revenues are our Broadbanigibivs long-term processing
arrangements (billed monthly) and our software itesiance arrangements (primarily billed quarterlgt annually), principally within the GSS
Division. This recurring revenue base results ielmble and predictable source of cash for uaddition, software license fees and
professional services revenues provide for matarie@dunts of cash, but the payment streams for ike®s are not as predictable.

Our net cash flows provided by (used in) operatiotivities, which consists of cash from operatiand changes in working capital iter
for the quarters and years ended for the indicaggbds are as follows (in thousands). These ansaanetreflected in our Consolidated
Statements of Cash Flows.

2004 2003 2002

Quarters ende(
March 31(1) $ 31,96¢ $22,22; $26,15:
June 30(2 40,18¢ 37,14 19,96¢
September 30(< 24,80¢ 39,44¢ (5,50¢)
December 31(4 22,31: (38,45¢) 47,51
Years ende: $119,26¢ $60,35: $88,12¢

(1) Cash flows from operations for the first quarte004 reflect approximately $10 million of favoralhanges in working capital relat
to the Comcast arbitratio

(2) Approximately $14 million of the cash flows fromemnations for the second quarter of 2004 can bivat&d to the sale of certain
Adelphia pre-bankruptcy accounts receivable tdra fharty and to higher than normal cash colleciohaccounts receivable within the
GSS Division,

(3) The cash flow used in operating activities of $)Srfllion in the third quarter of 2002 relates panty to the difficulties we experience
in collecting accounts receivable from certain of mternational clients in the latter part of 20

(4) The cash flow used in operating activities of $&638nillion in the fourth quarter of 2003 relatesnparily to the $94.4 million paid to
Comcast during the fourth quarter of 2003 as altre$the arbitration ruling. Absent this amoung wenerated strong cash flows from
operating activities for 2003, primarily as a résdlour improved cash collections of our interoatil accounts receivable during the last
two quarters of 2003. This improved performancevedid us to pay amounts to Comcast with availablparate funds, without having to
draw on our revolving credit agreeme

We believe this table illustrates our ability tmststently generate strong quarterly and annudl fiawss, and the importance of manac
our working capital items, in particular, timelylieztions of our accounts
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receivable. Absent any unusual fluctuations in waglcapital items, we expect our first quarter 002 cash flows from operating activities to
range from $24 million to $28 million.

The key balance sheet items impacting our cashsfloem operating activities are as follows.

Billed Accounts Receivable

Management of our billed accounts receivable isafrtbe primary factors in maintaining strong qedst cash flows from operating
activities. Our billed trade accounts receivabliabee includes billings for several non-revenumgdprimarily postage, sales tax, and deferred
revenue items). As a result, we evaluate our perdoce in collecting our accounts receivable thromgihcalculation of days billings
outstanding (“DBO”) rather than a typical days sajetstanding (“DSO”) calculation. DBO is calcukhteased on the billings for the period
(including non-revenue items) divided by the averawnthly net trade accounts receivable balancthéperiod. Our target range for our
DBO is 65-75 days.

Our gross and net billed trade accounts receivatderelated allowance for doubtful accounts redde/g'Allowance”), as of the end of
the indicated periods, and our DBOs for the quartieen ended, are as follows (in thousands, eXgBgis):

Quarters Then Ended in 2004 Quarters Then Ended in 2003
Gross Allowance Net Billed DBO Gross Allowance Net Billed DBO
March 31 $ 149,02¢ $ (11,39) $ 137,63: 66 $ 182,57° $ (12,609 $ 169,96 68
June 30(1)(2 130,66: (6,947 123,72( 66 183,18¢  (14,09)) 169,09t 79
September 3 128,78: (5,43¢) 123,34« 65  162,81( (13,729 149,08: 78
December 31(3 146,87- (4,81 142,05¢ 61 141,83¢ (11,14 130,69: 67

(1) The decrease in both the gross and net billed atsoaceivable between March 31, 2004 and Jun2(@®! relates primarily to the sale
of the Adelphia pre-bankruptcy accounts receivable third party, and the success we experienciectiog accounts receivable within
the GSS Division during the second quarter of 2

(2) The $4.5 million decrease in the Allowance betwigtamch 31, 2004 and June 30, 2004 relates primtrithe sale of the aforementioned
Adelphia pr-bankruptcy accounts receivah

(3) The increase in both the gross and net billed adsaeceivable between September 30, 2004 and Dexed, 2004 was primarily th
result of the timing of new invoices and cash adlts.

Unbilled Accounts Receivable and Other Receivables

Revenue earned and recognized prior to the schetdillmg date of an item is reflected as unbileztounts receivable. Unbille
accounts receivable are an inherent characteadftiertain software and professional services tretiens and may fluctuate between quarters,
as these types of transactions typically have sdkeddnvoicing terms over several quarters, as altertain milestone billing events. Our
unbilled accounts receivable and other receivadesf the end of the indicated periods are asva@llfn thousands):

2004 2003
March 31 $14,40¢  $25,55¢
June 3( 13,75¢ 27,09:
September 3 15,05 25,49¢
December 3: 14,03( 18,04:

The December 31, 2004 unbilled accounts receivadiiEnce consists primarily of several projects wihious milestone and contractual
billing dates which have not yet been reached. #stantial percentage of the December 31, 2004 ledkdlccounts receivable are scheduled to
be billed and collected by the end of the secorattquof 2005. However, there can be no assurgheéshe fees will be billed and collected
within the expected time frames.
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Income Taxes Receivable

We were in a domestic net operating Ic“NOL") position for 2003 as a result of the Comcast $1h8@lon arbitration charge discuss
above. Our income tax receivable as of Decembe?@®13 was $35.1 million, which resulted from ouiligbto claim a refund for 2003 incon
taxes already paid, and from our ability to caraglbour NOL to prior years. During the first quamé 2004, we received approximately $34
million of this income tax receivable, and idemdiadditional income tax receivable amounts dueingfinal preparation of our 2003 U.S.
Federal income tax return, which was filed in Ma2€i94. As a result, our December 31, 2004, incared receivable is $4.1 million.

Deferred Revenue

Client payments and billed amounts due from cliémexcess of revenue recognized are recordedfasel@ revenue. Deferred revenue
broken out by source of revenue as of the endeirttlicated periods was as follows (in thousands):

December 31 September 3C March 31, December 31
June 30,
2004 2004 2004 2004 2003

Processing $ 8,331 $ 7,38¢ $ 7,274 $ 7,01C $ 6,88¢
Software 5,21¢ 4,43 6,78¢ 8,51¢ 5,017
Maintenance 37,41¢ 31,74¢ 38,33¢ 36,09: 34,59:
Professional service 9,12¢ 7,89¢ 9,857 9,64t 9,42
Total $ 60,09 $ 51,467 $62,251 $61,26¢ $ 55,92¢

The majority of our maintenance agreements profdd@voicing of annual maintenance fees in thetfand fourth fiscal quarters of the
year.

Arbitration Charge Payable

The arbitration charge payable reflected in theg@tidated Financial Statements relates to the $litfllion Comcast arbitration awa
discussed above. We paid approximately $95 miltibthis amount in the fourth quarter of 2003. Dgrthe first quarter of 2004, we paid the
remaining approximately $25 million.

Cash Flows From Investing Activities.Our investing activities typically consist of puedes/sales of short-term investments, purchases
of property and equipment, investments in cliemttacts and business acquisitions.

Purchases/Sales of Short-term Investments

We generally invest our excess cash balances i-risk, shor-term investments to limit our exposure to markesi These she¢-term
investments are readily convertible back into c&slring the year ended December 31, 2004, we paech&25.5 million and sold $8.8 million
of short-term investments. We continually evaluagepossible uses of our excess cash balances angurchase additional short-term
investments in the future.

Property and Equipment/Client Contracts

Our business is not capital intensive. Our biggagital outlays typically relate to computer aratestnent production equipment. Our
investment in client contracts typically consisteash payments to clients as an incentive to boingjness to our company, and direct and
incremental costs that we have capitalized relaiedvenue arrangements where we are requirediéo cienversion/set-up services fees and
recognize those fees as the related processingegmre performed.

Our annual capital expenditures for property angdggent, and investments in client contracts weréolows (in thousands):

2004 2003 2002
Property and equipme $9,65¢  $9,021  $12,06¢
Client contract: 3,46¢ 1,767 3,38
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As of December 31, 2004, we did not have any malteommitments for capital expenditures or for stweents in client contracts.

Business and Asset Acquisitions

Historically, our business model has not includeiigaificant amount of business acquisition aggivilowever, in order to expand our
international business, in 2002 we acquired seversinesses and related assets for $270.6 milliaring the 2004 and 2003, our business and
asset acquisitions were not significant at $0.8oniland $2.6 million, respectively.

Cash Flows From Financing Activities. We have had limited financing activities ovee tast several years, and historically, we hat
been active in the capital markets. Our financictiyvdies typically consist of various debt-relatiednsactions, and activities with our common
stock.

Long-Term Debt

During the first quarter of 2004, we made a manya$80 million prepayment which was due no latemtiduly 2004 on our 2002 Cre
Facility. This payment was made with the proceedsfour $34 million of income tax refunds receiviedlarch 2004.

In June 2004, we completed our offering of the Gutiblle Debt Securities, as discussed in greatilde Note 7 to the Consolidated
Financial Statements. We used a portion of the $28®n of proceeds from the Convertible Debt Sgiies to repay the outstanding balance
of $198.9 million and terminate our 2002 Creditilfgc In connection with the issuance of the CortilBe Debt Securities, we incurred debt
issuance costs of $7.2 million.

Common Stock

Proceeds from the issuance of common stock reatesr various stock-based employee compensatamspprimarily from the exercise
of stock options. The $6.9 million of cash receifexnn the issuance of common stock for the yeaedridecember 31, 2004 relates primarily
to the exercise of stock options in the secondtguaf 2004.

Repurchase of Common Stock

During the second quarter of 2004, our Board o&Etwrs approved a five million share increase érthmber of shares we are author
to repurchase under our stock repurchase prognangifgy the total number of authorized shares t® hillion. As of December 31, 2004, a
summary of the shares repurchased under our pragrasfollows (in thousands, except per share asyu

2003
2004 2002 2001 2000 1999 Total
Shares repurchas: 2,98 — 1,57: 3,02( 1,09C 65€ 9,32-
Total amount pait $52,897 — $18,92( $109,46( $51,08¢ $20,24: $252,60°
Weighte(-average price per she $ 17.7: — $ 1202 $ 36.2¢ $ 46.87 $ 30.8t $ 27.1(

The shares repurchased under the program are held@s treasury shares, and may possibly be asedi( discretion) to fulfill
issuances of common stock under our various egoitypensation plans. As of December 31, 2004, tia temaining number of shares
available for repurchase under the program total@dnillion shares.

Subsequent to December 31, 2004 through the dakesdiling, we have repurchased an additionalrhiiion shares of common stock
under the program for $23.0 million (weighted-agergrice of $17.88 per
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share), bringing the total remaining number of ebavailable for repurchase under the program #wealate of this filing to 4.4 million shar

We are currently in the process of establishingren&l plan, under the provisions of Exchange AdeROb5-1, to repurchase shares of
our common stock (the “Rule 10b5-1 Plan”), and expe have the Rule 10b5-1 Plan in place in ead§32 The 10b5-1 Plan would allow us to
have a broader period in which to conduct stockirelpases under our stock repurchase plan (i.esidsuthe established open trading window
periods). Within the terms of the proposed Rule5t@lPlan, we expect to allocate up to $15 milli@n guarter for common stock repurchases,
and will establish target purchase volumes based wprious stock prices.

In addition to the above mentioned stock repurchasel outside of our stock repurchase programnd@904 and 2003, we repurchased
from our employees and then cancelled approximdtélly000 shares and 13,000 shares of our commok &0$3.0 million and $0.2 million,
respectively, in connection with minimum tax withdiog requirements resulting from the vesting aftrieted stock under our stock incentive
plans.

Contractual Obligations and Other Commercial Commitments and Contingencies

We have various contractual obligations that acended as liabilities in our Consolidated Balanbe&. Other items, such as cert
purchase commitments and other executory contegietaot recognized as liabilities in our ConsokdaBalance Sheet, but are required to be
disclosed.

The following table summarizes our significant cantual obligations and commercial commitmentsfd3exember 31, 2004, and the
future periods in which such obligations are expédb be settled in cash (in thousands).

Less Years Years More than
Total than 1 yeal 2-3 4-5 5 Years
Long-term debt $342,12¢ $ 575( $ 11,50C $11,50C $313,37
Operating lease 96,521 21,73( 29,42¢ 20,53« 24,83t
Purchase obligatior 115,86¢ 42,05( 60,89: 12,92t —
Executive severance/retireme 11,56¢ 1,13¢ 10,43: — —
Total $566,08¢ $ 70,66¢ $112,24¢ $44,95¢  $338,21:

Our long-term debt obligations are discussed inamtatail in Note 7 to our Consolidated Financialt&nents. The contractual obligation
amounts reflected for our long-term debt is bagmehuthe following assumptions: (i) our Convertiblebt Securities are outstanding through
their due date of June 15, 2024; (ii) upon settietnoé the Convertible Debt Securities, our cashgablon will not exceed the principal amount
of the Convertible Debt Securities; and (iii) irgst paid through the life of the Convertible Debt&ities at a rate of 2.5% per annum. The
operating lease obligations are discussed in Nat® dbur Consolidated Financial Statements. Ouchlmase obligations consist primarily of our
expected base fees under the FDC services agre¢dimemissed in Note 12 to our Consolidated Findi8ti@ements), contracted services, and
data communication services. The executive severand retirement contractual obligations are dsedisnh Note 12 to our Consolidated
Financial Statements.

Of the total contractual obligations and commerc@hmitments above, approximately $232 milliongfiected on our Consolidated
Balance Sheet and approximately $334 million is not
Capital Resources

We continue to make investments in client contrazdpital equipment, facilities, research and dgwalent, and at our discretion, may
continue to make stock repurchases under our Bapdaved stock repurchase program. See the “Reggeadf Common Stoclgection abov
for additional discussion of our
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Board-approved stock repurchase program. In additie part of our growth strategy, we are contigualaluating potential businesses and
asset acquisitions. We had no significant capatmitments as of December 31, 2004.

The Convertible Debt Securities bear interestrate of 2.5% per annum, which is payable semiamyuabrrears on June 15 and
December 15 of each year. The Convertible Debt i8&iare callable by us for cash, on or aftereJ2@, 2011. The Convertible Debt
Securities can be put back to us by the holdersdeh at June 15, 2011, 2016 and 2021, or upoaragyetof control, at a repurchase price equal
to 100% of the principal amount of the Convertiblebt Securities, plus accrued interest. The CoiblerDebt Securities are subject to certain
conversion triggers based upon: (i) the price afammmon stock; (ii) the trading price of the Cortie Debt Securities; (iii) us putting the
Convertible Debt Securities back to the holdersl, @) the occurrence of specified corporate tratieas, to include a change of control. We
do not expect any of the conversion triggers taioduring the next 12 months. As a result, in tharrterm, we expect our annual debt service
costs related to the Convertible Debt Securitidsetdimited to the annual interest payments of $&il8on.

The interest rate for borrowings under the 2004dRang Credit Facility, except for same day advands chosen at our option and is
based upon a base rate or adjusted LIBOR rate gplagpplicable margin. The base rate representsigher of a floating prime rate and a
floating rate equal to 50 basis points in excedbefFederal Funds Effective Rate. The interestfi@tsame day advances is based upon base
rate, plus an applicable margin. The applicableginarare dependent on our leverage ratio, as akfare range from zero to 100 basis points
for base rate loans and 125 to 225 basis pointsIBOR loans. As of December 31, 2004, we had mmaalborrowings under the new revolv
credit facility. We pay a quarterly commitment f@ethe unused portion of the 2004 Revolving CrEditility. This rate is dependent on our
leverage ratio and ranges from 25 to 50 basis p@iet annum. As of December 31, 2004, the commitfeerrate was 37.5 basis points per
annum. As of December 31, 2004, the entire $100amibf the 2004 Revolving Credit Facility was dabie to us.

As of December 31, 2004, we had approximately $m8ifon of cash and short-term investments avadabl fund our operations. We
believe that our current cash and shertn investments balance, together with cash egpeotbe generated from future operating activiiec
the amount available under the 2004 Revolving Greacility, will be sufficient to meet our anticifgal cash requirements for at least the next
12 months.

Ratio of Earnings to Fixed Charges

The ratio of earnings to fixed charges is compinedividing fixed charges into earnin¢*Earning” is defined as income fro
continuing operations before income taxes, plusdigharges. “Fixed charges” consist of intereseasgp (including the amortization of
deferred financing costs) and the estimated inte@sponent of rental expense. Our consolidatéd oditearnings to fixed charges for the year
ended December 31, 2004, was 4.79:1.00, which deslthe write-off of unamortized deferred financaogts of $6.6 million resulting from
the prepayment of our outstanding indebtednessrumdehen-existing credit facility in June 2004eSExhibit 12.10 to this document for
information regarding the calculation of our ratibearnings to fixed charges.

Market Risk

We are exposed to various market risks, includimgnges in interest rates, foreign currency exchaaigs, and fluctuations and changes
in the market value of our short-term investmektarket risk is the potential loss arising from acbeechanges in market rates and prices. We
have not historically entered into derivatives tirew financial instruments for trading or specwatpurposes.

Interest Rate Risk.

Market Risk Related to Lo-term Debt. Prior to June 3, 2004, we were exposed to admsiginterest rates under our 2002 Cr
Facility. The interest rates for the 2002 Creditify were based on a base rate or adjusted LIB&R, plus an applicable margin. On June 2,
2004, in conjunction with the completion of our @ertible Debt Securities offering, we repaid anuni@ated the 2002 Credit Facility.
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The Convertible Debt Securities are convertible stiares of our common stock under specified camdit unless previously redeemed
by us or put back to us by the holders. The inteas on the Convertible Debt Securities is fixaald thus, as it relates to our borrowings u
the Convertible Debt Securities, we are not expésethanges in interest rates. Commencing withstkienonth period beginning June 15,
2011, we will pay contingent interest equal to 0@28f the average trading price of the ConvertibDSecurities if the average trading price
equals 120% or more of the principal amount ofGloavertible Debt Securities.

In September 2004, we entered into a five-yearp$tllion senior secured revolving credit facilityhe “2004 Revolving Credit
Facility”) with a syndicate of U.S. financial ingttions. The interest rate for borrowings under2884 Revolving Credit Facility, except for
same day advances, is chosen at our option, dabesd upon a base rate or adjusted LIBOR rate gplagplicable margin. The base rate
represents the higher of a floating prime rateafidating rate equal to 50 basis points in exoétke Federal Funds Effective Rate. The
interest rate for same day advances is based wgsenrbte, plus an applicable margin. The applicalalegins are dependent on our leverage
ratio, as defined, and range from zero to 100 hasigts for base rate loans and 125 to 225 basmgfwr LIBOR loans. As of December 31,
2004, we had made no borrowings under the 2004 IRegoCredit Facility.

See Note 7 to the Consolidated Financial Statenfenesdditional information related to our long+tedebt.

Market Risk Related to Cash Equivalents and Stewrtrinvestments. Our cash and cash equivalents as of Decemh&08% and 2003
were $140.8 million and $105.4 million, respectweéDur cash balances are typically “swept” intorovght money market accounts on a daily
basis, and at times, any excess funds are invested-risk, somewhat longer term, cash equivalestruments and short-term investments.
We have minimal market risk for our cash and caghvalents due to the relatively short maturitiéthe instruments.

Our short-term investments as of December 31, 204 $16.7 million. Currently, we utilize short#teinvestments as a means to invest
our excess cash only in the U.S. The day-to-dayag@ment of our cash equivalents and short-ternmstments in the U.S. is done by the
money management branch of one of the largestdiabimstitutions in the U.S. This financial instiion manages our cash equivalents and
short-term investments based upon strict and fomvalstment guidelines established by us. Undesetlgriidelines, short-term investments are
limited to highly liquid, short-term government acakporate securities that have a credit rating-af/ P-1 or better.

We do not utilize any derivative financial instrume for purposes of managing our market risks edléd interest rate risk.

Foreign Exchange Rate Risk Our approximate percentage of total reveneeeted outside the U.S. for the years ended De=edi
2004, 2003 and 2002 was 26%, 32% and 25%, respéctithe increase between 2002 and 2003 in revegersrated outside the U.S. is
primarily attributable to the reduction in our reves in the second half of 2003 as the resulteoftbmcast arbitration ruling (see the
“Significant Client Relationships—Comcast” secta@ove). Factoring out the effect of the Comcastration ruling, the approximate
percentage of our total 2003 revenues generataiteuthe U.S. would have been 25%. We expect thittei foreseeable future, the percentage
of our total revenues to be generated outside tBe Wwill be comparable to that of 2004.

We have become more exposed to the impact of #eges in foreign currency exchange rates as a kfdhle expansion of our
international business with the acquisition of eman Business in February 2002. For 2004, apprabdiy 65% and 20%, respectively, of our
GSS Division revenues were denominated in U.Sadolnd Euros. Since a significant amount of ouemaes are contracted for in U.S.
dollars, a decline in the value of local foreigmremcies against the U.S. dollar will result in puoducts and services being more expensiv
potential foreign buyer, and in those instancesre/loeir goods and services have already been
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sold, could result in the accounts receivable beioge difficult to collect. We do at times enterdmevenue contracts that are denominated in
the currency of the individual country (e.g., Uditéingdom, Brazil, and Japan) or the European Ulfi&t”) where we have substantive
operations. This practice serves as a natural heedijgance the expenses incurred in those location

We continue to evaluate whether we should enterdetivative financial instruments for the purposémanaging our foreign currency
exchange rate risk, but as of the date of thisdijlwe have not entered into such instruments. gothetical adverse change of 10% in the
December 31, 2004 exchange rates would not havaterial impact upon our results of operations.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANC |AL REPORTING

Management of CSG Systems International, Inc. abdidiaries (the “Company”) is responsible for bBthing and maintaining
adequate internal control over financial reportasgdefined in Rule 13a-15(f) or 15d-15(f) under $leeurities Exchange Act of 1934, as
amended. The Company’s internal control over fireneporting is designed to provide reasonablerasse regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordante WiS. generally accepted accounting
principles. The Company’s internal control oveiafiicial reporting includes those policies and procesl that:

(i) Pertain to the maintenance of records thateasonable detail, accurately and fairly refleettansactions and dispositions of
assets of the Company;

(i) Provide reasonable assurance that transaciimmsecorded as necessary to permit preparatitinasfcial statements in
accordance with U.S. generally accepted accouptimgiples, and that receipts and expenditureb®@Qompany are being made only in
accordance with authorizations of management amattdirs of the Company; and

(i) Provide reasonable assurance regarding ptéveor timely detection of unauthorized acquisitiose or disposition of the
Company’s assets that could have a material effethe financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policies pratedures may deteriorate.

Management assessed the effectiveness of the Cghspaternal control over financial reporting as adfd@mber 31, 2004. In making t
assessment, management used the criteria sebfpttie Committee of Sponsoring Organizations offtteadway Commission (COSO) in
Internal Control-Integrated Framework.

Based on our assessment and those criteria, mapagéelieves that the Company maintained effedtiternal control over financial
reporting as of December 31, 2004.

The Company’s independent registered public acaogifitm, KPMG LLP, has issued an attestation répormanagement’s assessment
and the effectiveness of the Company'’s internatrebover financial reporting as of December 31020That report appears immediately
below.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited management’s assessment, incloded accompanying Management’s Report on InteZoatrol Over Financial
Reporting, that CSG Systems International, Incradned effective internal control over financiaporting as of December 31, 2004, base
criteria established in Internal Control—Integrakesdmework issued by the Committee of Sponsoringp@izations of the Treadway
Commission (COSO). CSG Systems International, $nmanagement is responsible for maintaining effedtiternal control over financial
reporting and for its assessment of the effectigerd internal control over financial reporting.rQesponsibility is to express an opinion on
management’s assessment and an opinion on theiedfeess of the Company’s internal control oveaficial reporting based on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversightq&@nited States). Those
standards require that we plan and perform thet amidbtain reasonable assurance about whethetigfenternal control over financial
reporting was maintained in all material respe©tsr audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahchéng the design and operating effectivenessatefnal control, and performing such
other procedures as we considered necessary @irtluenstances. We believe that our audit providesagonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonableaagsuregarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantegenerally accepted accounting princip
A company’s internal control over financial repogiincludes those policies and procedures thagi€ithin to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatggaparation of financial statements in accor@éawith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabburance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company'’s assets that could lzareaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

In our opinion, management’s assessment that C3@&Byg International, Inc. maintained effective rinét control over financial
reporting as of December 31, 2004, is fairly stateall material respects, based on criteria distadd in Internal Control—Integrated
Framework issued by the Committee of Sponsoringa@imations of the Treadway Commission (COSO). Ails@ur opinion, CSG Systems
International, Inc. maintained, in all materialpests, effective internal control over financigboeting as of December 31, 2004, based on
criteria established in Internal Control—Integralgdmework issued by the Committee of Sponsorirga@irations of the Treadway
Commission (COSO).

We also have audited, in accordance with the stdsdz the Public Company Accounting Oversight Bo@snited States), the
consolidated balance sheets of CSG Systems Inienagtinc. and subsidiaries as of December 31420@ 2003, and the related consolidated
statements of operations, stockholders’ equity,casth flows for each of the years in the three-pesiod ended December 31, 2004, and our
report dated March 14, 2005 expressed an ungelifpinion on those consolidated financial stateémedur report refers to a change in the
method of accounting for stock-based compensatimimg 2003.

KPMG LLP

Denver, Colorado
March 14, 2005

55



Table of Contents

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
CSG Systems International, Inc.:

We have audited the accompanying consolidated balsimeets of CSG Systems International, Inc. (avbeale corporation) and
subsidiaries as of December 31, 2004 and 2003thencklated consolidated statements of operat&ioskholders’ equity, and cash flows for
each of the years in the three-year period endegiber 31, 2004. These consolidated financial rstatés are the responsibility of the
Company’s management. Our responsibility is to egpran opinion on these consolidated financiatstants based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamlogUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all mategspects, the financial position of CSG
Systems International, Inc. and subsidiaries d3emfember 31, 2004 and 2003, and the results afdperations and their cash flows for each
of the years in the three-year period ended DeceBthe?004, in conformity with U.S. generally actsgpaccounting principles.

As discussed in note 2, effective January 1, 20@8Company changed its method of accounting faksbased compensation.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
effectiveness of CSG Systems International, Irnotarnal control over financial reporting as of Bewer 31, 2004, based on criteria
established in Internal Control—Integrated Framdwissued by the Committee of Sponsoring Organinatiof the Treadway Commission
(COS0), and our report dated March 14, 2005 expteas unqualified opinion on management’s assedsofieend the effective operation of,
internal control over financial reporting.

