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Financia ﬁ ights

Year Ended December 31,
(dollars in millions, except per share amounts)

2001 2000 1999 1998 1697
Income Statement Data
Revenues $ 1,660.0 $ 1,362.1 $ 1,2275 $ 1,119.2 $ 9608
Income from operations $ 2935 $ 2646 $ 1997 $ 1195 $ 1269
Operarting margin percentage 17.7% 19.4% 16.3% 10.7% 13.2%
Interest expense $ (7.5) $ (5.6) $ (5.2) $ (8.6) $ (85)
Equity in earnings (losses) of unconsolidated affiliates (1.5) 114 6.6 (27 (1.3)
Income before income taxes and minority interests 353.5 336.7 214.3 115.6 122.9
Net income $ 2282 $ 2158 $ 1381 $ 71.6 $ 794
Diluted shares outstanding (millions) 126.0 1294 1297 1286 1295
Basic earnings per share $ 1.86 $ 172 $ 1.09 $ 0.57 $ 062
Diluted earnings per share $ 1.81 $ 1.67 $ 1.06 $ 0.56 $ 061
Adjusted diluted earnings per share® $ 1.60 b 1.40 $ 1.02 3 0.75 $ 061
Geographic Information
U.S. revenues $ 15244 $ 1,209.1 $ 10611 $ 9685 $ 8450
U.S. income from operations $ 2622 $ 2401 $ 1800 $ 1054 $ 1246
U.S. operating margin percentage 17.2% 19.9% 17.0% 10.9% 14.7%
International revenues $ 1356 $ 1530 $ 1664 $ 1507 $ 1158
International income from operations $ 313 $ 245 $ 19.7 $ 14.1 $ 2.3
International operaring margin percentage 23.1% 16.0% 11.8% 9.4% 2.0%
Balance Sheet Data
Total assets $ 27040 $ 25524 $ 23263 $ 1,897.0 $ 1,5485
Total debt 306.9 90.0 62.8 61.8 1152
Stockholders’ equity $ 14724 $ 1,565.8 $ 14636 $ 1,166.2 $ 9309
Other Financial Data
Operating EBITDA*™ $ 4529 $ 3932 $ 3225 $ 1952 $ 2304
Capital additions $ 1947 $ 1788 $ 1307 $ 1257 $ 1092
Investment Market Values
Computer Sciences Corporation $ 4228 $ 5190 $ 8168 $ 5546 $ 360.4
State Street Corporation $ 6684 $ 7049 $ 4384 $ 4208 $ 3475
Other Operating Data
Mutual fund shareowner accounts processed (millions)
Us. 75.6 72.1 56.4 49.8 450
United Kingdom 31 2.7 2.0 1.4 1.0
Canada 1.5 11 24 1.6 0.9
TRAC participants (millions) 25 1.9 1.3 09 0.7
Security transfer accounts processed (millions) 27.8 2.8 3.4 42 43
Auromated Work Distributor workstations (thousands) 85.5 732 57.7 453 35.1
Video/Broadband/Satellite TV subsctiber accounts (millions) 409 43.4 39.1 38.0 41.7
Output Solurions images produced (billions) 8.2 74 6.3 5.1 4.2

* Adjusted diluted earnings per share has been calculated by excluding the effects of merger charges and other expenses, net gain on sale of PAS, a state sales tax refund,
software and intangible asset impairments, joint venture lease abandonment charges, ner gains related ro available-for-sale securities and other investments and a 2000 legal
settlement gain, These items are discussed in more detail in Item 6“Selected Consolidated Financial Darta” included elsewhere in this Annual Report.

** QOperating EBITDA is defined as income from operations plus depreciation and amortization.
The selected consolidared financial data set forth in the above table has been derived from the Company’s consolidated financial statements. This data should be read in
conjunction with, and is qualified by reference to,"Management’s Discussion and Analysis of Financial Condition and Results of Operations” elsewhere in this Annual
Report and the Company’s audited consolidated financial statements, including the notes thereto and the independent accountants’ report theteon, and the other financial
information included elsewhere in this Annual Report.
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DST Systems, Inc. ("DST”) provides sophisticated information processing and

computer software services and products which are designed to provide a vital

link between DST's clients and their customers. DST is organized into three
operating segments:
o Financial Services
o Qutput Solutions
o Customer Management

The illustration above depicts DST's three operating segments.

The brand, service or product names or marks referred to in this Report are rrademarks or service marks,

registered or atherwise, of DST Systems, Inc. or its subsidiaries, affiliates or of vendors to the Company.




DST's Financial Services Segment provides sophisticated information processing and

computer software services and products primarily to mutual funds, investment managers,
corporations, insurance companies, banks, brokers and financial planners. DST's
proprietary software systems include mutual fund shareowner and unit trust recordkeeping
systems for U.S. and international mutual fund companies; a defined-contribution
participant recordkeeping system for the U.S. market; securities transfer systems offered to
corporations, corporate trustees and transfer agents; investment management systems
offered to U.S. and international fund accountants and investment managers; and a
workflow management and customer contact system offered primarily to mutual funds,

insurance companies, health care providers, brokerage firms and banks.