KPMG LLP

Denver, Colorado
March 14, 2005

56



Table of Contents

Current asset
Cash and cash equivalel
Shor-term investment

CSG SYSTEMS INTERNATIONAL, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amount

ASSETS

Total cash, cash equivalents and s-term investment

Trade accounts receiva—

Billed, net of allowance of $4,818 and $11,:

Unbilled and othe
Deferred income taxe
Income taxes receivab
Other current asse

Total current asse
Property and equipment, r
Software, ne
Goodwill
Client contracts, ne
Deferred income taxe
Other asset

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY

Current liabilities:
Current maturities of lor-term debt
Client deposit:
Trade accounts payak
Accrued employee compensati
Deferred revenu
Income taxes payab
Arbitration charge payab
Other current liabilitie:

Total current liabilities

Non-current liabilities:
Long-term debt, net of current maturiti
Deferred revenu
Other noi-current liabilities

Total nor-current liabilities
Total liabilities

Commitments and contingenci
Stockholder’ equity:

Preferred stock, par value $.01 per share; 10,000sBares authorized; zero shares issued and roditsg

Common stock, par value $.01 per share; 100,00G;08fes authorized; 8,757,614 and 8,911,634 shesesved for employee stock purchase plan

and stock incentive plans; 51,016,326 and 53,7@8sb@res outstandir

Additional paic-in capital
Deferred employee compensat

Treasury stock, at cost, 8,482,496 shares and 598%hare

Accumulated other comprehensive income (lc

Unrealized gain (loss) on sh-term investments, net of t

Cumulative translation adjustmet
Accumulated earning

Total stockholder equity

Total liabilities and stockholde’ equity

The accompanying notes are an integral part oktheasolidated financial statements.
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December 31

2004 2003
$140,75:  $105,39°
16,72 —
157,47t 105,39
142,05 130,69
14,03( 18,04
5,33¢ 9,13¢
4,06¢ 35,07¢
11,72 11,69
334,68 310,03°
34,47¢ 38,21¢
24,69 37,78(
218,34 219,19
50,19' 58,13¢
39,47t 53,32
8,52¢ 8,07¢
$710,40°  $724,77
| |
s — $ 4513
19,49 17,178
22,41; 21,29:
31,85¢ 32,41¢
53,25( 52,65¢
15,08t 20,72
— 25,18:
19,90 25,81¢
162,01 240,39
230,00 183,78
6,844 3,27(
3,481 6,531
240,32! 193,59
402,33 433,99(
59t 592
298,76 281,78
(1,320 (4,459
(224,009 (171,11)
(5 1
9,40( 6,51¢
224,64: 177,45
308,07 290,78t
$710,40°  $724,77
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CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues
Processing and related servi
Software
Maintenance
Professional service

Subtotal

CSG SYSTEMS INTERNATIONAL, INC.

(in thousands, except per share amount:

Charge for arbitration ruling attributable to pesgorior to July 1, 200

Total revenues, nt

Cost of revenues
Cost of processing and related servi
Cost of software and maintenar
Cost of professional servic

Total cost of revenue
Gross margin (exclusive of depreciatic

Operating expense
Research and developmt
Selling, general and administrati
Depreciatior
Restructuring charge

Kenan Business acquisiti-related expense

Total operating expens:
Operating income (los:
Other income (expense
Interest expens
Write-off of deferred financing cos
Interest and investment income,
Other, ne
Total other

Income (loss) before income tax
Income tax (provision) benef

Net income (loss

Basic net income (loss) per common sh

Net income (loss) available to common stockholi

Weighte-average common shat

Diluted net income (loss) per common shi

Net income (loss) available to common stockholi

Weightec-average common shar

Year Ended December 31

2004 2003 2002
$327,09:  $342,380  $373,03:
34,91 41,43 68,37¢
97,64 93,56« 89,07t
70,09 67,95¢ 80,44
529, 74¢ 545,33 610,93

— (105,67 —
529, 74¢ 439,66 610,93
147,78t 141,24: 141,06¢
66,39t 72,70: 57,58(
62,99: 63,91 64,34:
277,17¢ 277,85 262,99:
252,57 161,80 347,94(
59,02: 62,92 73,67«
90,41¢ 109,21 111,59:
15,09; 17,37¢ 18,83¢
2,69¢ 11,85( 12,72
— — 29,95’
167,22 201,36t 246,78
85,34 (39,56) 101,15’
(10,339 (14,71) (14,039

(6,56¢) — —
1,85( 1,437 1,90¢
(1,08¢) 4,381 (1,486)
(16,147 (8,899) (13,619
69,20¢ (48,46() 87,54
(22,02:) 22,18: (42,926)
$ 47,18  $ (26,27 $ 44,61¢
$ 092 $ (051) $ 08¢
50,47 51,43: 52,11¢
$ 092 $ (051 $ 0.8
51,22 51,43: 52,52t



The accompanying notes are an integral part oktbessolidated financial statements.
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CSG SYSTEMS INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS ' EQUITY
For the Years Ended December 31, 2004, 2003 and 2(

(in thousands)

Unrealized
Gains
Shares of (Losses) or
C%rg?l? n Additional Deferred CFuc:';eeﬁ;g Short-Term Total
. y ,
Outstanding Common o Compensatior Translation Investments Accumulated Stockholders
Paid-in Relatedto  Treasury
Stock Capital Employees Stock Earnings Equity
BALANCE, January 1, 2002 52,66: $ 57t $ 252,22. $ —  $(180,95) $ (792) $ 134 $ 178,86¢ $ 250,04¢
Comprehensive incom
Net income — — — — — — — 44,61¢
Reclassification adjustment for loss included ih ne
income (net of tax benefit of $1 — — — — — — (49) —
Unrealized loss on short-term investments, net of
tax impact — — — — — — 91) —

Foreign currency translation adjustme — — — — — 1,852 — —
Comprehensive incomr — — — — — — — — 46,33(
Repurchase of common stock pursuant to Board-apgrov

stock repurchase progre (1,577 — — — (18,919 — — — (18,919
Exercise of stock optior 8C 2 1,16¢ — — — — — 1,16¢
Restricted common stock granted under equity

compensation plar 44t — — (5,317) 13,83: — — (8,51%) —
Stocl-based employee compensation expe — — — 1,41 — — — — 1,41
Purchase of common stock pursuant to employee stock

purchase pla 111 — 1,61¢ — — — — — 1,61¢
Tax benefit of employee stc-based compensation pla — — 44¢ — — — — — 44¢
BALANCE, December 31, 2002 51,72 577  255,45: (3,909 (186,044 1,06( (6) 214,97: 282,10¢
Comprehensive los

Net loss — — — — — — — (26,27°)

Unrealized gain on investments, net of tax imj — — — — — — 7 —

Foreign currency translation adjustme — — — — — 5,45¢ — —
Comprehensive los — — — — — — — — (20,817
Purchase of common stock pursuant to employee stock

purchase pla 12¢ 2 1,31¢ — — — — — 1,31t
Exercise of stock optior 41 — 35¢E — — — — — 35¢E
Tax benefit of employee stc-based compensation pla — — 33 — — — — — 33
Issuance of restricted common stock pursuant teesgen 48( — — (3,697 14,93« — — (11,23 —
Issuance of restricted common stock pursuant td@rap

stock-based compensation pla 21C 2 2) — — — — — —
Issuance of restricted common stock pursuant teteoffe

to exchange stock options for restricted st 1,21« 12 (12) — — — — — —
Repurchase and cancellation of restricted commmekst

issued pursuant to employee stock-based compensatio

plans (13) — (207) — — — — — (207)
Stocl-based employee compensation expe — — 2,41¢ 3,14: — — — — 5,55¢
Tax benefit of common stock warrai — — 22,43¢ — — — — — 22,43¢
BALANCE, December 31, 200: 53,78t 59: 281,78 (4,45¢) (171,11) 6,51¢ 1 177,457 290,78t
Comprehensive incom

Net income — — — — — — — 47,18¢

Unrealized loss on investments, net of tax im| — — — — — — (6) —

Foreign currency translation adjustme — — — — — 2,881 — —
Comprehensive incomr — — — — — — — — 50,05¢
Repurchase of common stock pursuant to Board-apgrov

stock repurchase progre (2,987) — — — (52,897 — — — (52,897
Purchase of common stock pursuant to employee stock

purchase pla 84 1 1,18 — — — — — 1,18¢
Exercise of stock optior 56C 6 5,731 — — — — — 5,74%
Tax benefit of employee stc-based compensation pla — — 1,312 — — — — — 1,312
Issuance of restricted common stock pursuant td@rap

stock-based compensation pla 1C — — — — — — — —
Cancellation of restricted common stock issuedyamsto

employee stoc-based compensation pla (269) ) (882) 88t — — — — —
Repurchase and cancellation of restricted commmekst

issued pursuant to employee stock-based compensatio

plans (174) ) (2,999 — — — — — (3,007)
Stocl-based employee compensation expe — — 12,63: 2,25: — — — — 14,88¢
BALANCE, December 31, 2004 51,01¢ $ 59t $ 298,76° $ (1,320) $(224,009) $ 9,40C $ 5)$ 22464 % 308,07(

The accompanying notes are an integral part oktheasolidated financial statemer
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Cash flows from operating activitie
Net income (loss

CSG SYSTEMS INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Adjustments to reconcile net income (loss) to @ehcprovided by operating activit—

Depreciatior
Amortization

Charge for i-process purchased research and develop
Restructuring charge for abandonment of facili

Gain on sho-term investment

Write-off of deferred financing cos

Deferred income taxe

Tax benefit of stock options exercis

Impairment of intangible asse

Stock-based employee compensat

Changes in operating assets and liabilit
Trade accounts and other receivables
Other current and n-current asset

Arbitration charge payab

Income taxes payable/receival

Accounts payable and accrued liabilit

Deferred revenue

Net cash provided by operating activit

Cash flows from investing activitie
Purchases of property and equiprmr
Purchases of shterm investment

Proceeds from sale of sh-term investment
Acquisition of businesses and assets, net of cegphired
Acquisition of and investments in client contra

Net cash used in investing activiti

Cash flows from financing activitie

Proceeds from issuance of common st

Repurchases of common stc
Proceeds from lor-term deb
Payments on lor-term debi

Proceeds from revolving credit facili

Payments on revolving credit facili
Payments of deferred financing co

Net cash provided by (used in) financing activi

Effect of exchange rate fluctuations on ¢

Net increase in cash and cash equival

Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Supplemental disclosures of cash flow informat
Cash paid (received) during the perioc—

Interest
Income taxe:

The accompanying notes are an integral part oktheasolidated financial statemer

Year Ended December 31

2004 2003 2002

$ 47,18:  $(26,27) 44,61
15,09: 17,37¢ 18,83¢
27,31( 24,30: 22,13¢
— — 19,30(

90¢ 4,42 6,791
(49) (19) (49)

6,56¢ — —
17,88 2,01¢ (600)
1,317 33 44¢

— — 1,90¢
14,88¢ 5,55¢ 1,41%
(4,009) 45,60« (17,870
(336 (1,536) (2,289)

(25,18:) 25,18! —
26,23 (41,249 12,99t
(10,07%) (2,009) 7,00¢
1,53¢ 6,93: (26,537)
119,26¢ 60,35: 88,12
(9,655) (9,027) (12,666
(25,49.) (7,769 (4,207)
8,81( 8,79¢ 56,56¢
(834) (2,619  (270,56)
(3,466) (1,767) (3,387)
(30,639 (12,369  (234,25)
6,92¢ 1,67¢ 2,78¢
(55,899 (207) (18,919
230,00 — 300,00
(228,92)  (41,07Y) (61,500)
— — 5,00(
— — (5,000
(8,219) (1,077) (8,365)
(56,110 (40,689 214,00
2,83¢ 3,67¢ (3,617)
35,35« 10,97+ 64,25¢
105,39° 94,42 30,16¢
$140,75:  $105,39' 94,42
$ 8237 $ 11,25 12,02
$ (23,009 $ 13,03 30,76
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CSG SYSTEMS INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. General

CSG Systems International, Inc. (* Compan” or “CSC"), a Delaware corporation, was formed in October 18%dis based in Denve
Colorado. The Company is a global leader in nexiegation billing and customer care solutions fa ¢hble television, direct broadcast
satellite, advanced IP services, next-generatiobileoand fixed wireline markets. The Company’s bamation of solutions, delivered in both
outsourced and licensed formats, enable its cliindeliver high quality customer service, imprayperational efficiencies and rapidly bring
new revenue-generating products to market. The @omjs an S&P Midcap 400 company. The Company sdtselients through its two
operating segments: the Broadband Services Divigien“Broadband Division”) and the Global Softw&ervices Division (the “GSS
Division”).

2. Summary of Significant Accounting Policies

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

Translation of Foreign Currency. The Company’s foreign subsidiaries use as faertional currency the local currency of the
countries in which they operate. Their assets mfulities are translated into United States of Aice (“U.S.”) dollars at the exchange rates in
effect at the balance sheet date. Revenues, expemstcash flows are translated at the average ofiexchange prevailing during the period.
Translation gains and losses are included in congorgve income (loss) in stockholders’ equity. Baation gains and losses are included in
the determination of net income (loss).

Use of Estimates in Preparation of Consolidateddficial Statements. The preparation of the accompanying Consolii&ieancial
Statements in conformity with accounting principieserally accepted in the U.S. requires managetoenake estimates and assumptions
affect the reported amounts of assets and liasligind disclosure of contingent assets and ligsilét the date of the financial statements and
the reported amounts of revenues and expensegydheneporting period. Actual results could diffiemm those estimates. The more critical
estimates and related assumptions that affect timep@ny’s financial condition and results of opexasi are in the areas of: (i) revenue
recognition; (ii) allowance for doubtful accoun&eivable; (iii) impairment assessments of longdiassets; (iv) business restructurings; (v)
loss contingencies; (vi) income taxes; (vii) bussveombinations and asset purchases; and (viiijatization of internal software development
costs.

Revenue Recognition The Company derives its revenues from th@faltg sources (i) processing and related services; (ii) software
licenses; (iii) maintenance services; and (iv) essfonal services. Processing and related semggesues consist primarily of monthly
processing fees generated from the Broadband Divisicore service bureau customer care and bilpygication called CSG CCS/BP
(“CCS”) and services ancillary to CCS. Software amntenance revenues consist of the sale of sdtli@nses and the related software
maintenance services. Professional services regsararesist of a variety of consulting services, saglproduct implementation and
customization, business consulting, project managenand training services. The Company uses vajigigments and estimates in
connection with the determination of the amountesienues to be recognized (in particular, for safeMicense fees and professional services
revenues) in each accounting period.

The Company'’s primary revenue recognition critéridude: (i) persuasive evidence of an arrangen{@ndelivery; (iii) fixed or
determinable fees; and (iv) collectibility of feds.light of the current economic environment inigéhthe Company operates, the assessment o
collectibility is particularly critical in determing whether revenue should be recognized. Revesmaesecognized only if the Company
determines
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CSG SYSTEMS INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

that the collection of the fees included in theaagement are considered probable (i.e., the Comgpgmgcts the client to pay all amounts in
when invoiced). In making its determination of eatibility for revenue recognition purposes, thexany considers a number of factors
depending upon the specific aspects of an arrangteme

For multiple-element arrangements that are notestihp a higher level of authoritative literatuttee Company follows the guidelines of
the Financial Accounting Standards Board’'s (“FASBerging Issues Task Force (“EITF”) Issue No. QOFEITF 00-21"), “Accounting for
Revenue Arrangements with Multiple Deliverableg’determining the separate units of accountingalticular, the Company’s multiple-
element software arrangements, which are discussg@ater detail below, are not subject to theasston criteria of EITF 00-21. For those
arrangements subject to the separation criterldTF 00-21, the Company accounts for each of tdevidual units of accounting as a separate
and discrete earnings process considering, amdmay thitings, whether a delivered item has valuéeoctient on a stand-alone basis. For such
multiple-element arrangements, total revenue &ated to the separate units of accounting based olpjective and reliable evidence of the
fair value of the undelivered item. The determioatdf separate units of accounting, and the detextioin of objective and reliable evidence of
fair value of the undelivered item, both requirdgments to be made by the Company. The adopti&@iTdf 00-21 (effective for transactions
entered into after June 30, 2003) has not hadréfisiant impact on the Company’s accounting to date

Processing and related services revenues are lieedgas the services are performed. Processingafedygpically billed monthly based
on the number of client’s customers served, amgibarvices are typically billed on a per transartbasis, and customized print and mail
services are billed on a usage basis. Fees receivamhvert or set-up client customers onto the gamy’s service bureau customer care and
billing applications are deferred and recognizedrdlie term of the related processing arrangement.

Software license fees are recognized using theetingks of: (i) American Institute of Certified PubAccountants (“AICPA”) Statement
of Position (“SOP”) 97-2, “Software Revenue Recdigni’, as amended (“SOP 97-2"); (ii) SOP 98-9, “8Sdaire Revenue Recognition, With
Respect to Certain Transactions” (“SOP 98-9")) éiICPA Technical Questions and Answers, Sectiod61Revenue Recognition”; and (iv)
SEC Staff Accounting Bulletin No. 104, “Revenue Bguaition” (“SAB 104”). For software transactionsatthave multiple elements, such as
software, maintenance and professional servicesCtmpany allocates the contract value to the otispeclements based on vendor-specific
objective evidence (“VSOE") of their individual faralues, determined in accordance with SOP 97S0OW for maintenance services is
established by selling the maintenance services substantive renewal basis, with pricing basedupstated percentage of the stipulated
software license fees. For those software trarmasthat have multiple elements for which the Comyp#oes not have VSOE of fair value on
one or more of the delivered elements, the Compélngates the contract value to the respective etesnbased upon the “residual method” in
accordance with SOP 98-9. Under the residual methedundiscounted fair value of the undeliverearants is deferred and subsequently
recognized as they are delivered.

Arrangements for software license fees consistcipaily of one-time perpetual licenses, but alsdude term license arrangements.
Software licenses are generally sold with some tfpmpacity measurement (e.g., per seat basisitetevenue billed, etc.). Software license
fees are typically recognized upon delivery, dejendpon the nature and extent of the implememntadind/or customization services, if any
be provided by the Company, and assuming all athanue recognition criteria have been met.

The Company does not provide for rights of retuomsts software sales. Payment terms on softwaesmgements vary depending upon
several factors, including, among others, the gfabe client, and the amount of fees includechmarrangement. For those software license
arrangements that include multiple
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installments, all payments generally are due withie year from the date of delivery of the softw&weftware license arrangements with
extended payment terms (e.g., arrangements in veoifttvare fees are not due within one year of tite df delivery of the software) are
recognized as the fees become due and payable.

The Company’s arrangements may include projectsrfptementation services that involve significartguction, modification or
customization of the software being licensed. Adoagly, software license and professional serviesgnues related to these arrangements are
recognized over the period the services are provisheler the percentage-of-completion (“POC”) metbbdccounting in conformity with: (i)
SOP 97-2; (ii) Accounting Research Bulletin No. 45ng Term Construction Type Contracts” (“ARB 453nd (iii) SOP 81-1, “Accounting
for Performance of Construction Type and CertawdBction Type Contracts” (“SOP 81-1"). Under the®@ethod of accounting, software
license and professional services revenues argmezam as the services are performed. The Compaigatly uses hours performed on a
project as the measure to determine the percepfdbe work completed. The Company’s use of the P@thod of accounting on a project
requires estimates of the total project revenwual project costs, and the expected efforts nacgse complete a project. Changes in estim
may result in revisions to the project-to-date rewerecognized in the period in which the revisgtihreates are determined. A number of
internal and external factors can affect the Corgsagstimates. Provisions for any estimated lossesncompleted contracts are made in the
period in which such losses become evident.

For certain software transactions, the Companyagased to “host” the software on Company-owned\ward. In accordance with EITF
Issue No. 00-03, “Application of AICPA StatementRijsition 97-2 to Arrangements That Include thehRig Use Software Stored on Another
Entity’s Hardware”, these hosting arrangementdra@ed as a separate element of the softwaregemasnt when the client has a contractual
right to take possession of the software at ang tiloring the hosting period without incurring angfigant penalty and it is feasible for the
client to either run the software on its own hartevar contract with another party unrelated toGoenpany to host the software.

Fees for software maintenance (also known as podtact customer support, or PCS) are recognizadhlsaover the service period. The
Company’s maintenance services consist primarilgliehit and product support, technical updates (bigy 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 fixed price long-term service consdbtt would not fall under the guidelines of SQP29s recognized using a method
consistent with the proportional performance methdritler a proportional performance model, revesuegdognized by allocating revenue
between reporting periods based on relative sepsioeided in each reporting period, and costs aretally recognized as incurred. The
Company utilizes an input-based approach (i.e.rdvaorked) for purposes of measuring performancthese types of contracts. The
Company’s input measure is considered a reasosablegate for an output measure. In instances whieework performed on fixed price
agreements is of relatively short duration, ohé# Company is unable to make reasonably dependatifeates at the outset of the arrangen
the Company uses the completed contract methodcoiuating whereby revenue is recognized when thi igccompleted.

Revenue from professional services billed on a-t&me-materials basis is recognized as the serai@performed and as amounts due
from clients are deemed collectible and contrattuan-refundable.
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Deferred Revenue and Unbilled Accounts Receivabl€lient payments and billed amounts due froents in excess of revenue

recognized are recorded as deferred revenue. Revenagnized prior to the scheduled billing dateeéorded as unbilled accounts receivable.
Deferred revenue as of December 31, broken oubbsce of revenue, was as follows (in thousands):

2004 2003
Processing and related servi $ 8331 $ 6,88¢
Software. 5,21¢ 5,017
Maintenance service 37,41¢ 34,59:
Professional service 9,12¢ 9,42

Total. $60,09¢  $55,92¢
Current portion $53,25(  $52,65¢
Non-current portior 6,84 3,27(

Total. $60,09¢  $55,92¢

Postage. The Company passes through to its clients dise @f postage that is incurred on behalf of thomts, and typically requires
an advance payment on expected postage costs. athesece payments are included in “client deposit$tie accompanying Consolidated
Balance Sheets and are classified as currentitiabitegardless of the contract period. The Compaats the cost of postage against the po
reimbursements, and includes the net amount inegeideg and related services revenues. The Comangdmcluded that net treatment of
these revenues is appropriate as the Companyerfgrglly has little or no credit risk with regacdpostage, as the Company requires postage
deposits from its clients based on contractualhgeenents prior to the mailing of customer statesid(ii} has no discretion over the supplier of
postal delivery services; and (iii) is not the paitpiobligor in the postal delivery service. Theatatost of postage incurred on behalf of clients
that has been netted against processing and raateidtes revenues for the years ended Decemb@084, 2003, and 2002 was $180.4
million, $167.7 million, and $151.3 million, resgely.

Cash and Cash Equivalents. The Company considers all highly liquid investits with original maturities of three months @slé¢o be
cash equivalents. Cash equivalents consist priynafitepurchase agreements, commercial paper retittional money market funds.

Short-term Investments and Other Financial Instratee The Company classifies all of its short-tenmeistments as “available-for-
sale” in accordance with Statement of Financialdotting Standards (“SFAS”) No. 115, “Accounting foertain Investments in Debt and
Equity Securities”. Short-term investments areestadt fair value, with unrealized gains and logsesuch securities included, net of the related
income tax effect, in stockholders’ equity. Forsdibrt-term investments, unrealized losses that@msidered “other than temporary” are
recognized immediately in earnings. Realized gaimslosses on short-term investments are inclugledrinings and are derived using the
specific identification method for determining tbest of the investments.

The Company’s short-term investments at Decembg2@14 consisted of $15.5 million of U.S. governingebt obligations and $1.2
million of corporate debt obligations. All of theo@pany’s shorterm investments had contractual maturities of fleas one year at the time
acquisition. Because of their short term to mayuthe amortized cost of the short-term investmapisroximates fair value. Proceeds from the
sale of short-term investments were $8.8 millidd8#million and $56.6 million in 2004, 2003 and 20@espectively. Purchases of short-term
investments were $25.5 million, $7.8 million andZ#illion in 2004, 2003 and 2002, respectivelyo&r realized gains and losses from the
sale of short-term investments were not materialnin period presented.
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The Company’s other balance sheet financial instntsias of December 31, 2004 and 2003 includeaaditash equivalents, accounts
receivable, accounts payable, and long-term dedstaBse of their short maturities, the carrying am®of cash equivalents, accounts
receivable, and accounts payable approximate filieivalue. As of December 31, 2004, the fair vadfithe Company’s long-term debt, based
upon quoted market prices, was approximately $2@®m The fair value of the contingent interesafure of the Company’s long-term debt,
considered an embedded derivative, as of Decenih@0®4, was $0.1 million (see Note 7). The Compadwmss not utilize any derivative
financial instruments for purposes of managingntiaeket risks related to its financial instruments.

Concentrations of Credit Risk. In the normal course of business, the Compsumxposed to credit risk. The principal concerdregiof
credit risk are cash deposits, short-term investsmand the Company’s accounts receivable. The Coyngularly monitors credit risk
exposures and takes steps to mitigate the liketittddhese exposures resulting in a loss. The Cagplaces cash deposits with financial
institutions it believes to be of sound financiahdition. It is the Company’s intent to maintaitow-risk, liquid portfolio of short-term
investments.

The Company’s billed accounts receivable balancgdmgraphic region (based on the location of thent)l as of December 31 is as
follows (in thousands):

2004 2003
North America (principally the U.S $103,88:  $101,15¢
Europe, Middle East and Africa (principally Eurag 21,54( 20,21¢
Asia Pacific 13,54( 14,28
Central and South Americ 7,91( 6,171

Total billed accounts receivak 146,87 141,83t
Less allowance for doubtful accoul (4,81¢) (11,149

Total billed accounts receivable, net of allowa $142,05¢ $130,69:

The Company does not require collateral or otheursty to support accounts receivable. The Compauatuates the credit worthiness of
its clients in conjunction with its revenue recdgni processes, as discussed above, as well agthits ongoing collectibility assessment
processes for accounts receivable. The Companytaiasman allowance for doubtful accounts receivéalged upon factors surrounding the
credit risk of specific clients, historical trenalsd other information. The Company uses variougjughts and estimates in determining the
adequacy of the allowance for doubtful accountsikable. The activity in the Company’s allowancedoubtful accounts receivable for the
years ended December 31 is as follows (in thouda

2004 2003 2002
Balance, beginning of ye. $11,14t  $12,07¢ $ 6,31(
Additions (reductions) to expen (5,330 (7,83 7,61¢
(Write-offs) recoverie: (1,83¢) 6,37¢ (2,029
Other 83¢ 52t 17¢

Balance, end of ye: $ 4,818  $11,14¢  $12,07¢

In 2004, approximately $2.2 million of the reductsato expense and $1.7 million of the write-offlated to the sale of the Adelphia
accounts receivable (see Note 10). In 2003, apprabaly $7.4 million of the reductions to expensd ahthe recoveries related to the
collection of purchased Kenan Business accountivaisle in excess of the value assigned to suabuads receivable in the Kenan Business
purchase accounting.
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Property and Equipment Property and equipment are recorded at costt(@stimated fair value if acquired in a busings®sbination)
and are depreciated over their estimated usefes llenging from three to ten years. Leasehold imgments are depreciated over the shorter of
their economic life or the lease term. Depreciagapense is computed using the straight-line metbofinancial reporting purposes.
Depreciation expense for all property and equipneergflected separately in the aggregate andtisnotuded in the cost of revenues or the
other components of operating expenses. Depregifdidincome tax purposes is computed using acagldmethods.

Software. The Company expends substantial amounts oangdsand development (“R&D”), particularly for ngsoducts or services,
or for enhancements of existing products and sesviEor internal development of software produtas &re to be licensed by the Company
Company follows SFAS No. 86, “Accounting for thesBoof Computer Software to Be Sold, Leased, oe®iise Marketed” (“SFAS 86").
SFAS 86 requires that the cost of developing saoftviie expensed prior to establishing technolodeadibility, and those costs be capitalized
once technological feasibility has been establistiagitalization ceases upon general release ofdfteare. For development of software tc
used internally (e.g., processing systems softw#re)Company follows SOP 98-1A¢counting for the Costs of Computer Software Depet
or Obtained for Internal Use” (“SOP 98-1"). SOP B8equires that the cost of developing softwardrfternal use be expensed prior to the
application development stage. The determinationhather internal software R&D costs are subjeddpitalization is, by its nature, highly
subjective and involves various judgments.

Amortization of acquired software and capitalizetéinal software R&D costs begins when the prodasavailable for general release
to clients and is computed separately for eachymiogenerally on a straight-line basis over therested 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 Cinlaget Statements of Operations.

Realizability of Long-Lived Assets. The Company evaluates the recoverability ofoitgydived assets, other than goodwill, in accorde
with SFAS No. 144, “Accounting for the Impairmemt@isposal of Long-Lived Assets”. Long-lived assats required to be evaluated for
possible impairment on a periodic basis (e.g., igulg) if events occur or circumstances change ¢batd indicate that a possible impairmer
these assets may have occurred. A long-lived &sgapaired if estimated future undiscounted césivs associated with that asset are
insufficient to recover the carrying amount of theg-lived asset. If deemed impaired, the longdiasset is written down to its fair value.

Goodwill and Other Intangible Assets.The Company follows the provisions of SFAS W42, “Goodwill and Other Intangible
Assets” (“SFAS 142") in accounting for acquired dedll and other intangible assets. Under SFAS 1H@ Company ceased amortizing
goodwill as of December 31, 2001, and never amedtgoodwill that was acquired in business combamatifor which the acquisition date was
after June 30, 2001. Instead, goodwill is requitetle tested for impairment on an annual basisjsarehuired to be evaluated for possible
impairment on a more periodic basis (e.g., quattérevents occur or circumstances change thaldcodlicate a possible impairment may h
occurred. Goodwill is considered impaired if thergag value of the reporting unit which includéetgoodwill is greater than the estimated
fair value of the reporting unit. As required byAS-142, the Company completed its initial assessnesh of its goodwill balances as of the
adoption date and concluded no impairment of golbdedorded as of December 31, 2001 had occurred dsne 30, 2002. Under SFAS 142,
separate intangible assets that have finite lieesicue to be amortized over their estimated udafes.

Restructuring Charges. The Company’s 2004 and 2003 restructuring aswgere accounted for in accordance with SFAS M6, 1
“Accounting for Costs Associated with Exit or Digab Activities” (“SFAS
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146"), which the Company adopted effective Jandar3003, and SFAS No. 112, “Employers’ AccountingPostemployment Benefits—an
Amendment of FASB Statement No. 5 and 43”. The Camgfs 2002 restructuring charges were accountethfaccordance with EITF 94-3,
“Liability Recognition for Certain Employee Termiitan Benefits and Other Costs to Exit an Activilgdluding Certain Costs Incurred in a
Restructuring)”SFAS 146 requires that the liability for costs asat@d with a restructuring activity be recognizguken the liability is incurret
Under EITF 94-3, a liability for a restructuringtizty was generally recognized at the date of@wmpany’s commitment to the restructuring
plan.

Loss Contingencies. The Company follows the guidelines of SFAS Blo‘Accounting for Contingencies” (“SFAS 5”) in a@mining
the appropriate accounting and disclosures foCibiapany’s loss and gain contingencies. The Compaogues for a loss contingency when:
(i) it is probable that an asset has been impaoed,liability has been incurred; and (ii) the ambof the loss can be reasonably estimated. The
determination of accounting for loss contingené@esubject to various judgments and estimates.drapany does not record the benefit from
a gain contingency until the benefit is realized.

Earnings Per Common Share (“EPS"). EPS has been computed in accordance with SFAS 28, “Earnings Per Share”. Basic EPS is
computed by dividing income (loss) available to coom stockholders (the numerator) by the weighteztaye number of common shares
outstanding during the period (the denominatorjuted EPS is consistent with the calculation ofib&PS while considering the effect of
potentially dilutive common shares outstanding migithe period. Unvested shares of restricted sdoehot included in the basic EPS
calculation. Basic and diluted EPS are presentathi@iface of the Company’s Consolidated StatemafriBperations.

No reconciliation of the basic and diluted EPS nratas is necessary as net income (loss) is ustttbasimerators for all periods
presented. The reconciliation of the EPS denomisasoincluded in the following table (in thousapds

Year Ended December 31,

2004 2003 2002

Basic weighte-average common shar 50,477 51,43: 52,11¢
Dilutive effect of common stock optiol 311 — 377
Dilutive effect of unvested restricted stc 43t — 32
Dilutive effect of Convertible Debt Securiti — — —

Diluted weighte-average common shat 51,227 51,43. 52,52t

Because the Company was in a net loss positiothéoyear ended December 31, 2003, potentiallyiddudommon shares of 0.3 million
(related to certain unvested shares of restridimeksand certain stock options) were excluded loutating dilutive EPS, as their effect was
antidilutive. In addition, irrespective of whetttte Company was in a net income or net loss posigiotentially dilutive common shares
related to stock options and unvested shares trfatesl stock of 1.2 million, 2.8 million and 4.5llion, respectively, for the years ended
December 31, 2004, 2003 and 2002, were excluded thhe computation of diluted EPS as their effecs aatidilutive.

In June 2004, the Company completed an offerin@arfvertible Debt Securities (see Note 7). Undemghydication of GAAP that existe
at the time of issuance, the Convertible Debt Sgeswere not included in the computation of dBWIEPS until one of the contingent
conversion features had been met. In the thirdtquaf 2004, the EITF reached a final consensussidecon EITF Issue No. 04-8, “The Effect
of Contingently Convertible Instruments on Dilutédrnings per Share” (“EITF 04-8"). The EITF’s conses decision, which
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became effective in the fourth quarter of 2004testéhat shares to be potentially issued undeirggetitly convertible instruments should be
included in diluted earnings per share (if dilujivegardless of whether any of the contingent cmsiga features have been met. The Company
adopted EITF 04-8 during the fourth quarter of 2004 December 15, 2004, the Company exercisedevotable election to settle the $230
million principal amount of the Convertible Debtcsgities in cash upon conversion. After exercigimg irrevocable election, the Company
able to achieve “Instrument C” status as describéel TF No. 90-19, “Convertible Bonds with Issueptf@n to Settle for Cash upon
Conversion” (“EITF 90-19") for the Convertible DeBecurities. Instrument C status allows the Comparoalculate dilution related to the
Convertible Debt Securities using the “treasurgktanethod. Under the treasury stock method, then@any had no reduction in previously
reported earnings per diluted share in the secoddhard quarters of 2004 (due to the adoption IafFE04-8), and experienced no dilution
related to the Convertible Debt Securities forfthath quarter of 2004, as the Company’s averagekgrice did not exceed the current
effective conversion price of $26.77 per sharerduthese periods. In future periods, the Convertibbt Securities will impact the Compasy’
diluted earnings per share calculation only in éhperiods in which the Company’s average stoclepicceeds the current effective conversion
price of $26.77 per share.

Stock-Based Compensation During the fourth quarter of 2003, the Compadgpted the fair value method of accounting foclst
based awards in accordance with SFAS No. 123, “Aeting for Stock-Based Compensation” (“SFAS 128%ing the prospective method of
transition as outlined in SFAS No. 148, “Accountiiog Stock-Based Compensation—Transition and Dgaale—An Amendment of FASB
Statement No. 123" (“SFAS 148"). The adoption oASF123 was effective as of January 1, 2003. Urlteiptospective method of transition,
all stock-based awards granted, modified, or sktifeor after January 1, 2003, are accounted facéordance with SFAS 123. Stock-based
awards granted prior to January 1, 2003, continleetaccounted for in accordance with Accountirigdisles Board No. 25, “Accounting for
Stock Issued to Employees”, and related Intergoetat(*“APB 25”), and follow the disclosure provis®of SFAS 123 and SFAS 148.

At December 31, 2004, the Company had five stodeti@ompensation plans (see Note 14). The Compaoyded stock-based
compensation expense of $14.9 million, $5.6 milkord $1.4 million, respectively, for the years eh@=cember 31, 2004, 2003 and 2002.
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Because the Company continues to follow APB 25afbstockbased awards granted prior to January 1, 2003thenprospective methc
of transition under SFAS 148 for stoblsed awards granted, modified, or settled onter danuary 1, 2003, compensation expense recor
the Company’s accompanying Consolidated Statenuér@perations is less than what would have beeogrized if the fair value based
method under SFAS 123 had been applied to all aafardall periods. Had compensation expense foCthimpany’s five stock-based
compensation plans been based on the fair valilie @frant dates for awards under those plans fpeabds, consistent with the methodology
of SFAS 123, the Company’s net income (loss) ardmeeme (loss) per share available to common $toldlers for the years ended December
31, 2004, 2003 and 2002, would approximate thefgmma amounts as follows (in thousands, excepspare amounts):

Year Ended December 31,

2004 2003 2002
Net income (loss), as report $ 47,18¢ $(26,27°) $ 44,61¢
Add: Stock-based employee compensation expensgdietlin reported net
income (loss), net of related tax effe 9,20( 3,45¢ 87¢
Deduct: Total stoc-based compensation expense determined under tt
value-based method for all awards, net of related tascts$ (13,960 (18,67)) (19,197
Net income (loss), pro forrr $ 42,42¢ $(41,49) $ 26,30¢
Net income (loss) per shal
Basic—as reportet $ 0.9: $ (0.5)) $ 0.8¢€
Basi—pro forma 0.84 (0.8)) 0.5C
Diluted—as reporter 0.92 (0.51) 0.8t
Diluted—pro forma 0.8¢ (0.81) 0.5C

The Company did not grant any stock option awardsgd 2004. For the years ended December 31, 2002802, the fair value of sto
option awards were estimated on the date of grsinguhe Black-Scholes option-pricing model, witle following weighted-average
assumptions, respectively: rifiee interest rates of 2.8% and 3.6%; dividenddy@lzero percent for both years; expected lives.bfyears ar
5.6 years; and volatility of 60.0% for both years.

Comprehensive Income (Loss).The components of comprehensive income (lass)edlected in the accompanying Consolidated
Statements of Stockholderguity. Foreign currency translation adjustmentsrast generally adjusted for income taxes as thiye primarily
to indefinite investments in non-U.S. subsidiaries.

Reclassification. Certain December 31, 2003 and 2002 amounts lbeee reclassified to conform to the December 8042
presentation.

Accounting Pronouncements Issued But Not Yet Bftect In December 2004, the FASB issued SFAS No.(l&3sed 2004), “Share-
Based Payment” (“SFAS 123R”). This statement isvésion of SFAS 123, and supersedes APB 25 andlaged implementation guidance.
SFAS 123R establishes standards for transactiongiich an entity exchanges its equity instrumeatggbods or services. It also addresses
transactions in which an entity incurs liabilitiesexchange for goods or services that are basedeofair value of the entity’s equity
instruments or that may be settled by the issuahtf®ose equity instruments.

The Company expects to adopt SFAS 123R effectilyel] 2005 (the “Effective Date”) using the moddigrospective method of
transition. Under the modified prospective applmat SFAS 123R will apply to new
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awards and to awards modified, repurchased, oretladcafter the Effective Date. Additionally, cormsation cost for the portion of awards for
which the requisite service has not been rendératdare outstanding as of the Effective Date dfwlecognized as the requisite service is
rendered on or after the Effective Date. The corspgon cost for that portion of awards shall besblasn the grant-date fair value of those
awards as calculated for either recognition orfprma disclosures under SFAS 123. The Company dotexpect the adoption of SFAS 123R
to have a significant impact to its Consolidateddaficial Statements.

3. Business Acquisitions

The Company follows the provisions of SFAS No. I“Blysiness Combinations” in accounting for acqinsis. The Company did not
have any material business acquisitions in 20Q008. During 2002, the Company acquired the Kenasirigss, the ICMS Business and the
Davinci Business.

Kenan Business Acquisition On February 28, 2002, the Company acquiredbilieg and customer care assets of Lucent Teaygies
Inc. (“Lucent”) for $250.9 million in cash, plus #5million in acquisition costs. Lucent’s billingnd customer care business consisted primarily
of: (i) software products and related maintenamzk@nsulting services acquired by Lucent whemiithbased Kenan Systems Corporation in
February 1999; (ii) BILLDATS Data Manager mediatieoftware; and (iii) elements of Lucent’s clienpport, product support, and sales and
marketing organizations (collectively, the “Kenandhess”). The Kenan Business is a global prowideonvergent billing and customer care
software and services that enable telecommunicaservice providers to bill their customers forséixig and next-generation services,
including mobile, Internet, wireline telephony, takelevision, and satellite. A significant percage of the Kenan Business revenues are
generated outside the U.S. The Company purchasddehan Business as a means to expand the markétitsgoroducts and services
internationally.

ICMS Business Acquisition. On August 30, 2002, the Company acquired aentaellectual property and client contracts asasieal witt
IBM’s Integrated Customer Management System (“ICM&Jistomer care and billing solution for $10.4 foillin cash, plus $0.4 million in
acquisition costs. The ICMS platform is a staddRe solution that offers customer care, provisignrating and billing and is based on the |
eServer iSeries system. The Company acquired I@Mi&ctease its client base and further enhangmitsolio of solutions in support of the
Company'’s international growth strategy.

Davinci Business Acquisition. On December 20, 2002, the Company acquired 18f0%e common stock of Davinci Technologies Inc.
(“Davinci"), a Toronto, Canada-based company, @2%nillion in cash, plus $0.1 million in acquisiti costs. The acquisition of Davinci gave
the Company ownership of Davinci’'s m-Catsolution (subsequently re-named CSGotal Care) which has been integrated with the
Company’s Kenan Business product suite to enhdaaagistomer self-care and electronic bill presentraed payment features. In addition to
the cash paid at closing, the Davinci purchaseesmeat included contingent purchase provisions,ighog the sellers of Davinci the
opportunity to receive additional purchase priceants in 2003 through 2006. In 2003, the Comparmyusd a contingent purchase price
amount of $0.8 million. In 2004, the contingentghase price amount was not material. During 20@b2806, the sellers of Davinci are
eligible to receive contingent purchase price anohup to $1.8 million. The contingent purchasegamounts are being recorded as
additional purchase price when the events assdoieth the contingencies occur.
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Summary of Purchase Price Allocations.The following table summarizes the estimatédvalues of the acquired assets and assumed
liabilities at the date of acquisition for the abawmentioned businesses (in thousands):

Kenan ICMS Davinci
Current assets (primarily accounts receiva $ 62,70( $ — $ 80C
Fixed assets (primarily computer equipment andellealsl improvements 9,00( — 20C
In-process purchased research and develop 19,30( — —
Acquired client contract 6,00( — —
Acquired software and technolo 46,60( 5,70C 2,55(C
Goodwill 195,30( 7,10( —
Total assets acquire 338,90( 12,80( 3,55(
Current liabilities (74,900 (2,000 (300
Non-current liabilities (8,000 — —
Total liabilities assume (82,900 (2,000 (300)
Net assets acquire $256,00( $10,80( $3,25(

The Kenan Business in-process purchased reseaiate@elopment (“IPRD”) represented research anéldewment of software
technologies, which had not reached technologeasibility and had no alternative future use ahefacquisition date. IPRD was expensed as
of the close of the acquisition and consisted ofqats related to significant enhancements to ieggiroducts, as well as the development of
new products. The Company estimated the fair vafuke Kenan Business IPRD projects, on a projgegmioject basis, using an income
approach. The risk-adjusted discount rates us#usrestimation process ranged from 25% to 35%ofA3ecember 31, 2004, all of the IPRD
projects had been completed.

The Kenan Business acquired client contracts intdmgsset represented the estimated value oftda@ntracts that existed at the date of
the Kenan Business acquisition, and was amortinea straight-line basis over the twelve months drfeebruary 28, 2003. The Kenan
Business acquired software and technology intaagibtets represented the estimated value of & phimary developed technology prodt
of the Kenan Business, and are being amortizedstragght-line basis over sixty months.

Approximately 25% of the Kenan Business goodwill baen allocated to foreign tax jurisdictions whweCompany will not receive a
local income tax benefit. However, the Company meafize an income tax benefit under U.S. tax laith vespect to the foreign allocated
goodwill. The Company has assigned 100% of the gibbsulting from the 2002 acquisitions to the &Bivision operating segment.

The Kenan Business liabilities assumed consistiedapily of deferred revenue related to assumedicembligations, employee-related
liabilities (e.g., accrued vacation and involuntaeyerance of Kenan Business employees terminat@ediately upon closing of the
acquisition), and a liability related to the co&s a present value basis) of abandoning certainnasd facility leases. The deferred revenue
amounts represented the estimated fair value afltligations the Company assumed at the acquigitide to complete professional services
contracts and software maintenance contracts. diferwvard of the liability for the abandonmentadrtain assumed facility leases from the
acquisition date through December 31, 2004 has beerined with the Company’s other facility abanaemt reserves in Note 8.

Kenan Business Acquisition-Related Expenseln conjunction with the Kenan Business acqigisitduring 2002, the Company incurred
$30.0 million of direct and incremental acquisitiaated expenses, consisting
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primarily of: (i) inprocess research and development of $19.3 mil{igrintegration costs (e.g., legal, accounting, eof $4.4 million; and (iii

employee-related costs (primarily existing CSG ameé redundancy costs) of $3.9 million. The Compaompleted the integration of the
Kenan Business in 2002, and therefore, there wegmilar expenses in later periods.

Unaudited Pro Forma Information. The results of operations for the Kenan Businthe ICMS business and the Davinci business are
included in the accompanying Consolidated Statesnein®perations for the periods subsequent to thepective acquisition dates. Pro forma
information on the Company’s results of operatiforghe year ended December 31, 2002, assumingdipaisition of the Kenan Business had
been completed as of the beginning of 2002, isgmtesl in the table below (in thousands, exceppéorshare amounts).

Year Ended
December 31

2002

(Unaudited)

Total revenue $ 638,79¢
Net income 61,52’
Diluted net income per common she
Net income available to common stockholc $ 1.17
Weightec-average common shar 52,52t

The unaudited pro forma information is not necelsamdicative of the results of operations had Kenan Business acquisition actually
occurred at the beginning of 2002, nor is it neaglsindicative of future results. Pro forma infieation on the Compangresults of operatiot
for the year ended December 31, 2002, to reflect@MS Business and Davinci Business acquisitiasot presented as the results of
operations during the period related to these legsies were not material to the Company’s resultpefations.

4. Comcast Arbitration

Arbitration Resolution. During 2002 and 2003, the Company was involmedarious legal proceedings with its largest dli€@@omcast
Corporation (“Comcast”), consisting principally abitration proceedings related to the Comcast &te&tibscriber Agreement. In October
2003, the Company received the final ruling in dhnigitration proceedings. The Comcast arbitratidimguncluded an award of $119.6 million
to be paid by the Company to Comcast. The awardoassd on the arbitrator’s determination that tben@any had violated the most favored
nations (“MFN”) clause of the Comcast Master SuiliscrAgreement. The Company recorded the full inhjfiaen the arbitration ruling in the
third quarter of 2003 as a charge to the Broadlizinidion’s revenues. As specified in the arbitratioilling, the $119.6 million was segregated
such that $105.7 million was attributable to pesipdior to July 1, 2003, and $13.9 million wasihtttable to the third quarter of 2003. Of the
$13.9 million attributable to the third quarter2if03, $13.5 million was attributed to processingereies, and $0.4 million was attributed to
maintenance revenues. In the fourth quarter of 20@3Company paid approximately $95 million of ghbitration award to Comcast, and in
January 2004, the Company paid the remaining podfdghe arbitration award of approximately $25lioil. In addition to the arbitration
award, the Company paid to Comcast interest of fiillion.

Signing of New Comcast Contract.In March 2004, the Company signed a new cohtwith Comcast (the “Comcast Contract”). The
Comcast Contract superseded the former ComcaseMasbscriber Agreement that was set to expireeaénd of 2012. Under the new
agreement, the Company expects to continue to su@poncast’s video and higpeed Internet customers at least through Dece8ih&008
The pricing inherent in the Comcast Contract wassistent with that of the arbitration ruling in ©ber 2003.

72



Table of Contents

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

The Comcast Contract includes annual financial mimms for 2004, 2005 and 2006 of $85 million, $7%8iam and $60 million,
respectively (total of $220 million). In additiotihe Comcast Contract eliminated the exclusive rigatCompany had under its previous
contract with Comcast to provide customer carelalidg services for the entire 13 million AT&T Baalband customer base (acquired by
Comcast in November 2002). Although the eliminatddthe Company’s exclusive rights to process tleestomers increases the risk of
customer deconversions from the Company’s systaoh 8sk is mitigated to a certain degree by theuanhfinancial minimums.

Impact of Comcast Contract on Client Contracts hgidle Asset. The Company has a lofiged client contracts intangible asset rel:
to its Comcast Contract that has a net carryingevak of December 31, 2004 of approximately $45anilDuring the first quarter of 2004, t
Company evaluated the carrying value of this inialegasset in light of the net cash flows expedtede generated from the Comcast Contract,
and concluded that there was no impairment toabéet as a result of the new Comcast Contractvilote have occurred or additional facts
have become available since that evaluation wédsnpeed that would cause the Company to changé$tsquarter of 2004 conclusion.
However, as a result of the shortened term of i@€ast Contract, effective in March 2004, the Comyp&as required to accelerate the
amortization of this intangible asset. Total anmation related to the Comcast Contract for 200032@nd 2002 was $10.5 million $5.7
million, and $5.6 million, respectively. The amasiion of the client contracts intangible asseetorded as a reduction in processing revel
as opposed to amortization expense, in the accoymgp@onsolidated Statements of Operations.

5. Segment Reporting and Significant Concentradins

Overview. Segment information has been prepared in aaocelwith SFAS No. 13"Disclosures About Segments of an Enterp
and Related Information” (“SFAS 131"). SFAS 131uigs disclosures of selected information aboutatpey segments and related
disclosures about products and services, geograpbés, and major customers. SFAS 131 requiresitipgisegments to be determined based
on the way management organizes a company for pespaf making operating decisions and assessifigrpemnce. Based on the guideline:
SFAS 131, the Company determined that through epr28, 2002, it had one reportable segment: custaare and billing solutions for the
worldwide converging communications markets. With acquisition of the Kenan Business on Februar®@82 (see Note 3), the Company
has organized its business into two operating satgnthe Broadband Division and the GSS Division.

The accounting policies for each operating segraenthe same as those described in the summaignificant accounting policies in
Note 2 above

Broadband Division. The Broadband Division consists principallytioé historical processing operations and relat@svace products
of the Company. Products and services from the draad Division made up approximately two-thirdshef Company’s total revenues in
2004, 2003 and 2002. The Broadband Division geasratsubstantial percentage of its revenues bydingvcustomer care and billing servic
to the U.S. and Canadian cable television andlgatieldustries through its core service bureawcpssing product, CCS. The Broadband
Division sells its software products (e.g., ACSRyMforce Express, etc.) and professional servicegipally to its existing base of processing
clients to: (i) enhance the core functionality tsfservice bureau processing application; (ii)éase the efficiency and productivity of the
clients’ operations; and (iii) allow clients to eétively roll out new products and services to @ existing markets, such as high-speed
data/ISP, IP markets, and residential telephony.

The Broadband Division’s full suite of processiegftware, and professional services allows cliemtsutomate their customer care and
billing functions. These functions include: (i) gt and activation of customer
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accounts; (ii) sales support; (iii) order procegsifiv) invoice calculation; (v) production and rirag of invoices; (vi) management reporting;
(vii) electronic presentment and payment of invejand (viii) deployment and management of then€kfield technicians.

The impact of the Comcast arbitration award disedss Note 4 is reflected within the Broadband Bien.

GSS Division. The GSS Division consists of the Company’sdtalone software products and related services;iwiincipally
includes the Kenan Business, and to a much leggged, the acquired ICMS, Davinci, and plaNet kesges. Products and services from the
GSS Division made up approximately one-third of @@npany’s total revenues in 2004, 2003 and 2062.majority of the Kenan Business
revenues are generated from international opesatidpproximately 77%, 78% and 79% of the GSS Dari& revenues were generated out
the U.S in 2004, 2003 and 2002, respectively.

The GSS Division is a global provider of convergeifitng and customer care software and servicasehables telecommunications
service providers to bill their customers for exigtand next-generation services, including mobiiggrnet, wireline, cable television, and
satellite. The GSS Divisioa’revenues consist of software license and maintenfees, and various professional and consuléngces relate:
to its software products (principally implementatigervices) The GSS Division’s primary product offerings inctudi) the Kenan Business
software product suite, a core convergent billitagfprm, and its key components and modules, whiclude, among others, billing
mediation, threshold servers, real-time rating engines, regesaftlement solutions and pre-paid/puasid convergent billing solutions, aimec
helping telecommunication service providers marthge operations more effectively and efficientiyid (i) professional services. The GSS
Division’s professional services organizations jdeva variety of consulting services, such as pecoamplementation and customization,
business consulting, project management, and tigsgrvices.