U.S. Mutual Fund

Shareowner Processing

The U.S. mutual fund industry continues to expand its role
as a primary investment vehicle for the individual investor,
with neatly $7 trillion invested in murual funds. As the
largest provider of third-party shareowner services for the
U.S. mutual fund industry, DST has played an important
role in supporting the growth of the mutual fund industry,
DST's strategy of continuously enhancing core proprietary
systems, providing processing capacity to handle rapidly
changing transaction volume and delivering innovative
products allows clients to provide world-class service to their

constituents.

Shareowner Accounting and Recordkeeping

DST's software system for U.S. mutual fund shareowner
recordkeeping is TA2000. The system maintains ail
shareowner information and transactions for load, no-load,
multi-class and money funds. TA2000 also performs many
specialized tasks, such as asset allocation, wrap fee
calculations and broker commissions. At December 31, 2001,
TA2000 processed over 75 million U.S. mutual fund

shareowner accounts.

Mutual Fund Accounts Processed (millions)
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DST offers a complere range of shareowner services, from
full-service processing, which includes all clerical and data
processing support for transfer agent activities, to remote
processing in which the clients perform all clerical functions
using TA2000. Full-service processing is offered both by
DST and Boston Financial Data Services, Inc. (“BFDS"),
which is jointly owned with State Street Corporation (“State
Street”). The design of DST's proprietary systems allows
clients to select the services they choose to perform with

DST or BEDS, resulting in many shared service

relationships.

Retirement and Savings Plan Recordkeeping

and Administration

Mutual funds are popular investment vehicles used by
individual, corporate retirement and savings plans. TA2000
supports Individual Retirement Accounts (‘IRAs") including
Roth and Educational IRAs (referred to as“Coverdell
Educational Savings Accounts”) and Section 529 educational

savings plans,

TRAC is a participant recordkeeping and administration
system for defined contribution plans, including 401(k),
403(b), 457, money purchase and profit sharing plans that
invest in mutual funds, company stock, guaranteed
investment contracts and other investment products. TRAC
is integrated with TA2000, which eliminates the potential for
reconciliation problems that may occur when different
systems are used for participant recordkeeping and mutual

fund shareowner accounting,

Retirement Participants Processed by TRAC (millions)
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TRAC provided recordkeeping for 2.5 million retirement
plan participants with 7.4 million related TA2000 accounts
at December 31, 2001. TA2000 serviced 19.9 million IRAs
invested in mutual funds at December 31, 2001, which
included 4.6 million Roth and Educational IRA accounts.
TA2000 also supported the processing of 0.7 million Section
529 plan accounts at December 31, 2001.

Retlrement Accounts Processed by TA2GOO (millions)
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TA2000 Subaccounting

DST launched the TA2000 Subaccounting system in
January 2002. TA2000 Subaccounting is offered on a remote
basis to broker/dealers who perform shareowner accounting
and recordkeeping for mutual fund accounts thar have been
sold by the firms registered representatives. The
Subaccounting platform, which is an enhancement of
TA2000, is designed to meet the complex reconciliation and
systemn interfaces required by broker/dealers who require this

capability.

Products Supporting Mutual Fand

Distribution and Marketing

DST has developed products to meet the changing service
requirements, expanding distribution channels and the
increasing regulatory requirements affecting the murtual fund

market.

DST processes over 40% of the mutual fund industry’s
volume on Fund/SERV and Networking, which are systems
developed by the Depository Trust and Clearing
Corporation. DST has also developed the Financial Access
Nerwork ("FAN"), the technological infrastructure that

facilitates mutual fund sales and distribution via the Internet.

Several of DST's products and services utilize FAN. The
FAN Web product enables mutual fund companies to offer
their investors direct inquiry of account information, financial
transaction execution and literature fulfillment through a set
of customized Internet templates that link TA2000 to the
client’s Web site. FAN Investment Tracking enables
shareholders to download their mutual fund transaction data
through Quicken for Windows Online Investment Center.
FAN Mail provides financial advisors and broker/dealers
with trade confirmations, account positions and other data
via public network access. Vision enables broker/dealers and
financial advisors to view their clients' mutual fund and
variable annuity positions, to establish new accounts and to
conduct transactions. FAN Mail and Vision are currently

used by over 150,000 financial incermediaries.

International Shareowner
Processing

DST provides international shareholder processing through
International Financial Data Services, UK. ("IFDS UK”),
International Financial Data Services, Canada ("IFDS’
Canada”) and International Financial Data Services,
Luxembourg (“IFDS Luxembourg”). All three companies
are joint ventures of DST and State Street.

IFDS UK. offers full and remote service processing services
for United Kingdom (“UKY) unit trust and related products
using FAST, its proprietary unit trust accounting system. At
December 31, 2001, 3.1 million unitholder and Open Ended
Investment Company accounts were serviced using FAST.
IFDS UK. is the largest third-party provider of unit trust

shareowner processing in the UK.