Segment Results. Management evaluates the performance of theatipg segments based on total revenues and cotitribmargin.
Contribution margin is defined as segment operat@vgnues less segment operating expenses. Thezenwenaterial inter-segment revenues
for the periods presented below. Certain operaigenses managed at the corporate level (prinfadiiities and other infrastructure support
costs, stock-based compensation and managemergds)nwhich can be attributed to the operating sedgnare allocated as an indirect
expense charge to the operating segments. Any g@staged at the corporate level (e.g., marketegal| accounting, etc.), which are not
attributable to the operating segments, are refteas corporate overhead costs. The Kenan Busaogsssition-related expenses and
restructuring charges are excluded from segmemnttipg expenses. The Company does not allocatetatibelow the operating level to its
reported operating segments. Management's reviesegfent operating expenses focuses primarily efuthctional expenses (e.g., wages,
employee benefits, data processing costs, etcditiadally, the Company does not allocate spediffe@entifiable assets (or capital additions
thereto) to its operating segments, or manage thesets by segments.
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Processing revenu
Software revenue
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Professional services revent

Total revenue
Segment operating expenses
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Depreciatior
Amortization (2)
Stock-based compensati

Total

Processing revenues (
Software revenue
Maintenance revenues (
Professional services revent
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The Company’s operating segment information anga@te overhead costs are presented below (indnds}:

Year Ended December 31, 200

Charge for arbitration ruling attributable to peis

prior to July 1, 2003 (3

Total revenues, nt
Segment operating expenses

Contribution margin (loss) (1
Contribution margin (loss) percenta

Certain no-cash expense
Depreciatior
Amortization (2)
Stoclk-based compensatic

Total

Broadband
GSS
Division Division Corporate Total
$324,39° $ 2,697 $ — $327,09:
4,09 30,821 — 34,91t
18,91: 78,73¢ — 97,64
1,04( 69,05( — 70,09(
348,44 181,30: — 529,74¢
206,87: 173,73¢ 61,09t 441,70¢
$141,57: $ 7,56¢ $(61,09Y) $ 88,04
40.€% 4.2% N/A 16.6%
$ 6,75¢ $ 4,61¢ $ 3,71« $ 15,09:
11,407 14,177 — 25,58¢
4,347 3,181 7,35¢ 14,88¢
$ 22,51 $ 21,97¢ $ 11,072 $ 55,56:
Year Ended December 31, 200
Broadband GSS
Division Division Corporate Total
$ 338,93t $ 3,44¢ $ — $ 342,38!
5,141 36,29( — 41,43
18,75¢ 74,80¢ — 93,56¢
1,55(C 66,40¢ — 67,95¢
364,38: 180,95° — 545,33¢
(105,679 — — (105,679
258,70: 180,95° — 439,66(
211,10: 190,16¢ 66,10: 467,37
$ 47,60( $ (9,209 $(66,107) $ (27,71)
18.4% (5.1%) N/A (6.2%)
$ 8,98¢ $ 4,70t $ 3,68¢ $ 17,37¢
7,19¢ 14,66¢ — 21,86:
31¢€ 222 5,01¢ 5,55¢
$ 16,50( $ 19,59t $ 8,70¢ $ 44,79¢
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Year Ended December 31, 200

Broadband
GSS
Division Division Corporate Total
Processing revenu $372,42¢ $ 607 $ — $373,03¢
Software revenue 24,23 44,14 — 68,37¢
Maintenance revenut 20,27« 68,80! — 89,07t
Professional services revent 2,26’ 78,18! — 80,44t
Total revenue 419,20( 191,73: — 610,93:
Segment operating expenses 212,08 203,80¢ 51,20! 467,09°
Contribution margin (loss) (! $207,11: $(12,077%) $(51,20)) $143,83!
Contribution margin (loss) percenta 49.2% (6.2%) N/A 23.5%
Certain no-cash expense
Depreciatior $ 10,92¢ $ 2,431 $ 5,48 $ 18,83¢
Amortization (2) 6,46t 13,56: — 20,02¢
Stock-based compensati — — 1,41: 1,41z
Total $ 17,39: $ 15,99/ $ 6,89¢ $ 40,28(

(1) The Compan’'s segment operating expenses and contribution méagis), determined in accordance with GAAP, edelu(i)
restructuring charges of: $2.7 million, $11.9 moitliand $12.7 million, respectively, for the yeanded December 31, 2004, 2003 and
2002; and (ii) Kenan Business acquisi-related expenses of $30.0 million for the year endecember 31, 200

(2) Amortization of investments in client contractsated to incentives provided to new or existingraeto convert and process their
customers on the Broadband Division’s customer aatkbilling systems of $11.4 million, $6.4 milliamd $6.2 million, respectively, for
the years ended December 31, 2004, 2003 and 286X den reflected as a reduction in processingedatdd services revenues in the
segment information presented above and in thenaganying Consolidated Statements of Operati

(3) The Company recorded the impact from the Comcadtration ruling in the third quarter ended Septem®0, 2003 as a charge to
revenue. Based on the arbitrator’s ruling, the $8 1Sillion award was segregated such that $105llfomivas attributable to periods
prior to July 1, 2003, and $13.9 million was atiitiétble to the third quarter of 2003. Of the $13iBion attributable to the third quarter
2003, $13.5 million was attributed to processingeraies, and $0.4 million was attributed to maimeeaevenue:

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

Year Ended December 31

2004 2003 2002
Segment contribution margin (los $ 88,04 $(27,71)  $143,83!
Restructuring charge (2,699 (11,850 (12,72
Kenan Business acquisiti-related expense — — (29,95))
Operating income (lost 85,34 (39,56)) 101,15
Interest expens (10,339 (14,717 (14,039
Write-off of deferred financing cos (6,56¢) — —

Interest income and oth 762 5,81¢ 42C
Income (loss) before income tax $ 69,20¢ $(48,46() $ 87,54«
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Restructuring charges related to each reportalgimsat is as follows (in thousands):

Year Ended December 31

2004 2003 2002
Broadband divisiol $ 241 $ 2114 $ 1,881
GSS divisior 1,40 9,47¢ 10,46¢
Corporate 1,05(C 26C 37t
Total restructuring charge $2,69¢ $11,85( $12,72:

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

Year Ended December 31

2004 2003 2002

Total Revenues:
North America (principally the U.S $390,64: $300,08' $459,22:
Europe, Middle East and Africa (principally Eurog 83,30¢ 85,251 79,21«
Asia Pacific 34,16 31,03t 40,51(
Central and South Americ 21,63 23,28 31,98¢
Total revenue $529,74¢  $439,66( $610,93:

For revenues generated outside North America, mglescountry accounts for more than 5% of the Caomjsatotal revenues.

As of December 31,

2004 2003

Long-lived Assets (excludes intangible asset:
North America (principally the U.S $29,02: $33,23¢
Europe, Middle East and Africa (principally Euro| 4,05¢€ 3,611
All other 1,39¢ 1,37
Total lon¢-lived asset: $34,47¢  $38,21¢

Significant Clients The Company’s two largest clients are ComaasdtEchostar. See Note 4 for additional discussidhe
Company'’s business relationship and contract widm€ast. During the years ended December 31, 2Q0&, 2nd 2002: (i) revenues from
Comcast represented approximately 16%, 26%, and B¥bectively, of total revenues; and (ii) revenfrem Echostar Communications
Corporation (“Echostar”) represented approximafelfo, 15%, and 11%, respectively, of total revenues.

The Company expects to continue to generate afisigni percentage of its future revenues from Cahaad Echostar. There are
inherent risks whenever a large percentage of tetenues is concentrated with a limited numbealiehts. One such risk is that, should
Comcast or Echostar: (i) terminate or fail to rertheir contracts with the Company, in whole or artffor any reason; or (i) significantly
reduce the number of customers processed on th@&uis system, it could have a material adversecefin the Company'’s financial
condition and results of operations (including flllssimpairment, or significant acceleration of #raortization of the Comcast client contre
intangible asset).

As of December 31, 2004 and 2003, net billed actoreteivable balances attributable to: (i) Comusasst approximately 17% and 18%,
respectively; and (ii) Echostar was approximate&oland 13%, respectively.
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6. Long-Lived Assets
Property and Equipmen

Property and equipment at December 31 corsfigte following (in thousands

Useful Lives
(years) 2004 2003

Computer equipmet 3 $ 44,13: $ 52,48
Leasehold improvemen 5-10 18,73( 16,73:
Operating equipmet 35 43,197 42,75
Furniture and equipme! 8 14,32« 15,10¢
Capital projects in proce: — 1,16( 67t
121,54 127,74

Les—accumulated depreciatic (87,069 (89,529
Property and equipment, r $ 34,47¢ $ 38,21¢

The Company does not have any intangible assttsndefinite lives other than goodwill. The ¢iges in the carrying

Consolidatec

$ 220,06
(2,499
1,621

219,19¢
(1,509)
65E

Goodwill.
amount of goodwill by operating segment for thergeanded December 31, 2004 and 2003 are as fo{lowlsousands):
Broadband
GSS
Division Division
Balance as of January 1, 2C $ 628 $219,44:.
Adjustment to Kenan Business acquired assets anniresi liabilities — (2,497
Effects of changes in foreign currency exchangesrand othe — 1,62
Balance as of December 31, 2( 623 218,57¢
Adjustment to Kenan Business acquired assets annresl liabilities — (1,509
Effects of changes in foreign currency exchangesrand othe — 65E
Balance as of December 31, 2( $ 622 $217,72:

$ 218,34t

Other Intangible Assets. The Company'’s intangible assets subject to &radion consist of client contracts and softwaks.of

December 31, the carrying values of these assets agefollows (in thousands):

2004 2003
Gross Gross
Carrying Accumulated Net Carrying Accumulated Net
Amount Amortization Amount Amount Amortization Amount
Client contract: $113,090 $ (62,899 $50,197 $109,10¢ $ (50,97 $58,13¢
Software 101,78: (77,086 24,69t 100,73 (62,959 37,78(
Total $214,87t $ (139,98) $74,89: $209,84t $ (113,93) $95,91¢

Client contracts consist of: (i) investments irenli contracts; and (ii) acquired client contrabtgestments in client contracts are
principally incentives provided to new or existiclients to convert and process their customerherCompany’s customer care and billing

systems. Investments in client contracts relatedi¢mt
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incentives are amortized ratably over the livethefrespective contracts, which have terminatidesithat range from 2008 through 2013. As
of December 31, 2004 and 2003, the Company hadvastment in client contracts related to clieneimtves, net of accumulated amortizat
of $46.9 million and $57.4 million, respectivelyh& amortization of the investments in client coctsaelated to client incentives is reflectec
a reduction in processing and related serviceswe®in the accompanying Consolidated Statemer@pefations, and for the years ended
December 31, 2004, 2003, and 2002 was $11.4 mi6rt million, and $6.2 million, respectively.

Investments in client contracts also include diegad incremental costs that the Company has cagitilusing the guidance in SFAS No.
91, “Accounting for Nonrefundable Fees and Costso&gted With Originating or Acquiring Loans andtild Direct Costs of Leases” (“SFAS
91"), related to revenue arrangements where thepaagnhas deferred fees to convert or set-up atiestomers onto the Company’s service
bureau customer care and billing applications. $twent in client contracts related to the defesfalonversion/set-up services costs are
amortized proportionately and over the same patiatithe deferred conversion/sgi-services fees are recognized as revenue, amefkretec
in cost of processing and related services in titermpanying Consolidated Statements of Operatidssf December 31, 2004 and 2003, the
Company had an investment in client contractsedléd conversion/set-up services costs, net ofraatated amortization, of $3.3 million and
$0.7 million, respectively. The amortization of thgestment in client contracts related to the dafeof conversion/set-up services costs was
$0.2 million for the year ended December 31, 2004.

Acquired client contracts represent assets acquirtite Kenan Business acquisition, which were dired over their estimated useful
life of one year (fully amortized as of February, 2803). The amortization of acquired client cocitisds reflected in cost of software and
maintenance revenues in the accompanying Consedidgtatements of Operations, and for the yearsdeDdeember 31, 2003 and 2002, was
$1.1 million and $5.4 million, respectively.

The Company’s software intangible assets relatagnily to software and similar intellectual properights from various business
acquisitions, which are being amortized over thstimated useful lives ranging from three yeafévtoyears. The amortization of software is
reflected in cost of software and maintenance énatcompanying Consolidated Statements of Opestand for the years ended December
31, 2004, 2003, and 2002 was $14.0 million, $14illan, and $8.5 million, respectively.

The Company expended $59.0 million, $62.9 milliang $73.7 million, respectively, for internal sofine R&D projects in the years
ended December 31, 2004, 2003, and 2002. The Contppdmot capitalize any internal software R&D 0t the years ended December 31,
2004, 2003, or 2002 as the costs subject to caggitedn during these periods were not material. Thenpany did not have any capitalized
internal software R&D costs included in its Decem®&, 2004 or 2003 accompanying Consolidated Bal&teets.

The aggregate amortization for client contracts softivare for the years ended December 31, 20@8,2ihd 2002, was $25.6 million,
$21.9 million, and $20.1 million, respectively. Bdson the December 31, 2004 net carrying valubedd intangible assets, the estimated
amortization for each of the five succeeding figedrs ending December 31 will be: 2005—$25.7 arilli2006—$21.9 million; 2007—$13.7
million; 2008—$12.1 million; and 2009—$0.7 million.

Carrying Value of the GSS Division’s Intangible étss As of December 31, 2004, there was approxim&28 million in net
intangible assets (primarily software) and appratety $218 million of goodwill that was attributatto the GSS Division, which included the
assets from the Kenan Business, ICMS, Davinci,daNet acquisitions. Key drivers of the value assijto these acquisitions are the global
telecommunications industry
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client base and the software assets acquired. dhegp@ny performed its annual GSS Division goodwilpairment test as of July 31, 2004 and
July 31, 2003, and performed certain financial ysed of the GSS Division’s other long-lived intéblgiassets at those dates as well, and
concluded that no impairment of the GSS Divisiago®@dwill or other long-lived intangible assets lwmdurred at those dates. As of December
31, 2004, the Company concluded that no eventhamges in circumstances have occurred since JUBM®Y to warrant an impairment
assessment of the GSS Division’s goodwill and/beptong-lived intangible assets. If the currerdgreamic conditions within the global
telecommunications industry take longer to reca@ret/or grow at a pace slower than anticipated ta@€Company materially revises the GSS
Division financial projections for these or othersgible business reasons, it is reasonably podbilie review for impairment of the GSS
Division’s goodwill and/or related long-lived intgible assets in the future may indicate that tlessets are impaired, and the amount of
impairment could be substantial.

Carrying Value of Broadband Division’s Intangiblesgets. As of December 31, 2004, the Broadband Divi$iad intangible assets
related to client contracts with a net carryingueabf approximately $47 million. Of this amountpapximately $45 million relates to the
Comcast Contract. Refer to Note 4 for a discusefdhe Company’s impairment assessment of the Cstti@nt contracts intangible assets in
the first quarter of 2004.

7. Debt

The Company’s debt at December 31 consists ofdlh@fing (in thousands):

2004 2003

Senior subordinated convertible contingent debtisges, due June 15, 2024, interest at 2.t $230,000 $ —
2004 Revolving Credit Facility, due September 2006&rest at base rate or adjusted LIBOR, plusiegiple margir — —
2002 Credit Facility

Tranche A term credit facility, due February 20iferest at adjusted LIBOR plus 3.2t — 83,14:

Tranche B term credit facility, due February 20@8rest at adjusted LIBOR plus 3.5( — 145,78

$40 million revolving credit facility, due Februa®07, interest at adjusted LIBOR plus applicabégin — —

230,00( 228,92!
Lesscurrent portior — (45,139

Long-term debt, net of current maturiti $230,00(  $183,78t

Convertible Debt Securities. On June 2, 2004, the Company completed aningfef $230.0 million of 2.5% senior subordinated
convertible contingent debt securities due Jun€@84 (the “Convertible Debt Securitie$t) qualified buyers pursuant to Rule 144A under
Securities Act of 1933.

The Company used the proceeds from the Conveilibl# Securities, along with available cash, cashvedents and short-tem
investments, to: (i) repay the outstanding balafcg198.9 million and terminate its 2002 Credit #figc(including the revolving credit
facility); (ii) repurchase 2.1 million shares oktlCompany’s common stock for $40.0 million (mankete of $18.72 per share) from the initial
purchasers of the Convertible Debt Securities;(@ngay debt issuance costs of $7.2 million, dfieh $6.3 million consisted of underwriting
commissions.

The Convertible Debt Securities are unsecured, reliieted to any of the Company’s future senior dabtl senior to the Company’s
future junior subordinated debt. The ConvertibldD®ecurities, issued at a price of 100% of theirgipal amount, bear interest at a rate of
2.5% per annum, which is payable semiannually in
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arrears on June 15 and December 15 of each yeanneg on December 15, 2004. The Convertible [Bgaturities are callable by the
Company for cash, on or after June 20, 2011, atlamption price equal to 100% of the principal ami@i the Convertible Debt Securities,
plus accrued interest. The Convertible Debt Sdesritan be put back to the Company by the holdersash at June 15, 2011, 2016 and 2021,
or upon a change of control, at a repurchase pdcal to 100% of the principal amount of the Cotilsr Debt Securities, plus any accrued
interest.

Commencing with the six-month period beginning JuBg2011, the Company will pay contingent inteezgial to 0.25% of the average
trading price of the Convertible Debt Securitiesinig any six-month period if the average tradinggiof the Convertible Debt Securities for
the five consecutive trading days ending on themsaédrading day immediately preceding the first daghe six-month period equals 120% or
more of the principal amount of the Convertible D8bcurities.

The Convertible Debt Securities are convertible ilie Company’s common stock, under the specifoeiitions and settlement terms
outlined below, at an initial conversion rate of352 shares per $1,000 principal amount of CoiblerDebt Securities, which is equal to an
effective conversion price of $26.77 per share. ddreversion rate can be adjusted in the futuredotain events, to include stock dividends,
stock splits/reverse splits, the issuance of wasrempurchase Company stock at a price belowhe-turrent market price, cash dividends,
and certain purchases by the Company of its constaok pursuant to a tender offer or exchange offer.

Holders of the Convertible Debt Securities can eshtheir securities: (i) at any time the pricettd Company’s common stock trades
over $34.80 per share (130% of the $26.77 effectbresersion price) for a specified period of tirti§;at any time the trading price of the
Convertible Debt Securities fall below 98% of thvei@ge conversion value for the Convertible Delatuiges for a specified period of time;
(i) upon the Company exercising its right to redethe Convertible Debt Securities at any timeraftme 20, 2011; and (iv) at any time upon
the occurrence of specified corporate transactimnigiclude a change in control.

The Company originally had the right to settle @@vertible Debt Securities upon conversion bywaelhg Company common stock,
cash or any combination of Company common stockcassti. However, on December 15, 2004, pursuarg¢tidh 10.3(c) of the Indenture
relating to the Convertible Debt Securities, thenpany notified the trustee and holders of the Cdible Debt Securities that it was exercis
its irrevocable election to satisfy in cash 100%haf $230 million principal amount of the ConvelgilDebt Securities converted after the date
of the notification. After such election, the Compganay still satisfy its conversion obligation,tte extent it exceeds the principal amount, in
Company common stock, cash or any combination ofifgigmy common stock and cash. The Company maderévedable election to settle
cash 100% of the $230 million principal amountta Convertible Debt Securities in conjunction withadoption of EITF 048, which becam
effective during the fourth quarter of 2004. Seee\for additional discussion of this matter.

In conjunction with the issuance of the Convertibkbt Securities, the Company entered into a megish rights agreement with the
initial purchasers, in which the Company agreedijdile a shelf registration statement with thEGfor the benefit of the holders of the
Convertible Debt Securities within 90 days of tieenpletion of the Convertible Debt Securities offigri (i) use reasonable best efforts to ce
such registration statement to become effectivgrasiptly as possible, but in no event later thad d8ys from the completion of the
Convertible Debt Securities offering; and (iii) lgethe registration statement effective for a spediperiod of time. If the Company defaults on
the registration rights agreement, it will be reqdito pay additional interest at a rate of 0.2%¥gnnum on the principal amount of the
Convertible Debt Securities up to and including @6¢h day following such default, and additiondknest at a rate of 0.50% per annum on the
principal amount of the Convertible Debt Securifiesn and after the 9%day following such default. On July 16, 2004, the
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Company filed a shelf registration statement omi=8r3 with the SEC for the Convertible Debt Se@sitOn November 22, 2004, the Form S-
3 was declared effective by the SEC. As of Decer8tie2004, the Form S-3 remains effective.

The fair value of the Convertible Debt SecuritissodaDecember 31, 2004, based upon quoted marketspwas approximately $232
million. The contingent interest feature of the @ertible Debt Securities discussed above is considan embedded derivative that is required
to be bifurcated and accounted for as a freestgrdimnivative financial instrument. The fair valuetlis derivative financial instrument, as of
December 31, 2004, was $0.1 million.

2004 Revolving Credit Facility. On September 21, 2004, the Company enteredifit@-year, $100 million senior secured revolving
credit facility (the “2004 Revolving Credit Faciii) with a syndicate of U.S. financial institutiariBhe 2004 Revolving Credit Facility is
guaranteed by the capital stock of the Companyadiraf its existing and future domestic subsidiariand 65% of the capital stock of all the
Company'’s existing and future foreign subsidiarigse 2004 Revolving Credit Facility has a $40 roillisub-facility for standby and
commercial letter of credit and a $10 million sualeifity for same day advances provided solely l&/thS financial institution where the
Company maintains its cash deposits.

The 2004 Revolving Credit Facility requires mairgtece of certain financial ratios, including a leage ratio and an interest coverage
ratio. In addition, the 2004 Revolving Credit Fagisubjects the Company to certain limitationglinling: (i) the incurrence of certain
indebtedness and liens on Company property; @)etkecution of contracts that represent certaiddarental changes in the Company’s
business; (iii) the sale of Company property exaephhe ordinary course of business; (iv) the mglaf certain restricted payments, as defined
(to include cash dividends); and (v) the makingneEstments, as defined. As of December 31, 20@1Company was in compliance with the
financial ratio and other covenants of the 2004dRerng Credit Facility, and the entire $100 millioh the 2004 Revolving Credit Facility was
available to the Company.

The interest rate for borrowings under the 2004dRang Credit Facility, except for same day advands chosen at the option of the
Company and is based upon a base rate or adjul2€R rate, plus an applicable margin. The baserggigesents the higher of a floating
prime rate and a floating rate equal to 50 basistpdn excess of the Federal Funds Effective REte.interest rate for same day advances is
based upon base rate, plus an applicable margsmapplicable margins are dependent on the Comp#ewesage ratio, as defined, and range
from zero to 100 basis points for base rate loas125 to 225 basis points for LIBOR loans.

As of December 31, 2004, the Company had made mowimgs under the 2004 Revolving Credit Facilithe Company pays a
guarterly commitment fee on the unused portiorhef2004 Revolving Credit Facility. This rate is dadent on the Company’s leverage ratio
and ranges from 25 to 50 basis points per annunof Bgcember 31, 2004, the commitment fee rate3vas basis points per annum.

In conjunction with securing the 2004 Revolving dtd-acility, the Company incurred fees of $0.7lioil.

2002 Credit Facility. On February 28, 2002, CSG Systems, Inc., alydooined subsidiary of the Company, closed on a0$#@lion
senior secured credit facility (the “2002 CreditHity”) with a syndicate of banks, financial instiions and other entities (the “Bank Group”).
The proceeds of the 2002 Credit Facility were uggdo fund the Kenan Business acquisition; (ymcquisition-related fees and expenses;
(iii) payoff existing indebtedness; and (iv) proeifinancing for general corporate purposes. Orclibging date, the 2002 Credit Facility
consisted of a $100 million, five-year revolvingdit facility (the “Revolver”), a $125 million, fe~year Tranche A Term Loan (“Tranche A”),
and a $175 million, six-year Tranche B Term Loafré&hche B”). Upon closing of the Kenan Businessuaition, the entire amounts of
Tranche A and Tranche B were
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drawn down. The 2002 Credit Facility was guarantggthe Company and each of the Company’s diredtirrairect domestic subsidiaries. In
conjunction with the closing of the 2002 Credit #iac the Company incurred financing costs totgli®10.4 million. As discussed above, in
June 2004, the Company used a portion of the pdscieem the Convertible Debt Securities to repay @mminate the 2002 Credit Facility. As
a result, the Company wrote-off unamortized detkfmgancing costs attributable to the 2002 Creditifty of $6.6 million during the second
quarter of 2004.

The interest rates for the Revolver and the twodnas of term loans of the 2002 Credit Facilityevelnosen at the option of the Comp
and were based on a base rate or adjusted LIB@Rplats an applicable margin. The base rate reptesgehe higher of the floating prime rate
for domestic commercial loans and a floating rafea¢ to 50 basis points in excess of the Fedenadl§ &ffective Rate. The Company had
historically selected LIBOR loans (as opposed teelrate loans) as the basis for determining iesést rates for its long-term debt. The
weightedaverage interest rates (adjusted LIBOR plus appkcemargin) on Tranche A and Tranche B in 2004ofigh the date of terminatiol
2003 and 2002 were 4.65%, 4.10% and 4.96%, respcti

The Company amended the 2002 Credit Facility ifn 203 and 2004 for various business reasons. dhgp&ny considered the impact
of these modifications in accordance with EITF $-Debtor’'s Accounting for a Modification or Exchge of Debt Instruments”, and
concluded that these amendments were not an eigimgent of debt as defined therein. The fees maat bn behalf of the Bank Group in
connection with obtaining these amendments, ta&ih2 million, were capitalized as deferred finagaosts.

For an eleven-day period in May 2002, the Compad/$b million outstanding against the Revolver.iBgi2004 (through the date of
termination) and 2003, the Company had no borrosvintgder the Revolver. The Company paid a commitrigenéqual to 0.50% per annum
the average daily unused portion of the Revolver.

Deferred Financing Costs. As of December 31, 2004, net deferred financiogts related to the Convertible Debt Securitiesev$6.6
million, and are being amortized to interest expethsough the first date the holders of the CoiilbierDebt Securities can be put back to the
Company by the holders (June 15, 2011), or appratdim seven years from the date of issuance. AxcEmber 31, 2004, net deferred
financing costs related to the 2004 Revolving GrEdcility were $0.7 million, and are being amatizo interest expense over the five-year
term of the credit agreement. The net deferrechfiimy costs are reflected in Other Assets in tlempanying Consolidated Balance Sheets.
Interest expense for the years ended Decembel084, 2003, and 2002 includes amortization of defefinancing costs of $1.7 million, $2.3
million, and $1.8 million, respectively. The weightaverage interest rate on the Company’s deboworgs, including amortization of
deferred financing costs and commitment fees ometelving credit facilities, for the years endeddember 31, 2004, 2003, and 2002 was
4.1%, 5.3%, and 5.9%, respectively.

8. Restructuring Charges

Cost Reduction Initiatives. Due to the economic decline in the global tefemunications industry and the uncertainty in thertg and
the extent of any economic turnaround within trauistry, beginning in the third quarter of 2002 aondtinuing through the third quarter of
2003, the Company implemented several cost redugtitiatives resulting in restructuring chargesalddition, in response to the expected
reduction in revenues resulting from the Comcdsitration ruling received in October 2003, the Camyp implemented a cost reduction
initiative in the fourth quarter of 2003. A summarfythe Company’s cost reduction initiatives thrbugecember 31, 2004 is as follows:

» During the third quarter of 2002, the cost redutiiutiative consisted of: (i) involuntary employsgminations from all areas of tl
Company of approximately 300 people (approximat€lys of the Company’s then current workforce); [{i)ited hiring of new
employees; (iii) a reduction of tt
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Company'’s facilities and infrastructure supporttspgcluding facility consolidations and abandomtseand (iv) reductions in costs
in several discretionary spending areas, sucteaeltand entertainment. Substantially all of theolantary employee terminations
were completed during the third quarter of 2002hwhe remainder completed during the fourth quat&002.

During the first quarter of 2003, the cost redutiiaitiative consisted of involuntary employee tarations of approximately 70
people (approximately 2% of the Company'’s thenentrivorkforce). All of these involuntary employeeminations were completed
by the end of the first quarter of 2003, and cdediprincipally of individuals within the GSS Diuis.

During the second and third quarters of 2003, thet reduction initiative consisted principally af/bluntary employee terminations
of approximately 60 people (approximately 2% of @@mpany’s then current workforce). All of thesgatuntary employee
terminations were completed by the end of the thudrter of 2003, and consisted principally of indisals within the GSS Divisior

During the fourth quarter of 2003, the cost redarcinitiative consisted of: (i) involuntary emplayeerminations from all areas of t
Company of approximately 130 people (approximab&y of the Company’s then current workforce), wiib greatest percentage of
these terminations occurring within the Broadbamddion; (ii) a reduction of costs related to cantaf the Company’s employee
compensation and fringe benefit programs, to ineladvage freeze; (iii) limited hiring of new empé®gs; (iv) movement of certain
product support and/or software research and dpredat functions to lower cost locales; and (v)aducdion in costs in several
discretionary spending areas. The fourth quart@068 cost reduction initiative was substantiaiynpleted in the first six months of
2004, with additional involuntary employee terminat of approximately 40 people (2% of the Comparlgen current workforce),
all occurring within the GSS Divisiol

During 2004, the Company abandoned a portion ofifatecurrent office facilities

Restructuring Charges. As a result of the cost reduction initiativesdribed above, during the years ended Decemb&084, 2003
and 2002, the Company recorded restructuring cBasfy$2.7 million, $11.9 million and $12.7 milliorespectively. The restructuring costs
have been reflected as a separate line item oactmmpanying Consolidated Statements of Operatidrescomponents of the restructuring
charges are as follows (in thousands):

Year Ended December 31,

2004 2003 2002
Involuntary employee terminatiol $1,75¢ $ 7,63C $ 5,81(
Facility abandonmen 94C 4,19¢ 6,891
All other — 25 14
Total restructuring charge $2,69¢ $11,85( $12,72:

The involuntary employee terminations componerthefrestructuring charges relates primarily to smvee payments and job placement
assistance for those terminated employees. Thigfyaatbandonments component of the restructurirey@és relates to office facilities that are
under long-term lease agreements that the Compasgltandoned. The facility abandonments chargguisl o the present value of the future
costs associated with those abandoned facilitetspfithe estimated proceeds from any signed namtalle sublease agreements and assumet
future sublease agreements. The Company has usmdtes to arrive at both the future costs of thenaloned facilities and the proceeds from
any assumed future sublease agreements.

84



Table of Contents

CSG SYSTEMS INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
Restructuring Reserves. The activity in the business restructuring rese for the years ended December 31, 2004, 2002002, to

include the liability the Company assumed in the&® Business acquisition related to the abandonofergrtain assumed facility leases (N
3) is as follows (in thousands):

R Facilities
Termination Abandonment Other
Benefits Total
January 1, 2002, balance —
$ — $ — $ $ —
Abandonment reserve established in the Ke —
Business acquisitio — 10,46¢ 10,46¢
Charged to expense during yi 5,81( 6,897 14 12,72]
Cash payment (5,570 (1,96%) (14) (7,557%)
Other —
— 17¢ 17¢

December 31, 2002, balan —
24C 15,57 15,81:
Charged to expense during yi 7,63( 4,19t 25 11,85(
Cash payment (5,752 (7,099 (25) (12,87))

Other —
— 447 447

December 31, 2003, balan —
2,11¢ 13,12 15,23¢

Charged to expense during yi —
1,75¢ 94C 2,69¢

Cash payments —
(3,815 (6,654 (10,469

Other —
— 24E 24E

December 31, 2004, balan —
$ 57 $ 7,652 $ $ 7,70¢

Of the $7.7 million business restructuring resdrakance as of December 31, 2004, $5.2 million wakided in current liabilities and
$2.5 million was included in non-current liabilsieAs of December 31, 2004 and 2003, the presdmé vd the estimated proceeds from any
sublease agreements used in the calculation dfubi@ess restructuring reserves was approximafeyndillion, of which approximately $5
million related to future sublease proceeds frogmad noncancelable sublease agreements.

9. Income Taxes

The Company accounts for income taxes in accordaitbethe asset and liability method. Tax provisi@and credits are recorded at
statutory rates for taxable items included in tbeompanying Consolidated Statements of Operatiegardless of the period for which such

items are reported for tax purposes. Deferred irectares are recognized for temporary differencésden financial statement and income tax
bases of assets and liabilities.

Income Tax Provision (Benefit). The components of net income (loss) beforerimetaxes are as follows (in thousands):

Year Ended December 31,

2004 2003 2002
Domestic $ 80,99. $(85,74¢)  $79,93¢
Foreign (11,78¢) 37,28¢ 7,61(

$69,20¢  $(48,46()  $87,54:
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The income tax provision (benefit) consists of filiwing (in thousands):

Year Ended December 31

2004 2003 2002
Current:

Federal $ 4,830 $(33,32) $33,64:
State 1,42¢ (2,935 6,141
Foreign (1,489  13,14¢ 3,96(
4,77¢ (23,11H 43,74¢

Deferred:
Federal 16,22; 9,17¢ (1,199
State 45 (2,704 (257)
Foreign 97€ (5,53¢) 62¢
17,24¢ 93z (822)
Total income tax provision (benef $22,02:  $(22,187) $42,92¢

The difference between the income tax provisioméfi€) computed at the statutory federal incomertdg and the financial statement
provision (benefit) for income taxes is summariasdollows (in thousands):

Year Ended December 31,

2004 2003 2002
Provision (benefit) at federal rate of 3¢ $24,22:  $(16,96.) $30,66:
State income taxes, net of federal img 957 (3,66%) 3,81t
Research and development cre: (761) (3,035 (1,187
Impact of foreign operatior (3,047) 2,774 8,64¢
Resolution of certain income tax contingencies iahated item: 338 (1,650 —
Stock-based compensati 65E — —
Other, ne (342) 354 981
Total income tax provision (benef $22,02:  $(22,187) $42,92¢

Income tax benefits associated with the Comparlyiltyato claim a tax deduction for stock-based @amsation awards in excess of the
book expense associated with those stock-basedeswaton awards are recorded as a reduction ton@daxes payable and as an increase to
additional paid-in capital. For the years endeddbaer 31, 2004, 2003 and 2002, the Company recedjmizome tax benefits related to stock-
based compensation awards of approximately $118®mikzero, and $0.4 million, respectively. Suchdme tax benefits are included in net
cash provided by operating activities in the accanying Consolidated Statements of Cash Flows.dtairtes where the Company’s book
expense associated with stock-based compensatmniswxceeds the tax deduction the Company ig@alolaim for those stock-based
compensation awards, additional income tax expenszognized. For the year ended December 31,,2084 . ompany recognized additional
income tax expense associated with stock-basedauwsation awards of $0.7 million.

The Company considers the undistributed earningeitéin foreign subsidiaries to be indefinitelinv@sted. Accordingly, no provision
for U.S. or additional foreign taxes has been mtesifor such undistributed earnings. As of Decen®ie2004, the undistributed earnings of
these foreign subsidiaries amounted to $10.5 milligpon distribution of these earnings in the farhdividends or otherwise, the Company
may be subject to U.S. income taxes and foreighhwitding taxes. It is impractical to estimate theome tax liability, if any, associated with
the repatriation of these earnings.
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The Company is required to estimate its incomdigdbility in each jurisdiction in which it operateshich includes both the U.S.
(including both federal and state income taxes)wantbus foreign jurisdictions. Various judgmentsliaestimates are required in evaluating the
Company'’s tax positions and determining the Comi{saprovisions for income taxes. During the ordinaogrse of business, there are certain
transactions and calculations for which the ultienatome tax determination is uncertain. In additthe Company may be subject to
examination of its income tax returns by variousdathorities, both domestically and internatiopalvhich could result in adverse outcomes.
For these reasons, the Company establishes regentag-related uncertainties based on estimdteghether additional taxes and interest may
be due. These reserves are adjusted based upagirgpéects and circumstances, such as the clogiagax audit or the expiration of a statute
of limitations. As of December 31, 2004, the Comphalieves it had adequate reserves to cover fiegNe to tax-related uncertainties.

Deferred Income Taxes. Deferred income taxes reflect the expectedzatibn of tax net operating loss (“NOL”) carryfoawds and the
net tax effects of temporary differences betweencdrrying amount of assets and liabilities foafinial reporting purposes and the amounts
used for income tax purposes. Net deferred incexassets as of December 31 are attributable tiollogving (in thousands):

2004 2003
Current deferred income tax assi
Accrued expenses and reser $ 533 $ 9,134
Noncurrent deferred income tax assets (liabiliti
Purchased research and developr 25,24: 30,48:
Software 6,56¢ 6,82¢
Client contracts and related intangib 7,94( 9,231
Noncompete agreemer 3,66¢ 4,347
Net operating loss carryforwar 11,09: 7,80¢
Property and equipme (3,887 (4,637
Contingent interes (3,21%) —
Stoclk-based compensatic 2,861 1,662
Goodwill (4,79Y) (2,53))
Other 2,30z 3,89t

47,77: 57,08:
Valuation allowanct (8,29%) (3,75€)

39,47¢ 53,321

Net deferred income tax ass $44,81:  $62,46

As of December 31, 2004, the Compangkt deferred income tax assets of $44.8 millienewelated primarily to its domestic operatit
The Company continues to believe that it is mdeelyi than not that sufficient taxable income will generated in the future to realize the
benefit of these net deferred income tax assets.

As of December 31, 2004, the Company has an aahféderal NOL carryforward of $6.0 million, whichliAbegin to expire in 2017 ar
can be utilized through 2022. This NOL carryforwardttributable to the pre-acquisition periodsnfacquired subsidiary. The utilization of
this NOL carryforward is limited pursuant to Seati®32 of the Internal Revenue Code of 1986, as deterin addition, as of December 31,
2004, the Company has: (i) state NOL carryforwanfd$114.4 million, which will expire beginning ir0®8 and ending in 2024; and (i) foreign
subsidiary NOL carryforwards of $7.4 million, whiglll expire beginning in 2009 and ending in 20A%.of December 31, 2004 and 2003, the
Company had established valuation allowances tagali
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$8.3 million and $3.7 million, respectively, atwiied to: (i) state NOL carryforwards ($3.2 milliand $2.5 million, respectively); and (ii)
deferred income tax assets of foreign subsidig#igsl million and $1.2 million, respectively).

As discussed in Note 7, the Company completed faming§ of Convertible Debt Securities in June 20Dde Convertible Debt Securities
are subject to special U.S. Treasury regulationggong contingent payment debt instruments. Thegalations allow the Company to take a
tax deduction for interest expense on its U.S. F@diecome tax return at a constant rate of 9.08@&bject to certain adjustments), compounded
semi-annually, which represents the estimated yieldomparable non-contingent, non-convertibleedixate debt instruments with terms and
conditions otherwise similar to the Convertible D8bcurities. This interest expense deductionéstgr than the interest expense reflected in
the Consolidated Statements of Operations. Thisnisidered a temporary difference, and thus doesnpact the Company’s overall effective
income tax rate. As a result, the Company will bding a deferred tax liability until the Convditie Debt Securities are settled. Upon
settlement, if the holders are able to achievexoeed the 9.09% target yield on the ConvertibletCBdzurities, the cumulative deferred tax
liability will be reclassified to stockholdersquity. If the holders are not able to achievexld®% target yield, the Company will be require:
pay the portion of the cumulative deferred taxiligbto the U.S. tax authorities (without interestpenalties) determined by comparing the
actual yield and the target yield, with the amaoafrthe cumulative deferred tax liability not paa@the U.S. tax authorities reclassified to
stockholders’ equity.

In 1997, the Company issued three million commoglstvarrants as part of the consideration for thestdr Subscriber Agreement and
the software technology assets purchased from EBleéOManagement Corporation. During 2000 and 20@&Lcommon stock warrants to
purchase the Company’s common stock were exerdiséle fourth quarter of 2003, the Company conetlidn the tax treatment of common
stock warrants. As a result, the Company recordgti7al million increase in deferred income tax tsseslated to client contracts, a $5.3
million reduction in income taxes payable, andraoréase of $22.4 million to additional paid-in ¢api

Other. As a result of the Company’s domestic NOL poaifor the year ended December 31, 2003, the Cagnpscorded an income
tax receivable of $35.1 million. As of December 3004, the income tax receivable balance relatédet@003 domestic NOL was $4.1
million.

The American Jobs Creation Act of 2004 (the “Jobg A enacted in October of 2004, includes a provisiorafo85% dividends receivt
deduction upon repatriation of certain dividendsrfrqualifying foreign subsidiaries. In additionetbobs Act created a qualified production
activities deduction of up to 9% of “qualified praetion activities income,” not to exceed certairetiholds established by the Jobs Act. The
deduction is phased in over a six-year period, thitheligible percentage increasing from 3% in 2{9% in 2010. The Company is currently
evaluating the impact, if any, of the Jobs Act reifffective tax rate in future periods. Althougitis evaluation has not yet been completed, the
Company does not expect the Jobs Act to have #isamt impact on the Company.

10. Sale of Adelphia Accounts Receivable

In June 2002, one of the Comp’s larger Broadband Division clients, Adelphia Conmications “Adelphic”), filed for bankruptcy
protection. At that time, the Company adjustealtswance for doubtful accounts and deferred reedralances for the estimated realizability
of Adelphia’s pre-bankruptcy accounts receivahiethie second quarter of 2004, the Company soldhowttrecourse, $8.0 million of Adelphia
pre-bankruptcy accounts receivable to an indepértted party for $6.3 million. The Company has @acted for the
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transfer of the pre-bankruptcy accounts receivabla “sale” using the guidance of SFAS No. 140 ctAmting for Transfers and Servicing of
Financial Assets” and has removed the accountsvedde from the accompanying Consolidated Balartuee® The Company has no
continuing involvement or retained interest in ttansferred accounts receivable, and as a resalbahkruptcy court order stipulating to the
amount of the préankruptcy accounts receivable, there is no rigk e account receivable will be put back to ten@any. The excess of
cash received over the net carrying value of tieehankruptcy accounts receivable at the date ef sathling $3.5 million, was recognized in
earnings in the accompanying Consolidated Statesvwdr®perations during the second quarter of 204, $1.3 million recorded as
processing revenues (primarily for services peramrior to the bankruptcy filing in June 2002) &2d2 million as a reduction of bad debt
expense.

11. 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 upS%2f their annual wages, subject to certain litiotes, as pretax, salary deferral
contributions. The Company makes certain matctang, at its discretion, service-based contributiorthe plan. The Comparg/matching an
service-related contributions for the years endeddinber 31, 2004, 2003, and 2002 were $4.2 mil8r2 million, and $9.9 million,
respectively. The Company also sponsors definettibation-type plans for certain of its non-U.S sbd employees. The Compasyoluntar
contributions to these plans for the years endezkBer 31, 2004, 2003, and 2002 were $1.5 mildar¥ million, and $1.2 million,
respectively.

Deferred Compensation Plan. The Company has a non-qualified deferred corsgtéon plan for certain key U.S.-based executives
which allows the participants to defer a portiorttafir annual compensation. The Company provid&s% matching contribution of the
participant’s deferral, up to a maximum contribataf $6,250 per year, plus a return on the defearmdunt balance attributable to the
individual participants. As of December 31, 2004 2003, the Company has recorded a liability f@s dbligation of $4.5 million and $3.5
million, respectively. The Company’s expense (bihtdr this plan for the years ended December28D4, 2003, and 2002 was $0.5 million,
$0.8 million, and $(0.2) million, respectively. Th&n is unfunded.

12. Commitments, Guarantees and Contingencies

Operating Leases. The Company leases certain office and prodadtoilities and other equipment under operatirggés that run
through 2015. The leases generally are renewabl@@vide for the payment of real estate taxescamthin other occupancy expenses. Future
aggregate minimum lease payments under these agnégfor the years ending December 31 are as fsil@@05—$21.7 million, 2006—
$16.3 million, 2007—$13.2 million, 2008—$11.4 nwlfi, 2009—%$9.1 million, and thereafter—$24.8 millidme total minimum lease
payments to be received in the future under sigroeatancelable subleases as of December 31, 2Gi)dd@4.2 million. Total rent expense for
the years ended December 31, 2004, 2003, and 289%%9.8 million, $24.3 million, and $29.0 milliaespectively.

Service Agreements. The Company’s Broadband Division outsourceSitst Data Corporation (“FDC”) the data processang related
computer services required for the operation gbiteessing services and certain related prodiibes CCS proprietary software is run in
FDC'’s facility to obtain the necessary mainframenpater capacity and other computer support servigg®ut making the substantial capital
and infrastructure investments that would be nesgdsr the Company to provide these servicesmatly. The Broadband Division’s clients
are connected to the FDC facility through a comtiameof private and commerciallgrovided networks. The Company also contracts widic
for computer floor space on which the Company naéist certain open systems hardware, used printargypport CCS related products and
internal administrative systems. In August 2008, @ompany extended its service agreement with Fbaligh June 30, 2008. The
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service agreement was previously scheduled to expidune 2005, and is cancelable only for caussdefined in the agreement. Under the
service agreement, the Company is charged a bageue a variable fee based on usage and/or amistd. The total amount paid under the
FDC service agreement for the years ended Dece®ih@004, 2003, and 2002 was $39.4 million, $37lRam, and $33.3 million,
respectively. The Company believes it could obthita processing and related computer servicesdiftamative sources, if necessary.

Executive Severance and RetiremenDuring the second and third quarters of 2084pectively, the Company’s President and Chief
Operating Officer and the President of the GSSdbivi ended their employment with the Company. ABetember 31, 2004, the Company
had $1.9 million of accrued employee compensatioitoConsolidated Balance Sheets related to tthegartures, of which $1.1 million will |
paid in 2005 and $0.8 million will be paid in 2006.

In December 2004, the Company announced that iér@han of the Board of Directors (the “ChairmanfideChief Executive Officer
was planning to retire on June 30, 2005, and tteQtompany had amended the Chairman and Chief Exedfficer's employment
agreement in conjunction with his planned retirembenconsideration for certain changes to the eyplent agreement and for post-
termination consulting services to be provided,@loenpany agreed to pay the Chairman and Chief ExecOfficer a total of $9.6 million,
$5.6 million which will be paid on January 2, 2082,0 million of which will be paid on July 1, 200&nd $2.0 million of which will be paid «
January 2, 2007. The Company will record expensk9di million related to this retirement packagerahe remaining service period, which
began in December 2004 and ends upon his retireomefiine 30, 2005. Approximately $0.5 million aktbxpense was recorded in the fourth
quarter of 2004, and approximately $8.5 millionlw# recorded in the first half of 2005. The rend&inof the expense will be recorded ovel
period from the retirement date through the fireJmpent date of January 2007.

Product Warranties. The Company generally warrants that its proglacid services will conform to published specifaag, or to
specifications provided in an individual clientamgement, as applicable. The typical warranty pes®0 days from delivery of the product or
service. The typical remedy for breach of warraatip correct or replace any defective deliverahte] if not possible or practical, the
Company will accept the return of the defectivawdghble and refund the amount paid to the Compentler the client arrangement that is
allocable to the defective deliverable. Historigathe Company has incurred minimal warranty castsl as a result, does not maintain a
warranty reserve.

Product Indemnifications. The Company’s software arrangements generatlyde a product indemnification provision thatlwil
indemnify and defend a client in actions broughdiast the client that claim the Company’s prodirtsnge upon a copyright, trade secret, or
valid patent. Historically, the Company has nouimed any significant costs related to product md#ication claims, and as a result, does not
maintain a reserve for such exposure.

Contingent Consideration. Contingent consideration represents an arraegeto provide additional consideration in a busine
combination to the seller if contractually spedfigonditions related to the acquired entity ardeactd. As of December 31, 2004, 2003 and
2002, the Davinci purchase agreement was the Coyhpanly arrangement that included contingent comatitn. See Note 3 for discussior
the contingent consideration related to Davinci.

Claims for Company Non-performance.The Company’s arrangements with its clientscgily cap the Company’liability for breach t
a specified amount of the direct damages incuryeithé client resulting from the breach. From tiroetitme, the Company’s arrangements may
also include provisions for possible liquidated daes or other financial remedies for non-perforreamcthe Company. As of December 31,
2004, the
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Company believes it had adequate reserves to dsvexposure as a result of the Company’s nonpaidace for past or current arrangements
with its clients.

Legal Proceedings. From time-tatime, the Company is involved in litigation relaito claims arising out of its operations in themal
course of business. In the opinion of the Compamasagement, the Company is not presently a pauwdyy material pending or threatened
legal proceedings.

13. Stockholders’ Equity

Stock Repurchase Program The Company has a stock repurchase prograomnowegd by the Board of Directors, authorizing the
Company to purchase shares of its common stock fimeto-time as market and business conditiongamar During the second quarter of
2004, the Compang’Board of Directors approved a five million shearerease in the number of shares the Company li®egréd to repurcha
under its stock repurchase program, bringing tted toumber of authorized shares to 15.0 million.

As of December 31, 2004, a summary of the shapmgchased under the program is as follows (in tands, except per share amounts):

200¢

2004 2002 2001 2000 1999 Total
Shares repurchas: 2,98 — 1,57: 3,02( 1,09( 65€ 9,32:
Total amount pai $52,89°7 —  $18,92( $109,46( $51,08¢ $20,24: $252,60°
Weightec-average price per she $17.7: — $120z $ 36.2¢ $46.87 $30.8 $ 27.1(

The shares repurchased under the program are held@s treasury shares. As of December 31, 2884ptal remaining number of
shares available for repurchase under the progotatet! 5.7 million shares.

Subsequent to December 31, 2004 through March),2he Company has repurchased an additionahilli8n shares of its common
stock under the program for $23.0 million (weightaerage price of $17.88 per share), bringing dted temaining number of shares available
for repurchase under the program to 4.4 milliorsfa

In addition to the above mentioned stock repurchadering 2004 and 2003, the Company repurchaséthan cancelled approximately
174,000 shares and 13,000 shares for $3.0 millon$.2 million, respectively, of common stock framexecutive officers and employees in
connection with minimum tax withholding requiremenésulting from the vesting of restricted stocklemthe Company’s stock incentive
plans.
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14. Equity Compensation Plans
Stock Incentive Plan:
Summary of Stock Incentive Ple.  As of December 31, 2004, the Company hasdtagk incentive plans, as summarized bel

Shares
Shares Available
Reserved For

Plan For Issuance Issuance
1995 Plar 514,00( 131,60(
1996 Plar 11,000,00 5,544,33!
1997 Director Plal 450,00( 37,90(
Total stockholder approve 11,964,00 5,713,83
2001 Plar 3,000,00! 524,22
Total 14,964,00 6,238,05

The shares available under the 1995 Plan and @®ie R&n have been reserved for issuance to eligiblgoyees and non-employee
directors of the Company in the form of stock opsioThe shares available under the 1996 Plan an201 Plan have been reserved for
issuance to eligible employees of the Companyérfelhm of stock options, stock appreciation rigpesformance unit awards, restricted stock
awards, or stock bonus awards. The Company addipeet®95 Plan, the 1996 Plan, and the 1997 Diréttor upon stockholder approval. The
2001 Plan was adopted without stockholder appr&tahres under the 2001 Plan may be granted torkplogees of the Company or its
subsidiaries who are not: (i) officers or directofshe Company; (ii) “covered employees” of then@mny for purposes of Section 162(m) of
the Internal Revenue Code; or (iii) persons sulifg&ection 16 of the Securities Exchange Act 419

Beginning in 2002, the Company implemented changés stockbased compensation programs designed to contirattréat and reta
employees. In particular, the Company has upondagaasions allowed employees to exchange stockraptiith exercise prices significantly
above the Company’s then-current stock price, dstricted stock awards. In addition, in 2003, tlkenPany began granting employees
restricted stock awards instead of stock optiomstitcted stock awards offer employees the oppiyttm earn shares of the Company’s
common stock over time, rather than stock optionshich employees earn the right to purchase stir€empany common stock at a set
price over time. Restricted stock awards are gélgageanted at no cost to the recipient. Becausthefgreater intrinsic value of the restricted
stock at the grant date when compared to stockptihe number of equity awards granted undercthigpensation methodology is less than
the number of equity awards granted when the psiraguity awards were stock options.

Restricted Stock The restricted stock shares typically vestuatig over three to four years. Unvested restricietk shares are
typically forfeited and cancelled upon terminatafremployment with the Company. Certain sharehefrestricted stock become fully vested
upon a change in control of the Company and cesfaémes have other acceleration of vesting pravésielated to death, retirement or
termination of the respective employee. There areestrictions on these shares other than the gasdgaime (i.e., the shares are released upor
calendar vesting with no further restrictions). &xtas discussed below, the Company issues newsstwarsus treasury shares) to fulfill the
restricted stock award grants.
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A summary of the restricted stock awards undebmpany’s stock incentive plans, and changes dihagears ending December 31,
are as follows:

Year Ended December 31,

2004 2003 2002
Awards granted, beginning of ye 2,348,56! 444,58 —
Awards grantel 10,00C 1,904,11' 444,58:
Awards forfeited/cancelle (269,16 (233 —
Awards granted, end of ye 2,089,40: 2,348,56! 444,58
Unvested awards at year € 1,340,11. 2,154,92. 444,58.

Awards in 2004, 2003 and 2002 were granted at weizhverage fair values of $17.60 per share, $28eBkhare and $11.96 per share,
respectively. Key restricted stock transactionsaaréollows:

Restricted Stock-for-Stock Option Exchanges

In August 2002, the Company cancelled options f472,000 shares of the Comp’s common stock held by key member:
management (primarily members of executive managénreexchange for 715,415 shares of restrictedkstof which 444,582 shares
were issued in August 2002 and the remaining 2BsBares were issued in January 2003. The cansttiel options in excess of the
number of shares of restricted stock granted, @69,585 shares, were returned to the pool of aizédishares available for future
awards. The Company issued 444,582 shares of tyestaiek to fulfill the restricted stock grantsAugust 2002, as opposed to issuing
new shares. The difference between the carryingevaf the shares of treasury stock issued of h#IBn (weighted-average price per
share of $31.11) and the amount of deferred emplogenpensation recorded of $5.3 million (weightedrage price per share of
$11.96), or $8.5 million, was recorded in 2002 asduction to accumulated earnings.

In December 2003, the Company completed a tendier f exchange certain outstanding stock optieid hy employees for
restricted stock. The Company accepted for exchandecancelled outstanding options to purchase7 385 shares of common stock,
and in exchange for such cancelled options, is§y@&t,119 shares of restricted stock. The cancsttezk options in excess of the
number of shares of restricted stock granted, 403216 shares, were returned to the pool of aizbshares available for future
awards. Senior executive officers of the Compard/rmon-employee Directors were not eligible to p#ptte in the exchange program.
The Company accounted for the exchange as a spihanodification and restricted stock grant unidher fair value method in
accordance with SFAS 123. At the time of the exgleatthe total deferred compensation related toekicted stock granted was $29.5
million (weighted-average price of $24.30 per sharféis equals the unamortized SFAS 123 deferradpemsation related to the stock
options, plus the fair value of the restricted ktimcexcess of the fair value of the stock optiershanged.

January 2003 Grant

In January 2003, the Company granted 480,000 sbérestricted stock at no cost to a key membenafagement, with 270,833
shares related to the stock options cancelled iquati2002, as discussed above. The Company is80c000 shares of treasury stock to
fulfill the restricted stock grants, as oppose@ssuing new shares. The difference between thgiogrvalue of the shares of treasury
stock issued of $14.9 million (weighted-average@per share of $31.11) and the amount of defemeldaccrued employee
compensation recorded of $3.7 million (price pearsiof $13.65), or $11.2 million, was recorded asdaction to accumulated earnings.
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2005 Grants

In January 2005, the Company granted 325,000 sbérestricted stock at no cost to key membersxetative management a
market value on date of grant of $17.48 per shEre.shares vest at various increments over twoupyears. Certain shares of the
restricted stock become fully vested upon a chamgentrol of the Company and certain shares hagelaration of vesting provisions
related to termination of employment. There aregastrictions on these shares other than the pasdaigee.

In February 2005, the Company granted approxim&@0,000 shares of restricted stock and approxisn&#®&000 stock option
to key members of management. The restricted staskgranted at no cost to the employees at a maaket on date of grant of $17.
per share. The stock options were granted withxancese price of $17.23 per share. The equity asvaest over four years and have no
restrictions placed upon them other than the passatime.

Stock Options. Stock options are granted with an exerciseepeipual to the fair value of the Company’s comntooksas of the date of
the grant. Generally, options granted under thegleest over four years and have a maximum tertrarojears. Certain stock options become
fully vested upon a change in control of the Conyp@nsummary of the stock options issued undeGbmpany’s stock incentive plans, and
changes during the years ending December 31, dodl@ss:

Year Ended December 31

2004 2003 2002
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise

Shares Price Shares Price Shares Price

Outstanding, beginning of ye 3,029,112 $ 17.3: 6,539,05¢ $ 29.0¢ 6,882,411 $ 34.0-
Granted — — 613,85( 10.0¢ 3,054,02. 25.1¢
Exercisec (559,989 10.2¢ (40,85() 8.6¢ (80,424 14.4¢
Forfeited/cancelle: (441,489 22.65  (4,082,93) 35.0¢ (3,316,94) 36.1¢
Outstanding, end of ye 2,027,65; $ 18.1: 3,029,12¢ $ 17.3¢ 6,539,05¢ $ 29.0¢
Options exercisable at year € 1,161,691 $ 21.4« 1,390,70! $ 20.5¢ 2,423,773 $ 27.4
Weighter-average fair value of options granted during ther N/A $ 5.6C $ 12.8:
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Options Outstanding Options Exercisable

Weighted

Average
Remaining Weighted Weighted
Contractual Average Average
Range Of Number Exercise Number Exercise

Exercise Prices Outstanding Life Price Exercisable Price

$ 0.6-$% 0.63 23,30( 0.€ $ 0.6: 23,30( $ 0.6:
$ 7.5(-$12.92 950,56( 7.1 10.8¢ 348,29 10.7:
$13.1(-$19.75 405,48¢ 6.8 14.4¢ 224,86: 15.0¢
$20.94-$25.75 333,77( 4.2 21.8¢ 302,92( 21.5]
$30.4:-$39.81 151,16¢ 6.1 35.8¢ 114,01¢ 36.2¢
$41.7:-$49.63 133,37t 5.7 47.0C 119,05: 46.9¢
$51.5¢-$59.50 30,00( 6.C 52.4( 29,25( 52.2%
$ 0.6:-$59.50 2,027,65! 6.3 $18.1: 1,161,69: $21.4¢

Modifications to Stock Based Awards.During the first quarter of 2004, the Compamgydified the terms of approximately 406,000
shares of unvested restricted stock, and 116,008sted stock options held by key members of managefmembers other than executive
management) to include a provision which allowsfédirvesting of the stock-based awards upon a gban control of the Company. Unless
such an event occurs, the stock-based awardsanitiraie to vest as set forth in the original teohthe agreements.

During the first quarter of 2005, the Company miedifthe terms of approximately 70,000 shares otated restricted stock, and 75,000
unvested stock options held by key members of dkecmanagement. The terms of the restricted séockrds were modified to include a
provision which allows for full vesting of any ursted restricted stock upon involuntary terminattbemployment without cause. Unless such
an event occurs, the restricted stock will contitaieest as set forth in the original terms of éigeeements. The terms of the stock option
awards were modified to accelerate vesting of sweairds to January 1, 2006 upon continuous emplotwigimthe Company to such date.

1996 Employee Stock Purchase Plan

As of December 31, 2004, the Company had an emelsigek purchase plan whereby 958,043 shares @dhgpan’s common stoc
have been reserved for sale to its employees thrpagroll deductions. The price for shares purctiaseler the plan is 85% of market value
the last day of the purchase period. During thesgguarter of 2004, the Company'’s stockholders@mul a 500,000 share increase in the
authorized number of shares available under thé E98ployee Stock Purchase Plan, bringing the tataiber of authorized shares to be sold
under the plan to 958,043. During the years endsxeBber 31, 2004, 2003 and 2002, 84,036, 129,993 Bh 061 shares, respectively, were
purchased under the plan for $1.2 million ($119817.60 per share), $1.3 million ($7.37 to $1%8Rshare), and $1.6 million ($9.27 to
$31.54 per share), respectively. As of Decembe8@4, 491,899 shares remain eligible for purchemsker the plan.

Stock-Based Compensation Expense

The Company recorded stock-based compensation seuéi$14.9 million, $5.6 million, and $1.4 milliorespectively, for the years
ended December 31, 2004, 2003, and 2002.

Deferred employee compensation related to the Coyipatock-based awards accounted for under APBs2&% December 31, 2004 and
2003, as reflected in the accompanying ConsolidBadnce Sheets is $1.3 million and $4.5 milliespectively. Deferred employee
compensation related to stock-based awards acabtorteinder SFAS 123 as of December 31, 2004 a8 2s $20.9 million and $34.9
million, respectively. These amounts are not rééldén the Company’s accompanying Consolidatedrig&l&heets. The Company generally
recognizes deferred employee compensation fotdtkshased awards on a straight-line basis ovevelstng period of the underlying award.
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15. Unaudited Quarterly Financial Data
Quarter Ended
September 3l December 3:
March 31 June 30
(in thousands, except per share amounts)
2004:
Total revenue $130,36¢ $129,66: $ 133,07 $ 136,64t
Gross margin (exclusive of depreciatic 66,13« 62,26¢ 60,62« 63,54¢
Operating income(1 21,28 21,98( 21,401 20,67¢
Income before income taxes(1) 17,50( 12,46 21,39¢ 17,85(
Income tax provision(3 (6,667) (4,707) (5,060 (5,58¢)
Net income available to common stockholc 10,83: 7,75¢€ 16,33: 12,26:
Net income available to common stockholders peresl
Basic 0.21 0.1t 0.3 0.2t
Diluted 0.21 0.1t 0.3z 0.24
2003 (4):
Total revenue $141,93: $142,36: $ 25,51 $ 129,85’
Gross margin (loss) (exclusive of depreciati 70,94¢ 74,73¢ (46,337 62,45¢
Operating income (loss)(! 17,85¢ 20,30: (94,079 16,35¢
Income (loss) before income taxes 14,65¢ 19,707 (96,235 13,41
Income tax (provision) benefit( (5,949 (7,98¢) 42,46: (6,347
Net income (loss) available to common stockholi 8,70 11,71¢ (53,779 7,071
Net income (loss) available to common stockholgersshare
Basic 0.17 0.2¢ (1.05) 0.14
Diluted 0.17 0.23 (1.05) 0.14
(1) Beginning with the first quarter through the fouqtimarter of 2004, the quarterly results of operatimcluded restructuring charges

()
®3)

(4)

()
(6)

$2.2 million, $0.1 million, $0.1 million, and $0r8illion (total of $2.7 million). See Note

In June 2004, the Company wr-off $6.6 million of unamortized deferred financiogsts attributable to the termination of the 2
Credit Facility. See Note

The overall effective income tax rate was approxetya32% for 2004. In the first two quarters of 20€he effective income tax rate was
approximately 38% in each quarter, and for thedthind fourth quarters of 2004, the effective incdenerates were 24% and 31%,
respectively. The rate was lower in the last twartgrs of 2004 due to the completion and resolutiocertain tax matters in foreign
jurisdictions.

The third quarter of 2003 includes a $119.6 millabrarge to revenue related to the Comcast arlaitratiling. This resulted in tr
Company recording an income tax benefit of $42 lianiin the third quarter of 2003. Due to the am&iion ruling, the Compang’fourth
quarter revenues from Comcast decreased by appatedyr$13 million when compared to periods priothte arbitration ruling. See Na
4.

Beginning with the first quarter through the fougtlrarter of 2003, the quarterly results of operatimcluded restructuring charges of
$3.2 million, $1.0 million, $3.5 million, and $4gillion (total of $11.9 million). See Note

The overall effective income tax rate was approxétyad6% for 2003. In the first two quarters of 30the effective income tax rate w
approximately 40% in each quarter, and for thedthind fourth quarters of 2003, the effective incdenerates were 44% and 47%,
respectively. The rates were higher in the lastdqwarters of 2003 due to the impact of the Comadstration charge and other factc
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Iltem 9. Changes in and Disagreements With Accountants orcégnting and Financial Disclosure
None.

Item 9A. Controls and Procedures
(a) Evaluation of Disclosure Controls and Procedu

As required by Rule 1:-15(b), our management, including the Chief Exeau@fficer “CEC”) and Chief Financial Office* CFC"),
conducted an evaluation as of the end of the pe&dwdred by this report of the effectiveness ofdiaclosure controls and procedures as
defined in Rule 13a-15(e). Based on that evaluatfmnCEO and CFO concluded that our disclosuréralsrand procedures were effective as
of the end of the period covered by this report.

(b) Management’s Annual Report on Internal Contralver Financial Reporting

As required by Rule 13a-15(d), our managementydiob the CEO and CFO, also conducted an evaluafionr internal control over
financial reporting, as defined by Rule 13a-19¢fanagement’s Report on Internal Control over FiariReporting is located at the front of
Part 11, Item 8 of this report and is incorporatsdreference.

(c) Attestation Report of the Independent RegistRublic Accounting Firm

Our independent registered public accounting fesued an attestation report on manage’s assessment and the effectiveness o
internal control over financial reporting as of [@etber 31, 2004. KPMG'’s report is located immedyatellowing Management’'s Report on
Internal Control over Financial Reporting at thenirof Part Il, Item 8 of this report and is incorated by reference.

(d) Changes in Internal Control over Financial Repting

There have been no significant changes in intaroatrol over financial reporting that occurred dgrihe fourth quarter of 2004 that
materially affected, or are reasonably likely totenilly affect, our internal control over finantiaporting.
Item 9B. Other Information

On November 18, 2004, due to the increased leviedggfonsibility on the part of public company dicgs as the result of the Sarbanes-
Oxley Act of 2002 and related Securities and Exgea@ommission and NASDAQ regulations and requirdmenur Board of Directors
approved adjustments to certain Board compensdiifective October 1, 2004, the Board members’ ahnetainers were increased from
$30,000 to $39,000, and the Audit Committee chairisual retainer was increased from $8,000 to $06,0

On February 24, 2005, based upon a review of mankelians of board of directors’ compensation, coard of Directors made
additional adjustments to certain Board compensafibe Board members’ annual retainers were ineceiesm $39,000 to $45,000, Board
meeting fees were increased from $1,000 to $2,@00neeting, and committee meeting fees were ineckism $750 to $1,250 per meeting.
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PART IlI

Item 10. Directors and Executive Officers of the Registrant

See the Proxy Statement for our 2005 Annual Meaiirgtockholders, from which information regardiigectors is incorporated herein
by reference. Information regarding our executiffecers will be omitted from such proxy statementas furnished in a separate item
captioned “Executive Officers of the Registranttlinded in Part | of this Form 10-K.
Item 11. Executive Compensation

See the Proxy Statement for our 2005 Annual Meaidfrfgtockholders, from which information in respens this Item is incorporate
herein by reference.
Iltem 12. Security Ownership of Certain Beneficial Owners anbnagement

See the Proxy Statement for our 2005 Annual Meaetdirgtockholders, from which information requiregithis Item is incorporate
herein by reference, with the exception of the goeompensation plan information which is preseriteldem 5, “Market for Registrant’s
Common Equity, Related Stockholder Matters anddsfwrchases of Equity Securities”, and is incaafeat herein by reference.
Iltem 13. Certain Relationships and Related Transactions

See the Proxy Statement for our 2005 Annual Meaiirgtockholders, from which information in resperts this Item is incorporate
herein by reference.
Item 14. Principal Accounting Fees and Services

See the Proxy Statement for our 2005 Annual Meaifrfgtockholders, from which information in respens this Item is incorporate
herein by reference.

PART IV

Item 15. Exhibits, Financial Statement Schedules
(@) Financial Statements, Financial Statemehe&uales, and Exhibits:
(1) Financial Statements
The financial statements filed as part of this repee listed on the Index to Consolidated Findr8iatements on page &
(2) Financial Statement Schedul

None. Any information required in the Financialt8taent Schedules is provided in sufficient detaibiur Consolidated Financial
Statements and notes thereto.

(3) Exhibits
Exhibits are listed in the Exhibit Index on pag®J

The Exhibits include management contracts, compgensplans and arrangements required to be filegkaghits to the Form 10-K
by Item 601 of Regulation S-K.

(b) Exhibits
The Exhibits filed or incorporated by referencedwéth are as specified in the Exhibit Ind
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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 undersigrk thereunto duly authorized.

CSG SYSTEMSI| NTERNATIONAL , | NC.

By: /sl NEAL C. HANSEN

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

Date March 15, 200¢

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

Signature Title Date

/sl NEeaL C. HANSEN Chairman of the Board of Directors and Ct March 15, 200¢
Executive Officer (Principal Executive Office

Neal C. Hansen

/s PeTERE. K ALAN Executive Vice President and Chief Finan March 15, 200¢
Officer (Principal Financial Officer)

Peter E. Kalan

/sl RanDY R. WIESE Senior Vice President and Chief Accounting March 15, 2005
Officer (Principal Accounting Officer)

Randy R. Wiese

/s/ EbwaRrD C. N AFUS Director and President of the Broadband Services March 15, 2005
Divsion

Edward C. Nafus

/s/ GEORGEF. HADDIX Director March 15, 2005

George F. Haddix

/s/  JaNIcE |. O BUCHOWSKI Director March 15, 200¢

Janice |. Obuchowski

/s/ BERNARDW. R EzNICEK Director March 15, 200¢

Bernard W. Reznicek

/s/ DONALD V. SMITH Director March 15, 2005

Donald V. Smith

Is/ FrRANK V. SiIcA Director March 15, 2005

Frank V. Sica
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2.28(9

2.29(9

2.30(9
2.31(9

3.01(1
3.02(2
3.03(2
4.01(1
4.10(16

4.20(16
10.01(1
10.02(17
10.03(6
10.14(3
10.14A(5
10.14B(10
10.14C(12
10.14D(25
10.14E(8
10.14(F)(22
10.15(20
10.20%(15

10.20A%(18,

10.208*

EXHIBIT INDEX

Description

Asset Purchase Agreement by and between Lucenndldies Inc., as Seller, and CSG Systems Intemnati Inc., as
Buyer, dated as of December 31, 2!

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

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

Software and Services Master Supply Agreementrfiatenal) by and among Lucent Technologies Ind. @8G System
International, Inc. and CSG Software, Inc., datedfa-ebruary 28, 20C

Restated Certificate of Incorporation of the Comp

Restated Bylaws of CSG Systems International,

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

Indenture dated as of June 2, 2004 between thestRagi and Deutsche Bank Trust Company Americagsingl to the
CODES

Registration Rights Agreement dated as of Jun®@4 Detween the Registrant and Lehman Brothers
CSG Systems International, Inc. 1995 Incentive ISilan

CSG Employee Stock Purchase F

CSG Systems International, Inc. 1996 Stock Incerfiiian

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

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

Second Amendment to Employment Agreement with Kedlansen, dated April 29, 20!

Third Amendment to Employment Agreement with NeaHansen, dated August 30, 2(

Fourth Amendment to Employment Agreement with NeaHansen, dated November 15, 2!

Fifth Amendment to Employment Agreement with NeaHansen, dated December 20, 2

Sixth Amendment to Employment Agreement with NeaH@nsen, dated March 8, 20

Form of Indemnification Agreement between CSG Systinternational, Inc. and Directors and Execu@fficers

CSG Master Subscriber Management System Agreeneémebn CSG Systems, Inc. and Comcast Cable Comatiamie
Management, LLC dated March 17, 2(

First Amendment to the CSG Master Subscriber Agesgrbetween CSG Systems, Inc. and Comcast (
Communications Management, LLC dated March 17, :

Second Amendment to the CSG Master Subscriber Agraebetween CSG Systems, Inc. and Comcast (
Communications Management, LLC dated March 17, :
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10.21*(15

10.21A%(17
10.21B*(18
10.21C’

10.30(18

10.39(4
10.40%(14

10.44(7
10.45(19
10.46(3
10.46A(21
10.46B(22
10.48(6
10.50(10
10.51(14
10.52(11
10.53(11
10.56(14
10.57(11
10.57A(21

10.58(11
10.58A(21

10.59(11
10.59A(21

10.62(13

Description

CSG Master Subscriber Management System Agreenetebn CSG Systems, Inc. and Echostar SatellitpdCation,
dated April 1, 1999 and First, Second, Third, Fou8ixth, Eighth, Tenth, Eleventh, Twelfth, Thinxe, Fourteenth,
Fifteenth, Sixteenth, Seventeenth, Eighteenth, tdewth, Twentieth, Twenty-First, Twenty-Second, TtyeThird,
Twenty-Sixth, Twenty-Seventh, Twenty-Eighth, Tweinth, Thirtieth, Thirty-First, Thirty-Third, an@hirty-Fifth
Amendment:

Thirty-Sixth and Thirty-Seventh Amendments to CS@dtr Subscriber Management System Agreement bet@86
Systems, Inc. and Echostar Satellite Corpore

Thirty-Second and Thirty-Eighth Amendment to CSGskéa Subscriber Management System Agreement bet@8én
Systems, Inc. and Echostar Satellite Corpore

Thirty-Ninth Amendment to CSG Master Subscriber Manager@gstem Agreement between CSG Systems, Inc
Echostar Satellite Corporation datec

$100,000,000 Credit Agreement among CSG Systeramiational, Inc., as Borrower, the Lenders from &itm Time
Parties Hereto, Wells Fargo Bank, National Assomigtas Administrative Agent, Keybank National Asistion, as
Syndication Agent, and Wells Fargo Bank, Nationatdciation and Keybank National Association as @aeLArrangers
and C«-Book Runners, dated as of September 21, :

CSG Systems, Inc. Wealth Accumulation Plan, as aed¢iNovember 16, 19¢

Third Amended and Restated Services Agreement leatwist Data Technologies, Inc. and CSG Systemas dated
August 1, 2003

CSG Systems International, Inc. Stock Option P&ariNor-Employee Director
Employment Agreement with John Bonde, dated Decerh®e2004

Employment Agreement with Edward Nafus, dated Ndveni7, 199¢

First Amendment to Employment Agreement with Edw@rdNafus, dated January 11, 2(
Second Amendment to Employment Agreement with EdwarNafus, dated March 8, 20
Employment Agreement with Peter Kalan, dated Janii@y 2001

CSG Systems International, Inc. 2001 Stock Incenfiian

Stock Option Cancellation Agreement with Neal Cnbtn, dated August 30, 20

Stock Option Cancellation Agreement with Peter Bla, dated August 30, 201

Stock Option Cancellation Agreement with EdwardN@fus, dated August 30, 20
Restricted Stock Award Agreement with Neal C. Hanskated August 30, 20(

Restricted Stock Award Agreement with Peter E. Katiated August 22, 20(

First Amendment to Restricted Stock Award Agreenweittt Peter E. Kalan,
dated January 11, 20!

Restricted Stock Award Agreement with Peter E. Katiated August 30, 20(

First Amendment to Restricted Stock Award Agreenweittt Peter E. Kalan,
dated January 11, 20!

Restricted Stock Award Agreement with Edward C.udaflated August 30, 20l

First Amendment to Restricted Stock Award Agreenveittt Edward C. Nafus,
dated January 11, 20!

Restricted Stock Award Agreement with Neal C. Hanskated January 2, 20
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10.63(13 Restricted Stock Award Agreement with Neal C. Hanskated January 2, 20
10.64(21 Restricted Stock Award Agreement with Peter E. Katlated January 11, 20
10.65(21 Restricted Stock Award Agreement with Edward C.uUsaflated January 11, 20
10.66(21 Amendment of Stock Option Agreement with Edward\N@fus, dated January 11, 2C
10.67(21 Amendment of Stock Option Agreement with Edward\N@fus, dated January 11, 2C
10.80(18 Forms of Agreement for Equity Compensat

12.1C Statement regarding computation of Ratio of EamitagFixed Charge

21.01 Subsidiaries of the Compal

23.01 Consent of KPMG LLF

31.01 Certifications Pursuant to Section 302 of the Saek-Oxley Act of 200z

31.0z Certifications Pursuant to Section 302 of the Saek-Oxley Act of 200z

32.01 Certification pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarl-Oxley Act of 2002

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

(1) Incorporated by reference to the exhibit of the saumber to the Registration Statement No-244 on Form -1.
(2) Incorporated by reference to the exhibit of the saumber to the Registrant’s Quarterly Report omd0-Q for the period ended June
30, 1997.
(3) Incorporated by reference to the exhibit of the saumber to the Registris Annual Report on Form -K, as amended for the ye
ended December 31, 19¢
(4) Incorporated by reference to the exhibit of the s@mmwmber to the Registri’s Annual Report on Form -K, as amended, for the ye
ended December 31, 19¢
(5) Incorporated by reference to the exhibit of the saumber to the Registrant’s Quarterly Report omF90-Q for the period ended
September 30, 200
(6) Incorporated by reference to the exhibit of the saumber to the Registri's Quarterly Report on Form -Q for the period ende
March 31, 2001
(7) Incorporated by reference to the exhibit of the s@mwmber to the Registri’s Quarterly Report on Form -Q for the period ended Ju
30, 2001.
(8) Incorporated by reference to the exhibit of the saumber to the Registrant’s Annual Report on Fb@aK for the year ended
December 31, 200:
(9) Incorporated by reference to the exhibit of the smmmber to the Registrant’s Current Report on Réxifor the event dated March
14, 2002,
(10) Incorporated by reference to the exhibit of the sammber to the Registris Quarterly Report on Form -Q for the period ended Ju
30, 2002.
(11) Incorporated by reference to the exhibit of the sammber to the Registri's Quarterly Report on Form -Q for the period ende
September 30, 200
(12) Incorporated by reference to the exhibit of the sammber to the Registrant’'s Annual Report on Fb@aK for the year ended
December 31, 200:
(13) Incorporated by reference to the exhibit of the sammber to the Registrant’s Quarterly Report omFb0-Q for the period ended
March 31, 2003
(14) Incorporated by reference to the exhibit of the sammber to the Registri's Quarterly Report on Form -Q for the period ende
September 30, 200
(15) Incorporated by reference to the exhibit of the sammber to the Registrant’s Quarterly Report omFd0-Q for the period ended
March 31, 2004
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(16)
(17)

(18)
(19)
(20)
(21)
(22)

*

Incorporated by reference to the exhibit of the sammmber to the Registr’s Registration Statement No. -117427 on Form-3.
Incorporated by reference to the exhibit of the sammber to the Registrant’s Quarterly Report om+0-Q for the period ended June
30, 2004,

Incorporated by reference to the exhibit of the sammmber to the Registri’s Quarterly Report on Form -Q for the period ende
September 30, 200

Incorporated by reference to the exhibit of the sammber to the Registri’s Current Report on Forn-K for the event date
December 18, 200:

Incorporated by reference to the exhibit of the smmmber to the Registrant’s Current Report on Réxfor the event dated
December 20, 200:

Incorporated by reference to the exhibit of the sammber to the Registrant’s Current Report on Féxinfor the event dated January
11, 2005

Incorporated by reference to the exhibit of the sammber to the Registri's Current Report on Forn-K for the event dated March
2005.

Portions of the exhibit have been omitted purst@iain application for confidential treatment, ahd bmitted portions have been filed
separately with the Commissic
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EXHIBIT 10.20B

SECOND AMENDMENT
TO
CSG MASTER SUBSCRIBER MANAGEMENT SYSTEM AGREEMENT
BETWEEN
CSG SYSTEMS, INC.
AND
COMCAST CABLE COMMUNICATIONS MANAGEMENT, LLC

This Second Amendment (the “Amendment”) is madamy betweel€SG Systems, Inc, a Delaware corporation (“*CSG”) a@bmcast

Cable Communications Management, LLCa Delaware Limited Liability Company (“CustomerQSG and Customer entered into a certain
CSG Master Subscriber Management System Agreenaged dlarch 17, 2004, as amended by the First Amenti(the “Agreement”), and
now desire to amend the Agreement in accordandettt terms and conditions set forth in this Ameadimlf the terms and conditions set
forth in this Amendment shall be in conflict withet Agreement, the terms and conditions of this Adngent shall control. Any terms in initial
capital letters or all capital letters used asfandd term but not defined in this Amendment shale the meaning set forth in the Agreement.
Upon execution of this Amendment by the partiey, subsequent reference to the Agreement betwegpatiies shall mean the Agreement as
amended by this Amendment. Except as amended $Athendment, the terms and conditions set forthénAgreement shall continue in full
force and effect according to their terms.

CSG and Customer agree as follows:

1. For purposes of this Amendment, Custom¢s“New England Regiol” shall be defined as the System Sites specificaltientified in
Addendum “A” to this Amendment. At any time, in the ordinary course of business, Customer may, by wiién notice to CSG, amend
Addendum A to include System Sites from Maine, Mas&husetts, Vermont, New Hampshire, Rhode Island, @mecticut and New York
to be included in the New England Region and subjeto the terms and conditions of this Amendment. Tahe extent Customer sells
System Sites listed in Addendum A to an unaffiliaté third party or transfers System Sites from the N&v England Region to another
market or region of Customer in the ordinary courseof business or otherwise requests and notifies CSiG remove System Sites in
accordance with the terms of this Amendment, Custoer may amend Addendum A by written notice to CSG .

2. Per Customer’s request and pursuant to a mutuajl agreeable SOW, CSG shall migrate all of Customes’Connected Subscribers to
CSG’s Advanced Convergent Platform (“ACP?”) ** ** %k sk xx skkkxdkx To facilitate the migration describ  ed above, ** **xxx skkx

ek Sk Sekkikkk | CSG shall provide a dedicated pr oject manager as well as three senior level repragatives from the Comcast SBU
to the initial System Sites specifically identifiedn Addendum A as of the Effective Date of this Amedment. In addition, ** *xk sk
Frkkk ik wkkkekk - CSG shall provide the full time  equivalent of one additional person onsite at the &v England Region to provide
ongoing operational support through December 31, ZIB. Any specific CSG representatives or personnessigned to work with
Customer pursuant to this paragraph will be provided by CSG subject to Customer consent which will nobe unreasonably withheld
and will be replaced by CSG at the reasonable reqseof Customer subject to CSG'’s available resource$he method of providing such
support and the required skill sets may vary from ime to time subject to mutual agreement between thgarties, such agreement shall
not be unreasonably withheld. CSG shall meet withhie New England Region via a conference call on a ldy basis to discuss
operations. In addition, senior representatives frm the parties will meet on a quarterly basis to adess issues and future needs of the
New England Region.

3. Through December 31, 2007, CSG shall provide sgtand implementation for voice services, which fothe purposes of this

Agreement shall be deemed to be Non-Rated TelephoBgrvices, ** ** ik sk sk dekkokokokok sokkokok kokckok ket
*%* *% k% k%% *%k k kk kk kkk kkkkkkkk kkkk * * kkkk kkkkkkhkkk kk khhkk kk kkk khk kkkkkk kkkkk k% *kk kk kkkkkkkk * kkkk kkk
*hkkhkk khkkkkkkhkhkk kk kkk khkk k khkkhkkkhk kkkk kkk kkx *kkk khkkkkhhkkk kkhkkk kkkk kkk Setup and
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implementation services shall include, and are ndimited to, the setup and configuration of ACP voie in accordance with the parties’
mutual agreement regarding Comcast's required techical solution and shall include any of Customer’sarporate 1.S. organization
defined interfaces. CSG shall charge Customer orstdesignee for the development, testing and certiition of the necessary interfaces
for voice services (e.g., provisioning usage procisg, and TPV, etc.) pursuant to a mutually agreedb SOW. In the event the New
England Region elects to implement a custom solutiowith interfaces other than what is defined by Cuomer’s corporate I.S.
organization, CSG shall implement the voice servigefor the initial System Sites specifically identied in Addendum A as of the Effectiv:
Date of this Amendment ** ** *xkxxk ki gny - development, testing and certification necessary fdhe custom solution shall be
charged to the New England Region pursuant to mutuly agreeable SOW(s).

kkk kkk kkkkkkkk kkhk kkkkkkkkk khkkkkkhhkhk kkkkhik *k kkkkkkkk kk kkkkk kk kkkkk k% khkkk kkkkhhk kkkx *% * *kk kkk *

kkhkhkk kkkkkkkhh khkkkkkkhkh kkk kkk hhkhkkkkk *k khkxk
1

* kk kkk kkkkkkkkk kk khkkkhkkk kk hhkkkk kkkhhhhikkx
1

khkkkkkk hhkkk kkkkkkk kk kkhhhhikkik kkkk kkkx khkk kkkkkk kkkkkk kkkkx

kkkkk kk kkkkk kk kkk kkk kk kkk kkkkk *k kkkhkhhk *kkkkkkkkkk kkk *kk
1

kkkkkkkkk kkhkkk kkkkkhkkk kkkk *hkkkkkkkkkk kkk *xxk *k kkkkkkkk khkk kkk hhkkhkkkk khkk kkkkk *hkkk k% xk *%k K Kk kkkkk hkkkx
. l

khkkkkkkk hhkkk kkkkhkk kkkk Khhk kkkkkhk *hkk k% *kk kkk kkkkk hhkk kkkkhhhhkk kkk *hk kkk khhhhhikikx kkk kkkkkkkk kkkkkhkhkkk

kkkkk kkkkkkhkk kk kkk kkk kkkkhkhkk kkkkkk hhkkkk kkkk *kk k kkkk kkkkk kk kkkkhkkk k khkkk kkk khkkk kkk * kkkk kkk kkkkk kkkkk *kk
’ . ’ )

*kkkk * L *k% * * *kkkkkkk kk %
khkk kkkkk hhkkkkkkk hhkk kkk hhkhhkkk khkhkk kx kkkk
khkkkkkkkkkkkhk kkk khkk kkk hhkkhkkkkk *hkkkx khkkhkhk
*kkkkkk ******i;** *k kkkkkkkk * kk kkk kkkkkkkkxk

khkkkkkk kkhk kkkkkkkhkhk kk kkkhhhhk k% kkkkk kkkhhkikx

k) kkk kkkkkkk kkkkkk khkkk kk *hkkk kkkk *hkkk kkkx
*kkk Kk kk kkk hhkkkkkk hhkkk  khhhhhhkkkhkk hhkhkkkxk
*%k kkkk kkk hhkkkkkkkkkk ***’*** kkkkk kk kkk hkkkk
kkk kkkkkkkhkk kkkkk kkhkkkkkk kkkk khkk kkk *kkkkkxkx

kkhkkk kkkkkkhkhk kkk kkkk *kk kxkk ,* *khkk kk kkkkk k%

kkkhkkk k kk kkkk kkkkkkhhhk kkk hhk hhkkx khkkhhhhikixxkx

*%k kkk * * L
*kkkk  kk kkkkhkk

*% % *’******* ***;c**
*kk kkhkkk kkkk hkk *5\,‘ *%

K*kkkkk kkkkkkk
)

*kkkkkkkkkkkk kk kkkkkkkkkhkkkk kkk kkk kkkkk k% %k *kk k% ********.
4. Customer agrees to have CSG provide CSG’s CCSrgiees as well as other products and services asqured by Customer from time-
to-time in Customer’s New England Region. As a rest) the following is inserted after subparagraph (¢ of Section 12.3:

() *¥¥x Fkddkkokok ok dkkekok skt Skekokoklkekok ok kkekok Customer agrees to a monthly Connected Subsarilmemum in the New
England Region of *** *xxkkkk kxkkrkik Connected S ubscribers (the “New England Minimum”), subjec&tpotential reduction in the
New England Minimum as described in Subsectiobé€fpw. In the event that a System Site(s) idemtifieAddendum A is transferred
from the New England Region, CSG will nonethelessnt such Connected Subscribers in such transf&ystém Site(s) towards the
New England Minimum, but only for as long as altloé following conditions are met: (i) such Syst8ite(s) is owned or operated by
Customer; (ii) such System Site(s) remains proogssin CSG’s CCS system; (iii) such System Site#)ansferred from the New
England Region to another market or region in ttanary course of business, (iv) Customer uses cervially reasonable efforts to ke
such Connected Subscribers in such System Siteésyhique SYS PRIN or other readily identifiabjstem or principle grouping on
CSG’s CCS system, and (v) Customer has not addedsgstem Site(s) to Addendum A which has an equal greater number of
Connected Subscribers than the Systems Site(shélsateen transferred pursuant to Subsectioniije)drein, and Customer has not
notified CSG of its request to remove such trameteBystems Site(s) from Addendum A in connectimrdwith. Therefore, Customer
acknowledges and agrees that *#+* *¥¥kkik * okkok sbokokdeek ekl ok kkk - @ach month Customer shall  be obligated to pay the
greater of (x) the theapplicable BSC set forth in Schedule F multipligdtiee New England Minimum, or (y) the applicabledeset fortt
in Schedule F for the actual number of Connectdeb&ibers in System Sites identified in Addendurbetng processed in the New
England Region, plus those Connected Subscribe3gstem Sites set forth in
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Addendum A who have been transferred from the Nagld&hd Region in accordance with Subsection (§)jijrerein. The System Sites
identified in Addendum A who have left the New Eangll Region as described in Subsection (e) aboveavitinue to receive NoRatec
Telephony services pursuant to the terms set fortaragraph 3 of the Second Amendment for as ésngustomer complies with all of
the conditions set forth in Subsection (e)(i)-@bpve with respect to such System Sites. To theneat System Site(s) is removed from
Addendum A in accordance with the terms and coonfitiof the Second Amendment, such System Siteddl)rellonger receive Non-
Rated Telephony services pursuant to the termferthtin Paragraph 3 of the Second Amendment.

(f In the event that a System Site(s) listed omlédatlum A as of the Effective Date of the Second Adneent is removed from
Addendum A as a result of a sale to an unaffilidbédl party, the New England Minimum shall be reeld by the number of Connected
Subscribers that were present in the System Sitegs)as sold as of the Effective Date of the &dcmendment. In the event that
Customer acquires subscribers in any of the slistes in Paragraph 1 of the Second Amendmentimection with or related to such
sale to an unaffiliated third party and such subscs are equal to or greater than the number oh€aed Subscribers that were present
in the System Site(s) that was sold as of the Effe®ate of the Second Amendment, the New EngMimdmum will not be reduced.
However, if the acquired subscribers in any ofdtages listed in Paragraph 1 of the Second Amentlareriess than the number of
Connected Subscribers that were present in the®ySite(s) that was sold as of the Effective Datth@® Second Amendment, the New
England Minimum will only be reduced by the neffelience between the acquired subscribers and théeruof Connected Subscribers
that were present in the System Site(s) that wiasasoof the Effective Date of the Second Amendmieraddition, the New England
Minimum will not be reduced in the event that Cuséw has added any System Site(s) in accordancePaithgraph 1 of the Second
Amendment such that the added subscribers areegtéah or equal to the amount that the New Englmimum would have otherwise
been reduced in accordance with this Subsectioarff) if the added subscribers are less than tloeiatnthat the New England Minimum
would have otherwise been reduced in accordandethig Subsection (f), the New England Minimum witily be reduced by the net
difference.

(g) kkkkhkkhk hkkkhkkhkkk kk kk hkk kkk khkkkhhhhhhkikk kkx khkkhkhkkk khkkhkhkkhkhhkhk khkkhhhhhk hkkk hhkkhkkkx k% *kk *kk kkkkkkk

kkkkkkk kk kkhkkkkkkhkk kkkkhkk Kkk kk kkkkkhkkhk kkkkkkk kkhkk kkk kkkkkhk kkkk hkk kkhkkkhkk kkhkkhkhkkhkk kkhkk kkk *kkkk kk kkk kkk

*kkkkkkkk k% * kk k%% ; * *kk kkkk *kk % *kkkkk kkkkkkkhkk kk kkhkkkkhkkkhkk k% ********. The partle S acknowledge that tl
New England Minimum set forth in Subsection (e)\abis based on a total number of Connected Sulessrdnd no subscriber volumes
are guaranteed by Customer Wlthln any SpeCIfICSU§Ite *k kk kkhkkkkhkkk khkhkkhkhkhkk kkk hkkkikk kkx % *kk kkkkkkhkk khkkk khkkkk kkk

*k kkkkkkkkkk kkkk kkkk *kk kkkk *%k kkk kkk kkkk kkkkkk kkkkk kkhkk kkkhk kkkkk kk kk kkkkkk k% % *kkkk kkk kkkkkkkhkk
kkkkkhkhkhk kk kkhkk kkkhkkk kkkhkk k% kkk kkkkkhkhkkkk *kk khkhkkkk kk k kkkhkk kk kkk khhkkhk hkkkhhhhkk

(h) For clarification purposes, any fees paid bgt@mer for Connected Subscribers pursuant to thve Begland Minimum shall cour
towards the Minimums set forth in Schedule F, hoeveCustomer may be required to pay the minimumregay set forth above in
relation to the New England Minimum regardlessus@mer has already met the annual Minimum for ¢hdgndar year, ** **¥xxxtkk

kkk kkkkkkkkhk kkkkkkhkhkhkk kk *khkhkkkkx kkkkk khkkkkhhkhk * kk kkkkkkkkk k kk kkkk kk kkkk kkkk kkk hkkkk kkk *kkk kk kkkkkkhk k%
khkkkkk kkkhkkkkk khkkhhkkkkkk *kk kkkkk *k *kkx kkkk k% kk hkkk kkkhhhkhkkk kk hk kkkkhhhk kkkkhkhk *k kxkkk *kkk k  kkkkkkkkk

. 3
k) kkk kkkkkk kkkkkhkk kkk kkkk hhkk kkk khkkhkkik kkk *kkk *kkkkk *kkk * *kkk kkk kkkkkkkk * kkkkkkkkkkk *k

kkk kkkkkk kkkkk kkkkkhhkkk k% khkkkkkkkk * *k kkkhkk *kkk kk kkkk  hhkkkkkkkk kkkkk kkk kk kkkkkkikk k% % *%k kkkkkkk kkkkkkk
1 ’

kkhkk kkk kkkkk k% kkkkhkikx %
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(i) The parties agree that the number of subsifmrwhich BSC fees are paid by Customer purstmtite New England Minimums
(regardless of whether CSG is processing such gbksg) shall count towards the Volume Discounpp(@able to the BSC) set forth in
Section 1.A. of the “CSG SERVICES” section of Salled-.

5 *%k khkkkkkkkkkkhkhk kk kkkkhhhhkk khkkhhhhrxikx xkk k%
kkhkkkk kk kkkkkkk kkkkkkkkk % kkkkkk k% *kk kkkkhkk
kkk kkkkkk kkkk kkkhk kkhkkk khhhhhhkkk kkkk kkk *kkkk

kkk kkkkkkkkh kkkkkkhkkhk khkkk kk hhkkkhkk *k kkkkihk %

*khk hkkkkk khk hkkkkkk hk kkk khkhkk kk kkkhhhkkxx %
*kk kkkkkk kkkkk kkkkkkkkhk kkkkkhk dhkkkkkhhhhkx k%
*%k kkkk kkkkkkhkhk kkkkkhkhk hkk kkkkhkhk kkkk *kk hhkkkxkx

*khkhk kk kk kkkhhhkkkkk *k kkkkkhkhkh hhkkkk khhhikx x%

* kkhkk kkkkkkkkk kkk

1
k*kkk kkkkkkk kkkkkkk
*k kkkk kkkkkkk kkkkkkk

*k kkkk kkkkk k% kkk

kkkkkkk kkkk kk kkkkk kkkk kkkkhk k% kkkkkkk *k kkk Kkkhkkk kkkk kkkkkkkk kkhkkk kkk kkk kkkkkkk kkkkxx % * kkk kkkkkhkhk kkkkk k%

*kkkkkkkkkk kkk kkk * khkkkhkkkkk hhkkkhkkx k% *kk *xkx

kkkkkkkk kk kkkk hkhkkkkkkk kkkkk kk kkkhhhkhkkkk kkk k% khkkkkk khk hkk k%
’ ) .

*%k kkhkkkkkkkkkk *kk

*kk Kk *kkk kkhkk kkk hhkk kkkkkkk khkkkkk k% kkk kkkkkhkhk kk kkkhhhkk k% hhkkk  kkkkhhhk kkkkk
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6. At Customer’s request and pursuant to a mutuallyagreeable SOW, after Customer’s migration to ACPbut no later than December
31, 2006, CSG shall convert Customer’s circuit swih telephony subscribers in the New England Regiaiwo CSG’s ACP voice platform

In Support Of VOlP Sel’VICeS *kkk kkkkkkkkkhk kkkk % Kkhkkkk kkkkk kk kkkk hhkhkk kk khkkhk kk k% khkkk kk k% *kkkkk Upon SUCh

conversion, such subscribers may be considered “Coacted Subscribers.”

7. Pursuant to a mutually agreed upon SOW, CSG shaprovide the Products and CCS Services to Custometia a Separate Cycle ** **
Fhkk kk ekkkkkkk For purposes of this Amendment, “  Separate Cycle” shall mean that Customer’s subscrérs shall reside within the
same on-line configuration, logical partition (LPAR) and batch cycle.

8. CSG shall perform a product utilization study tomaximize utilization and to develop custom trainirg programs to meet specific neec
of the New England Region. CSG agrees to perform tw(2) studies within the first twelve (12) months féer the execution of this
Amendment and the parties shall mutually agree upom schedule for studies thereafter. The first two2) studies *** ** ** *kix dkkk

Fikk dkk kekkkeek k% shall begin within thirty (30) days of Customer’s request. The results, includingny published reports, of all
studies performed pursuant to this paragraph will ke delivered by CSG to Customer.

9. All studies and reports performed or created byCSG pursuant to Section 8 above (hereinafter in thaggregate referred to as
“Reports”) shall be the sole and exclusive propertypf Customer, and Customer shall own the intellectal and other rights relating
thereto, including and not limited to, and withoutlimiting the foregoing, all corrections, modifications and derivative works relating to
the Reports. CSG agrees that the Reports shall bemrsidered works made for hire as such term is defed in the United States
Copyright Act of 1976, 17 U.S.C. §101. Customer shée considered the author for the purposes of capight or other intellectual
property rights in the Reports and shall own all cpyright rights in the Reports. To the extent that ay copyrights or other intellectual
property rights in the Reports do not vest in the @stomer as a work made for hire, CSG hereby assigre the Customer all intellectual
property and other rights it may now or hereafter ppssess in the Reports. CSG agrees to (i) executedalcuments, and take all actions
that may be necessary to confirm such intellectugdroperty rights, (ii) provide all necessary proprigary marks, legends and notices,
including copyright notices, on all Reports, and {i) retain all proprietary marks, legends and notices on all Confidential Information
and all whole or partial copies thereof. Further, Reports shall be deemed to be “Confidential Informabn”, as such phrase is defined in
Article 10 of the Agreement.

CONFIDENTIAL AND PROPRIETARY INFORMATION - FOR USE BY AUTHORIZED EMPLOYEES OF THE PARTIES
HERETO ONLY AND IS NOT FOR GENERAL DISTRIBUTION WIT HIN OR OUTSIDE THEIR RESPECTIVE COMPANIES
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IN WITNESS WHEREOF, the parties execute this Ameadhon the date last signed below (“Effective Date”

CSG SYSTEMS, INC.“CSC") COMCAST CABLE COMMUNICATIONS
MANAGEMENT, LLC
(“CUSTOMEF")

By:  /s/ Edward C. Nafu By:  /s/ D H Richardsol
Name Edward C. Nafu: Name D H Richardsor
Title: President, BB¢ Title: SVP Administratior
Date: 10/11/04 Date: 10/15/04

CONFIDENTIAL AND PROPRIETARY INFORMATION - FOR USE BY AUTHORIZED EMPLOYEES OF THE PARTIES
HERETO ONLY AND IS NOT FOR GENERAL DISTRIBUTION WIT HIN OR OUTSIDE THEIR RESPECTIVE COMPANIES
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Addendum A
New England Region System Sit

877:-1000
8773-2000
8773-3000
8773-4000
Addendum B
Ancillary Voice Services Fees
Description of Item/Unit of Measure Frequency Fee
1. BEA Tuxedo Hosting for residential voice seices Monthly TBD
2.  Residential voice back office suppo
* New or updates to calling/usage/rating plans (gesqn, per houl Per Reque  § ***
» Load and o-going support of MSAG (per person, per hc Per Reque  $ ***
* Any other residential voice back office supportr(person, per hou Per Reque  § ***
3.  Voice Environments and Interface:
» Updates to existing interfaces (per person, per)t Per Reque  § ***
» Configuration changes and testing (per personhgper) Per Reque  § ***
4.  Usage processing and usage rating servi
» Data storage (usage and rating, gating and filje@nd revenue assurance) (per gigak Monthly — § ***
*  Optional Gating and filterin
- Processing of required records (per record gatdittened) Monthly — § ***
- Electronic transfer of file (NDM or FTF Monthly ok
5.  Optional Residential Voice Suppor- Vantage
*  Setup (per databas Per Reque  § ***
« Disk Storage (per gigabyt Monthly — § ***
6. Residential Voice Vantage Training (standard class size of €
» Rate for orsite training (per trainer, per da Per Reque  § ***
» Additional students (per student, per d Per Reque  § ***
* Rate at CSG facility (per student, perd Per Reque  § ***
7.  Conversion services (per person, per houfiNote 1) Per Reque  § ***

Note 1:In accordance with the terms set forth in Parag@phthe Second Amendment, the fee set forthértdible above ***** x** *x

khkkkkk kk kkk kkk khkkkkkkx kkkkkk

Comcast Voice Solution Assumptions

The following significant items are assumed to hevgled and supported by Comcast in tloeierall voice solutiorand are not part of CSG's
on going support, functionality, or responsibili§omcast and/or the New England Market would bpaesible for any and all fees associated
with these items.

° kkkkkkk kkkkhkkkkk

° *khkkkk kkkkkhkhkkkk

° K*kkkkkkkkkkkk kkkkkkkkhkhkkkk

° kkkkkkkkkkkk kkkkkkkk kkkkkkkkhkk

° kkkkkk kkkkkkk kkk kkkkkkkkkk

° *kk kkk kkkkk *k kkkkk kkhkkkkkk

° * kkkkk kkkkk * k% k% *%

° *khkk kkkkkkhhkkkx

° * % * kkkkk *kkhkkkkk kk kkk kkk

° kkkkkkk kkk kkkkk kkkkk kkkkk hhkkhkkkk *kk khkkkihik

CONFIDENTIAL AND PROPRIETARY INFORMATION - FOR USE BY AUTHORIZED EMPLOYEES OF THE PARTIES
HERETO ONLY AND IS NOT FOR GENERAL DISTRIBUTION WIT HIN OR OUTSIDE THEIR RESPECTIVE COMPANIES
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EXHIBIT 10.21C

THIRTY-NINTH AMENDMENT
TO
CSG MASTER SUBSCRIBER MANAGEMENT SYSTEM AGREEMENT
BETWEEN
CSG SYSTEMS, INC.
AND
ECHOSTAR SATELLITE L.L.C.

This Thirty-Ninth Amendment (the “Amendment”) is deby and betwee@SG Systems, Inc, a Delaware corporation (“CSG”) and
EchoStar Satellite L.L.C. (“Customer”). CSG and Customer entered into a te@&G Master Subscriber Management System Agreemen
dated April 1, 1999, as amended, (the “Agreemeatijl now desire to amend the Agreement in accoedaith the terms and conditions set
forth in this Amendment. If the terms and condiiaet forth in this Amendment shall be in conflicth the Agreement, the terms and
conditions of this Amendment shall control. Anynbarin initial capital letters or all capital letsansed as a defined term but not defined in this
Amendment shall have the meaning set forth in thpee@ment. Upon execution of this Amendment by tiréigs, any subsequent reference to
the Agreement between the parties shall mean theekgent as amended by this Amendment. Except asdaddy this Amendment, the
terms and conditions set forth in the Agreement sloaitinue in full force and effect according teetr terms.

CSG and Customer agree as follows:

1.

Pursuant to the Twenty-Sixth Amendment (as niedlify the Thirty-Sixth Amendment), the partieseexded the Increased Capacity
Term to the existing LPAR through December 31, 2@4stomer desires, and CSG agrees to providecagaise in the capacity in
accordance with the chart set forth below (“CustoAdditional Capacity”) for January 1 through Dedsm 31, 2005. Therefore, for the
fees set forth in Paragraph 2 below, Customer eiesind CSG agrees to extend the Increased Capacityto the existing LPAR as
defined below. In the event Customer wishes toiteaite the additional capacity prior to DecemberZI05, Customer shall provide C.
with ninety (90) days prior written notice. Uporcedpt of Customer’s written notice, CSG shall usemmercially reasonable efforts to re-
deploy the additional capacity during the remairmafehe Increased Capacity Term. If CSG is ableetdeploy the additional capacity,
Customer shall not be responsible for the remaimiogthly fees (set forth in Paragraph 2 below) eisged with the additional capacity.
However, if CSG is unable to re-deploy the addaiarapacity, Customer agrees to pay the remainimgtimy fees through the expiration
of the Increased Capacity Term. During the Incréa@@apacity Term, Customer agrees to use commarcedisonable efforts to maintain
g FRREEkkkkkk kxkkkkx kkkkx or lower usage of the available CPU and will cooperate with CSG to mamg&ch usage. In the event
Customer wishes to maintain or increase the capdhbi parties shall negotiate in good faith anelcee such agreement in writir

Mar May Aug Sepl
Component Jan Feb Apr Jun Jul Oct Nov Dec
Addltlonal CapaCIty (M | PS *k% *k% *k%k *k% *k%k *k% *k% *k%k *k% *k%k *k% *k%

Customer agrees to pay the following fees for tivedase in the existing capacity for 20

Mar May June
Jan Feb Apr
M I PS *k% *k%k *k% *k%k *k% *k%k
Fee *k% *k%k *k% *k%k *k% *k%k
Aug Sept
Jul Oct Nov Dec
M I PS *k% *kk *k% *kk *k% *kk
Fee *k% *kk *k% *kk *k% *k%k

IN WITNESS WHEREOF, the parties execute this Ameadhon the date last signed below.

CONFIDENTIAL AND PROPRIETARY INFORMATION - FOR USE BY AUTHORIZED EMPLOYEES OF THE PARTIES

HERETO ONLY AND IS NOT FOR GENERAL DISTRIBUTION WIT HIN OR OUTSIDE THEIR RESPECTIVE COMPANIES



CSG SYSTEMS, INC. (“CSG") ECHOSTAR SATELLITE L.L.C.
(“CUSTOMEF")

By: /s/ Joseph T. Ruble By: /s/ Nolan Daines
Name Joseph T. Rubl Name Nolan Daines

Title: SVP Presider Title: EVP, Broadband and |
Date: 12/29/04 Date: 12/27/04

CONFIDENTIAL AND PROPRIETARY INFORMATION - FOR USE BY AUTHORIZED EMPLOYEES OF THE PARTIES
HERETO ONLY AND IS NOT FOR GENERAL DISTRIBUTION WIT HIN OR OUTSIDE THEIR RESPECTIVE COMPANIES



EXHIBIT 12.10

CSG Systems International, Inc.
Ratio of Earnings to Fixed Charges
(in thousands, except ratios)

Year Ended
December 31, 2004 (

Income from continuing operations before incomes& $ 69,20¢

Fixed Charges

Interest on lon-term and sho-term debt including amortization of debt expe 10,33¢
Interest element of rente 7,93¢
Total fixed charge 18,27(
Earnings before income taxes and fixed cha $ 87,47¢
Ratio of earnings to fixed charg 4.7¢

(1) Excludes the write-off of unamortized deferfedincing costs of $6.6 million resulting from trepayment of our outstanding
indebtedness under our tl-existing credit facility in June 200



CSG Systems International, Inc.

Subsidiaries of the Registrant
As of December 31, 2004

Subsidiary

CSG Systems, In

CSG Software, Inc

CSG Services, Inc

CSG Americas Holding, In
CSG Canada Holdings, In
CSG International Holdings LL!
CSG Technology Limite:

CSG Systems Canada Cc

CSG Netherlands, B'

CSG Netherlands C

CSG International Limite

CSG Belgium S.P.R.L

CSG France SA

CSG Germany Gmbl

CSG ltaly S.R.L

CSG Luxembourg SAR

CSG Silicon Iberia, S.L

CSG Australia Pty. Limite:
CSG Systems India Private Limited (
CSG Japan K¥

CSG Korea Limited Compar
CSG Systems Malaysia Sdn B
CSG Mauritius Limitec

CSG Systems Singapore Pte. L
CSG Argentina S.R.L

CSG Systems do Brasil Lt
CSG Systems de Mexico S de RL de

State or Country
of Incorporation

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Bermuda
Nova Scotia, Cana
Netherlands
Netherlands
United Kingdom
Belgium
France
Germany
Italy
Luxembourg
Spain
Australia
India

Japar
Korea
Malaysia
Mauritius
Singapore
Argentina
Brazil
Mexico

EXHIBIT 21.01



EXHIBIT 23.01

Consent of Independent Registered Public Accourinm

The Board of Directors
CSG Systems International, Inc.:

We consent to the use of our reports with respetiid consolidated financial statements, managesassessment of the effectiveness of
internal control over financial reporting and ttifeetiveness of internal control over financial ogjing incorporated by reference in CSG
System International Inc.’s Registration Statement§orms S-8 (File Nos. 333-10315, 333-32951, 83851, 333-83715, 333-42202, 333-
81656, 333-104206, and 333-117928) and to the jioration by reference and to the reference toionrdinder the heading “Experts” in CSG
System International Inc.’s Registration StatenenEorm S-3/A (File No. 333-117427) and the rel®edspectus.

Our report with respect to the consolidated finahsiatements refers to a change in the methodoafumting for stock-based compensation
during 2003.

KPMG LLP

Denver, Colorado
March 14, 2005



EXHIBIT 31.01

CERTIFICATIONS PURSUANT TO
SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Neal C. Hansen, certify that:

1.
2.

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

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all materi:
respects the financial condition, results of operet and cash flows of the registrant as of, andtfe periods presented in this rep

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedaotee designed under our

supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financearting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in thegstgnt's internal control over financial reportithgait occurred during the registrant’s
most recent fiscal quarter that has materiallycéfe, or is reasonably likely to materially affette registrans internal control ove
financial reporting; an

The registrant’s other certifying officer anbdve disclosed, based on our most recent evaluatimernal control over financial

reporting, to the registre’s auditors and the audit committee of the regi¢’'s board of directors

(&) All significant deficiencies and material weaknessethe design or operation of internal contradiofmancial reporting which ai
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmahcial information; ant

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reportin

Date: March 15, 2005 /s/ Neal C. Hansen

Neal C. Hanse
Chairman and Chief Executive Offic



EXHIBIT 31.02

CERTIFICATIONS PURSUANT TO
SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Peter E. Kalan, certify that:

1.
2.

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

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all materi:
respects the financial condition, results of operet and cash flows of the registrant as of, andtfe periods presented in this rep

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedaotee designed under our

supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financearting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in thegstgnt's internal control over financial reportithgait occurred during the registrant’s
most recent fiscal quarter that has materiallycéfe, or is reasonably likely to materially affette registrans internal control ove
financial reporting; an

The registrant’s other certifying officer anbdve disclosed, based on our most recent evaluatimernal control over financial

reporting, to the registre’s auditors and the audit committee of the regi¢’'s board of directors

(&) All significant deficiencies and material weaknessethe design or operation of internal contradiofmancial reporting which ai
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmahcial information; ant

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reportin

Date: March 15, 2005 /sl Peter E. Kalan

Peter E. Kalai
Executive Vice President and Chief Financial Offi



EXHIBIT 32.01

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

The certification set forth below is being subndtta connection with the Annual Report on Form 1@t “Report”) for the purpose of
complying with Rule 13a-14(b) or Rule 15d-14(b}té Securities Exchange Act of 1934 (the “Exchafag) and Section 1350 of Chapter 63
of Title 18 of the United States Code.

Neal C. Hansen, the Chief Executive Officer andePEt Kalan, the Chief Financial Officer of CSG ®yss International Inc., each certif
that, to the best of his knowledge:
(1) the Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Exchange Act; and
(2) the information contained in the Report faplgesents, in all material respects, the finanaaldition and results of operations of C.
Systems International, Inc.

March 15, 200¢

/s/ Neal C. Hansen

Neal C. Hanse
Chairman and Chief Executive Offic

March 15, 200¢

s/ Peter E. Kalan

Peter E. Kalal
Executive Vice President and Chief Financial Offi



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 subsidiafi®llectively, the “Company” or forms of the poam “we”) or our representatives fr
time-to-time may make or may have made certain #otMooking statements, whether orally or in writingcluding without limitation, ar
such statements made or to be made in Managenigistsission and Analysis of Financial Condition @eisults of Operations (“MD&A’
contained in our various SEC filings or orally ionferences or teleconferences. We wish to ensatestich statements are accompanie
meaningful cautionary statements, so as to ensutbet fullest extent possible the protections & #afe harbor established in the Pri
Securities Litigation Reform Act of 1995.

ACCORDINGLY, THE FORWARDLOOKING STATEMENTS ARE QUALIFIED IN THEIR ENTIRETYBY REFERENCE TO AND AR
ACCOMPANIED BY THE FOLLOWING MEANINGFUL CAUTIONARY STATEMENTS IDENTIFYING CERTAIN IMPORTAN"
FACTORS THAT COULD CAUSE ACTUAL RESULTS TO DIFFER MTERIALLY FROM THOSE IN SUCH FORWARD:OOKING
STATEMENTS.

This list of factors is likely not exhaustive. Wepesate in a rapidly changing and evolving busines®lving the converging glob
telecommunications industry (e.g., cable televisDBS, wireline and wireless telephony, Interned digh speed data, etc.), and new
factors will likely emerge. Management cannot peedll of the important risk factors, nor can isess the impact, if any, of such risk factor
our business or the extent to which any factocasnbination of factors, may cause actual resultiffer materially from those in any forward-
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 RESULT
PROJECTED IN FORWARD-LOOKING STATEMENTS AND THAT STH DIFFERENCES MAY BE MATERIAL.

WE DERIVE A SIGNIFICANT PORTION OF OUR REVENUES FRO M COMCAST AND ECHOSTAR, AND THE LOSS OF
THEIR BUSINESS WOULD MATERIALLY ADVERSELY AFFECT OU R FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

We generate approximately ottérd of our total consolidated revenues from owo fargest clients, Comcast and Echostar. Our imngus
highly competitive, and the possibility that a mragtient may move all or a portion of its custom&rsa competitor has increased. While
clients may incur some costs in switching to ounpetitors, they may do so for a variety of reasamduding if we do not maintain favoral
relationships, do not provide satisfactory servieaes products, or for reasons associated with pkide expect to continue to genera
significant percentage of our future revenues fl@omcast and Echostar. Concentration of a largeeptage of total revenues with a limi
number of clients imposes certain risks to our mess. Our financial condition and results of openat (including possible impairment,
significant acceleration of the amortization of emcast client contracts intangible asset) coeldlaterially adversely affected by:

. Comcas’s or Echosté s termination of or failure to renew their contsagfith us, in whole or in part for any reason
. a significant reduction in the number of ComcadEohnostar customers processed on our system.

We renewed our contract with Comcast in the fingarter of 2004. The Comcast Contract contains prong establishing annual finan
minimums for 2004, 2005 and 2006, which we curgeaiipect to exceed based on the current numbenstbmers on our system. Under
terms of the Comcast Contract, which does not delexclusivity for us, Comcast could remove onenore regions from or significan
reduce the number of customers on our system wittaiomatically incurring a financial penalty. Wavie been working, particularly since
arbitration ruling with Comcast in October 2003y#wds creating a favorable relationship with Corheasl the



different Comcast regions we service. However dlwan be no assurance that we can achieve or iindingé relationship with Comcast or tl
Comcast will not move customers for any particuéggion to a competitor’s system.

We renewed our contract with Echostar in the fitsrter of 2004. However, such contract expireZ0i@6. Although we are currently working
with Echostar for a further renewal of the contréioere can be no assurance that such contradbeviknewed on terms satisfactory to us, or at
all.

OUR BROADBAND DIVISION, WHICH ACCOUNTS FOR A SUBSTA NTIAL PORTION OF OUR REVENUES, IS DEPENDENT
ON THE U.S. CABLE TELEVISION AND SATELLITE INDUSTRI ES.

The Broadband Division generates its revenues dyiging products and services to the U.S. and Ganazhble television and satell
industries. Although our dependence on these indgdtas been lessened by earning additional reseputside the U.S. as a result of the
Kenan Business acquisition in early 2002, reveffigas the U.S. cable television and satellite indestare still expected to provide a large
percentage of our, and substantially all of theaBlizand Division’s, total revenues in the foresem@liture. A decrease in the number of
customers served by our clients, loss of businaega non-renewal of client contracts, industry alieht consolidations, movement of
customers from our systems to another versdgystem as a result of regionalization strategyesur clients, and/or changing consumer der
for services could have a material adverse effedur results of operations. There can be no asserthat new entrants into the video market
will become our clients. Also, there can be no essste that video providers will be successful ipanding into other segments of the
converging telecommunications industry. Even if ondprays into new markets are successful, we neayrable to meet the special billing
customer care needs of that market.

VARIABILITY OF OUR QUARTERLY REVENUES AND OUR FAILU RE TO MEET REVENUE AND EARNINGS
EXPECTATIONS WOULD NEGATIVELY AFFECT THE MARKET PRI CE FOR OUR COMMON STOCK AND OUR
CONVERTIBLE DEBT SECURITIES.

Variability in quarterly revenues and operatingutessare inherent characteristics of the softwaue professional services industries. Common
causes of a failure to meet revenue and operatipgotations in these industries include, amongrethe

. the inability to close and/or recognize revenuena or more material software transactions that haaye been anticipated |
management in any particular peris

. the inability to timely renew one or more mategaftware maintenance agreements, or renewing sreleiments at lower rates tl
anticipated; an

. the inability to timely and successfully completeimplementation project and meet client expectatiaue to factors discussec
greater detail below

We expect software license, software maintenantéces, and professional services revenues to be@mincreasingly larger percentage of
our total revenues in the future. Consequenthguagotal revenues grow, so too does the risk d@atsatwith meeting financial expectations for
revenues derived from our software licenses, soéwaaintenance services, and professional seroftesngs. As a result, there is a
proportionately increased likelihood that we mayttameet revenue and earnings expectations odtadyst community. Should we fail to
meet analyst expectations, by even a relativelyllsmaount, it would most likely have a dispropontately negative impact upon the market
price of our common stock and of our ConvertibldoD®ecurities.

WE FACE SIGNIFICANT COMPETITION IN OUR INDUSTRY.

The market for our products and services is higbiypetitive. We directly compete with both indepemtdproviders of products and services
and ir-house systems developed by existing and potetiggilts. In addition



some independent providers are entering into gfi@tdliances with other independent providersyltgsy in either new competitors, or
competitors with greater resources. Many of ourentrand potential competitors have significantigager financial, marketing, technical, and
other competitive resources than our company, mathysignificant and well-established internationgkerations. There can be no assurance
that we will be able to compete successfully witin existing competitors or with new competitors.

OUR INABILITY TO TIMELY AND SUCCESSFULLY COMPLETEA COMPLEX IMPLEMENTATION PROJECT AND MEET
CLIENT EXPECTATIONS COULD HAVE A MATERIAL ADVERSE E FFECT ON OUR FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

Our GSS Division provides a variety of implemergatservices in conjunction with its software armgnts. The nature of the efforts requ
to complete the implementations can range frontivelly short and noncomplex projects to long anchptex projects. These implementation
projects typically range from six to twelve monthdength, but can be longer or shorter dependpanuthe specifics of the project. The length
and complexity of an individual project is depenidgmon many factors including, but not limited tioe following:

. the level of software customization, if any, regdiin the implementatiol

. the complexity of the client’s business, and thentls intended use of our products and servicesltiress their business needs;
. whether the project includes multiple software prddmplementations or services;

. the extent of efforts required to integrate ourduets with the clier's other computer systems and business proce

. the amount and type of data that is required todmyerted from the client’s old application systenthe newly implemented
system:;

. the geographic location of the implementation )

. whether the arrangement includes additional venparscipating in the overall project, includingyttnot limited to, prime and
subcontractor relationships with our company;

. the responsibility we have assumed for the overrallect completion. For example, from time to time may assume a prin
contractor (or prime integrator) role in a projecaddition to our software implementation respbitisies. Prime contractor roles
are inherently more difficult and/or complex astake on the additional responsibility of managitigeo vendors as part of the
project.

Lengthy and/or complex projects carry a greaterekegf business risk than those projects thattae and/or noncomplex in nature. Our
inability to timely and successfully complete ajpod and meet client expectations could have amahtedverse effect on our financial
condition and results of operations by impacting:

. the amount and timing of revenue recognition. Wieegally account for our software implementationj@cts using the percentage-
of-completion (“POC”) method of accounting, and @aat for our fixed-price, long-term professionahgees projects using the
proportional performance method, which resultsewvenue recognition that is generally consistent wie POC method of
accounting. We apply various judgments and estisnatéollowing these accounting methods, the primare being the
determination of the estimated effort requireddmplete a project. Significant increases betweentgts in the total estimated
effort required to complete a project accountedridhis manner can result in a reduction in aptted quarterly revenues, and
possibly, the reversal of previously recognizeceraie;

. the overall profitability of a project. Many of oprojects are priced on a fix-fee basis or the amount of fees that can be hilfed
time-and-materials basis is capped. As a resuéxpected costs and/or delays can result in thegiopeing less profitable than
originally anticipated or even unprofitable (i.e loss contract). In addition, our products magtesidered mission critical
customer management systems by our clients. Asudtran arrangement may include penalties anatanpial damages for our
failure to perform under the agre-upon terms of the arrangement; anc

. the timing of invoicing and/or collection of arraamgent fees. Our ability to invoice and timely cotlarrangement fees may be
dependent upon our meeting certain contractualstoifes, or may be dependent on the overall prefatiis in certain situations in
which we act as a subcontractor to another vendar project. As a result, the status of and/orydeila a project can impact the
timing of invoicing and collection of our arrangembéees.



OUR BUSINESS IS DEPENDENT UPON THE ECONOMIC CONDITION OF THE GLOBAL TELECOMMUNICATIONS
INDUSTRY.

Since the vast majority of our clients operate inithis industry sector, the economic state of ihékistry directly impacts our business. Dul
the time period from early 2001 through 2003, tben@mic state of the global telecommunications stigudeteriorated, resulting primarily
from a general global economic downturn, networlt plant overcapacity, and mounting debt combineti Vimited availability of capital.
This downward trend continued into 2004, howevea touch lesser degree than previous years. Duriaditne frame, many companies
operating within this industry publicly reportedcdeased revenues and earnings, and several coraigetefor bankruptcy protection. Most
telecommunications companies reduced their opgratists and capital expenditures to cope with tagket conditions during these times.
This resulted in a decrease in spending on bussggsort and operation support systems aimed pirtgeservice providers manage the
increasing complexity and cost of managing therautiion between communications companies and thisiomers, which resulted in a
decrease in demand for our customer care anddiinducts and services.

As of the end of 2004, we believe the market halil&ted. In addition, we believe the improved @iy results and financial condition of
many service providers are beginning to providesigf economic improvement within this industryteecHowever, the public reports are
mixed as to whether the recovery is real and whetteerecovery is sustainable. If a turnarounchanmarket conditions occurs, it will likely be
slow, and a full, sustained recovery, if it occatsll, may take several years. Since a signifieambunt of our GSS Division’s business comes
from international sources within this industry teecthe pace at which the market recovers presesignificant risk to our ability to timely
collect our accounts receivable, maintain profitghiand grow this segment of our business.

OUR INTERNATIONAL OPERATIONS SUBJECT US TO ADDITION AL RISKS.

We currently conduct a significant amount of ousibess outside the United States. We are subjeertain risks associated with operating
internationally including:

. difficulties with product development meeting locaguirements;
. fluctuations in foreign currency exchange ratesafbich a natural or purchased hedge does not existineffective;

. longer collection cycles for client billings or axmts receivable, as well as heightened clienecttn risks, especially in countries
with highly inflationary economies and/or with néstions on the movement of cash out of the cour

. compliance with laws and regulations related todbléection, use, and disclosure of certain perkifiarmation relating to clien’
customers, such as privacy laws, that are moret gién those currently in force in the United 8¢z

. reduced protection for intellectual property rigitsome countries;

. inability to recover value added taxes and/or gas$ services taxes in foreign jurisdictions;

. a potential adverse impact to our overall effectivame tax rate resulting from, among other things
. operations in foreign countries with higher taegthan the United State
. the inability to utilize certain foreign tax creslitand
. the inability to utilize some or all of losses geated in one or more foreign countries.

SUBSTANTIAL IMPAIRMENT OF THE GSS DIVISION'S GOODWI LL AND OTHER INTANGIBLE ASSETS IN THE FUTURE
MAY BE POSSIBLE.

As of December 31, 2004, there was approximate8/riflion in net intangible assets (primarily soétse) and approximately $218 million of
goodwill that was attributed to the GSS Divisione \Werformed our annual GSS Division goodwill impant test as of July 31, 2004, and :
performed certain financial analyses of the GSSdiin’s other long-lived intangible assets at tiivae as well, and concluded that no
impairment of the GSS Division’s goodwill or otHeng-lived intangible assets had occurred at ihae tAs of December 31, 2004, we
concluded that no events or changes in circumssamaee occurred since that time to warrant an impait assessment of the GSS Division’s
goodwill and/or other lor-lived intangible asset



The GSS Division includes the assets from the Kdmsiness, ICMS, Davinci, and plaNet acquisitidfesy drivers of the value assigned to
these acquisitions are the global telecommunicatiodustry client base and the software assetdracljro date, the GSS Division has not
achieved the financial performance that we hadmalty anticipated due to many factors, includihg economic downturn experienced within
the global telecommunications industry since weauaeq these assets. Our current business plarigatés substantial revenue and earnings
growth for the GSS Division over the next severdng. We will continue to monitor the carrying valf the GSS Division’s goodwill and
other longlived intangible assets as we execute on our bssipkan to achieve this revenue and earnings gratighexpect to perform the ne
GSS Division goodwill impairment test (our annuadjuired test) in the third quarter of 2005, unkessnts occur which would require an
analysis earlier than that date. If the currenneoaic conditions within the global telecommunicagdndustry take longer to recover and/or
grow at a pace slower than anticipated, and wenm#yerevise our GSS Division financial project®for these or other possible business
reasons, it is reasonably possible that a reviewnipairment of the GSS Division’s goodwill andfetated long-lived intangible assets in the
future may indicate that these assets are impargtithe amount of impairment could be substantial.

CLIENT BANKRUPTCIES COULD ADVERSELY AFFECT OUR BUSI NESS, AND ANY ACCOUNTING RESERVES WE HAVE
ESTABLISHED MAY NOT BE SUFFICIENT.

The economic state of the telecommunications imgustreases the risk of our clients filing for lamptcy protection. Indeed, certain of ¢
clients have filed for bankruptcy protection, wildelphia Communications’ 2002 bankruptcy filing repenting the largest one for us.
Companies involved in bankruptcy proceedings posatgr financial risks to us, consisting principalf possible claims of preferential
payments for certain amounts paid to us prior éolt@inkruptcy filing date, as well as increasedectibility risk for accounts receivable,
particularly those accounts receivable that reageriods prior to the bankruptcy filing date. \dnsider such risks in assessing our revenue
recognition and the collectibility of accounts rieeble related to our clients that have filed fankruptcy protection, and for those clients that
are seriously threatened with a possible bankrufiling. We establish accounting reserves for atimneated exposure on these items. Howe
there can be no assurance that our accountingvessezlated to these items are adequate. Shouldfahg factors considered in determining
the adequacy of the overall reserves change adyeaseadjustment to the accounting reserves mayebessary. Because of the potential
significance of these items, such an adjustmentidoe: material



WE MAY INCUR ADDITIONAL MATERIAL RESTRUCTURING CHAR  GES IN THE FUTURE.

Since the third quarter of 2002, we have recor@stiucturing charges related to involuntary empgogeminations and various facility
abandonments. The accounting for facility abandartseequires significant judgments in determinimg testructuring charges, primarily
related to the assumptions regarding the timingtheacgmount of any potential sublease arrangenfientse abandoned facilities, and the
discount rates used to determine the present wdlthes liabilities. We continually evaluate our asgptions as deemed necessary, and adju
related facility abandonment reserves based orethised assumptions at that time. Moreover, weigoally evaluate ways to reduce our
operating expenses through restructuring opporasiincluding the utilization of our workforce andrrent operating facilities. As a result,
there is a reasonable possibility that we may irclditional material restructuring charges in thiife.

WE MAY NOT BE ABLE TO RESPOND TO THE RAPID TECHNOLO GICAL CHANGES IN OUR INDUSTRY.

The market for customer care and billing systenthégacterized by rapid changes in technology amigihly competitive with respect to the
need for timely product innovations and new prodocbductions. In particular, during 2004, the Bdband Division completed its significant
architectural upgrade to CCS and related servicdssaftware products. This enhancement to CCSd&tvanced Convergent Platform
(“ACP”), will enhance our ability to support congemt broadband services including cross-servicellingy convergent order entry and
advanced service provisioning capabilities for videigh-speed data and Voice over IP. This advanoegiergent solution for broadband
service providers will facilitate our clients’ offag of combinations of video, voice and data sesi The ACP project was initiated in 2002
and is the Broadband Division’s next generatiordpnt offering. To date, approximately one-fourtttted customers processed on CCS have
successfully migrated to our ACP solution, and wigeet to migrate a substantial number of additi@ustomer accounts to this platform
during 2005.

In addition, during late 2003, we introduced CSG&mr FX, which combined certain software technolegie had previously developed with
the best of the CSG Kenan/BP product family. CS@afeFX was the result of an b8nth research and development project that resirita
business framework consisting of pre-integratedipcts and modules that make services availabla e@mmon middle layer. CSG Kenan FX
is expected to be the GSS Division’s primary pracdifering in future periods.

We believe that our future success in sustainimbgrowing our revenues depends upon continued madoeptance of our current products,
including ACP and CSG Kenan FX, and our abilitgtmtinuously adapt, modify, maintain, and operatepsoducts to address the increasil
complex and evolving needs of our clients, witheaurificing the reliability or quality of the prodis. As a result, substantial research and
development will be required to maintain the coritjppeness of our products and services in the mailkechnical problems may arise in
developing, maintaining and operating our prodacis services as the complexities are increasec|BD@went projects can be lengthy and
costly, and are subject to changing requirememtgyramming difficulties, a shortage of qualifiedgennel, and unforeseen factors which can
result in delays. In addition, we may be resporesibt the implementation of new products, and ddpenupon the specific product, may also
be responsible for operations of the product. Theeas inherent risk in the successful implemeatatind operations of these products as the
technological complexities increase. There candassurance:

. of continued market acceptance of our current prtsqu

. that we will be successful in the timely developingfiproduct enhancements or new products thabreso technologice
advances or changing client needs

. that we will be successful in supporting the impdetation and/or operations of product enhancenmmesw products.

See the above risk factor, “our inability to timalyd successfully complete a complex implementgiroject and meet client expectations
could have a material adverse effect on our firgrandition and results of operations”, for aduigl risks related to implementation projects.

A REDUCTION IN DEMAND FOR OUR KEY CUSTOMER CARE AND BILLING PRODUCTS AND SERVICES COULD HAVE A
MATERIAL ADVERSE EFFECT ON OUR FINANCIAL CONDITION  AND RESULTS OF OPERATIONS.

Historically, a substantial percentage of our totalenues have been generated from our core sdnieau processing product, CCS (to
include ACP), and related services. These produrtdsservices are expected to provide a large pegemf our, and most of the Broadband
Division’s, total revenues in the foreseeable fatur

Historically, a substantial percentage of the G38sidn’s revenues have been generated from its castomer care and billing system
product, CSG Kenan FX (formerly CSG Kenan/BP), assbciated software maintenance services and piofied services. CSG Kenan FX
software licenses and related software maintens@séces and professional services are expectewbtide a large percentage of the GSS
Division’s total revenues in the foreseeable future

Any reduction in demand for CCS (to include ACPgi/an CSG Kenan FX and related services discussedeatould have a material adverse
effect on our financial condition and results oéogtions, including possible impairments to relayeddwill and other intangible asse



THE CONSOLIDATION OF THE GLOBAL TELECOMMUNICATIONS  INDUSTRY MAY HAVE A MATERIAL ADVERSE
EFFECT ON OUR RESULTS OF OPERATIONS.

The global telecommunications industry is undergdaignificant ownership changes at an acceleraaed.fOne facet of these changes is
telecommunications service providers are consafigatiecreasing the potential number of buyerotorproducts and services. Such client
consolidations carry with them the inherent riskttthe consolidators may choose to move their @seth customers to a competitor’'s system.
In addition, consolidation in the global telecomrnimaiions industry may put at risk our ability tavdgage our existing relationships. Should
consolidation result in a concentration of custoamrounts being owned by companies with whom wealdnave a relationship, or with whe
competitors are entrenched, it could negativelgcifbur ability to maintain or expand our markedreh thereby having a material adverse €
to our results of operations.

In addition, it is widely anticipated that telecommnication service providers will continue their aggsive pursuit of providing convergent
services. Traditional wireline and wireless telepd@roviders have announced plans to penetratesigential video market, a market
dominated by our clients. Should these traditidekphone providers be successful in their videstegy, it could threaten our market share
and processing revenues in this area, as genspahking, these companies do not currently userodiucts and services.

FAILURE TO ATTRACT AND RETAIN OUR KEY MANAGEMENT AN D OTHER HIGHLY SKILLED PERSONNEL COULD
HAVE A MATERIAL ADVERSE EFFECT ON OUR BUSINESS.

Our future success depends in large part on thitnced service of our key management, sales, ptatbwelopment, and operational
personnel. We believe that our future successdapends on our ability to attract and retain higtdijled technical, managerial, operational,
and marketing personnel, including, in particuggrsonnel in the areas of research and developanertechnical support. Competition for
gualified personnel at times can be intense, pdatity in the areas of research and development/ergions, software implementations, and
technical support, especially now that market comaé are improving and the demand for such tatemcreasing. In addition, our
restructuring activities adversely impact our worke as a result of involuntary terminations of &agpes and may adversely impact our akt
to retain key personnel and recruit new employeasnithere is a need. For these reasons, we mdersatccessful in attracting and retaining
the personnel we require, which could have a medtadverse effect on our ability to meet our cormmeitts and new product delivery
objectives.

FAILURE TO PROTECT OUR PROPRIETARY INTELLECTUAL PRO PERTY RIGHTS COULD HAVE A MATERIAL ADVERSE
EFFECT ON OUR FINANCIAL CONDITION AND RESULTS OF OP ERATIONS.

We rely on a combination of trade secret and cgpyidaws, nondisclosure agreements, and otheraxtotl and technical measures to protect
our proprietary rights in our products. We alsodhallimited number of patents on some of our ngweducts, but do not rely upon patents
primary means of protecting our rights in our ilgefual property. There can be no assurance thaetprovisions will be adequate to protect
our proprietary rights. Although we believe that otellectual property rights do not infringe upthre proprietary rights of third parties, there
can be no assurance that third parties will natragsfringement claims against us or our clients.

Because of the global markets we service, we héaets using our products in many countries. Aesult, we continually assess whether there
is any risk to our intellectual property rightsnrany countries throughout the world. Should thédesrbe improperly assessed or if for any
reason should our right to develop, produce antlilige our products anywhere in the world be sssfidly challenged or be significantly
curtailed, it could have a material adverse eféecour financial condition and results of operasic



THE DELIVERY OF OUR PRODUCTS AND SERVICES IS DEPENDENT ON A VARIETY OF MAINFRAME AND
DISTRIBUTED SYSTEM COMPUTING ENVIRONMENTS AND TELEC OMMUNICATIONS NETWORKS, WHICH MAY NOT
BE AVAILABLE OR MAY BE SUBJECT TO SECURITY ATTACKS.

The delivery of our products and services is depahdn a variety of mainframe and distributed systemputing environments, which we \
collectively refer to herein as “systems.” We pd®/such computing environments through both outesmliarrangements, such as our data
processing arrangement with First Data Corpora@gnyell as internally operating numerous disteliugervers in geographically dispersed
environments. The end users are connected to sterag through a variety of public and private tetemunications networks, which we will
collectively refer to herein as “networkshd are highly dependent upon the continued avktjand uncompromised security of our netwc
and systems to conduct their business operatiamsn&@works and systems are subject to the rig&ilfre as a result of human and machine
error, acts of nature and intentional, unauthoratacks from computer “hackers.” Security attamkslistributed systems throughout the
industry are more prevalent than on mainframe systdue to the open nature of those computer systaraddition, we continue to expand
our use of the Internet with our product offerinigereby permitting, for example, our clients’ custys to use the Internet to review account
balances, order services or execute similar acamanagement functions.

Opening up our networks and systems to permit aodashe Internet increases their vulnerabilityt@authorized access and corruption, as
well as increasing the dependency of the systeetighility on the availability and performance bétinternet’s infrastructure. As a means to
mitigate certain risks in this area of our business have implemented a business continuity plad,tast certain aspects of this plan on a
periodic basis. In addition, we have implementasgeurity program utilizing 1ISO 17799 as a guideliaved periodically undergo a security
review of our systems by independent parties, @ve implemented a plan intended to mitigate tHeafsan unauthorized access to the
networks and systems, including network firewgllscedural controls, intrusion detection systentsamtivirus applications.

The method, manner, cause and timing of an exteimdegtuption or outage in our networks or systemsimpossible to predict. As a result,
there can be no assurances that our networks atehsy will not fail, or that our business contigiyptans will adequately mitigate any
damages incurred as a consequence. Should ournkstarosystems experience an extended interrupti@utage, have their security
compromised or data lost or corrupted, it would éa our ability to meet product and service dejivaligations, and likely have an
immediate impact to the business operations otbents. This would most likely result in an immatdi loss to us of revenue or increase in
expense, as well as damaging our reputation. Arlyesfe events could have both an immediate, negmtipact upon our financial condition
and our sho-term revenue and profit expectations, as well adang-term ability to attract and retain new clier