IFDS U.K. Unitholder Accounts Processed (millions)
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IFDS Canada offers mutual fund servicing in Canada in
four ways: full service processing, remote processing, sofrware

licensing and facility management.

IFDS Canada services approximately 5.0 million mutual
fund shareowner accounts under software license or faciliry
management arrangements using iIFAST, its proprietary

mutual fund processing system.

IFDS Canada has also installed iFAST in France, Germany,
Japan, Switzerland and Saudi Arabia.

Canadian Mutual Fund
Shareowner Accounts Processed (millions)
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IFDS Luxembourg was formed in 2001 to provide mutual
fund shareowner processing and related services to the
Luxembourg and continental European market. Utilizing
iFAST, it serviced approximately 0.1 million accounts at
December 31, 2001.

®
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Corporate Securities Processing

DST significantly expanded its position in the securities
transfer industry through its acquisition of EquiServe in
2001. EquiServe is one of the nation’s largest corporate
shareholder service providers, maintaining and servicing the
records of approximately 27.2 million registered shareholder
accounts for more than 1,400 publicly traded companies.
EquiServe clients include 17 of the 30 companies in the Dow
Jones Industrial Average and 151 of the companies in the
Fortune 500.

Registered Ownership Accounting and
Recordkeeping

EquiServe delivers a wide range of corporate shareholder
service solutions, acting as a company’s agent to transfer
shareholder stock, disburse and reinvest dividends, mail and
tabulate proxies, distribute annual reports and provide

merger and acquisition services.

EquiServe provides corporations full-service processing,
which includes all accounting and data processing support for
transfer agent activities related to registered ownership.
Registered ownership occurs when the beneficial owner of
the security is registered on the books and records of the

~ corporarion. When investors purchase stock through a
broker, the investor may specifically direct the broker to
register the shares purchased directly with the corporation.
Registered owners receive all corporate communications,
dividends, annual reports and proxy material directly from
the corporation. Registered ownership comes in two forms:

physical certificates or book-entry shares.

EquiServe provides custom services for corporate actions
(mergers, acquisitions, stock splits, tender offers, odd-lots,
etc.), initial public offerings and demutualization

transactions.

Employee Plan Administration

EquiServe services more than 350 employee stock purchase
and stock option plans with over two million employee
accounts. EquiServe provides a complete range of employee
stock option services, from full service administration of
employee stock option plans to remote support of companies
who do their own recordkeeping services. EquiServe has
developed a proprietary employee stock purchase plan system
that tracks and reports disqualifying dispositions, utilizes an
auromated enrollment system and has the ability to provide

multi-lingual printing and multi-currency disbursements to

support internationally-based employee participants.

Invesrment Plan Administration

EquiServe's Investment Plan Administration services
encompass all types of investment plans, including direct
stock purchase plans ("DSPPs’) and traditional dividend
reinvestment plans. EquiServe is the market leader in
investment plan servicing, with more than 6.9 million plan
participants for 105 direct stock purchase plan clients and

396 dividend reinvestment pians.

DSPPs (also called open enrollment plans) offer interested
investors who are not current shareholders the opportunity
to purchase shares directly in a company without going
through a broker. There are two major kinds of direct stock
purchase plans: registered (issuer sponsored) or bank

sponsored plans.

Fairway

DST is developing a new securities transfer system called
Fairway, which is designed to meet the changing processing
and regulatory and processing requirements of the corporare
stock transfer industry. The implementation of Fairway and
other DST proprietary software, such as AWD, will
continue to provide EquiServe with the most technologically
advanced software in the securities transfer industry. DST
also plans to offer Fairway and AWD to other transfer agents

on a remote processing basis.

Investment Management
Accounting

DST International Limited ("DST International”), a UK.
company, provides investment management and portfolio
accounting software (primarily on a license basis) and
services to over 500 clients in 40 countries, serviced by offices
in the UK, U.S., Australia, New Zealand, Hong Kong,
Singapore, Thailand, Philippines, Japan and South Africa.
DST International offers a wide range of products and
services, both in the U.S. and internationally, which together
form a complete integrated solution for the investment

management community.

HiPortfolio/2 is designed for medium and large investment
management firms who are seeking a complete turnkey
system for investment accounting with minimum

customization.

Hilnvest is a front and middle-office solution for institutional
fund managers which includes decision support, modeling,
order management, compliance monitoring, performance

measurement, performance attribution and client reporting,




HiWealth is a front-office solution enabling privare wealth
managers to manage their clients. In addition to the same
attributes as Hilnvest, HiWealth includes integrated
Customer Relationship Management (“CRM”) and full use

of DST's work management software.

HiNet is a rules-based transaction processing solution aimed
at the medium to large investment management companies
that has a high capacity, retail-focused variant for online
Internet trading and portfolio accounting using state-of-the-

art technology.

HiMessaging provides a flexible and scalable solution for
messaging for securities transactions, complies with all
current messaging protocols and is fully adaptable for future

demands.

HiRepotting offers fund managers the opportunity to
produce comprehensive reports according to their clients’
individual needs. Various delivery mechanisms may be

employed, such as Web, fax, CD-ROM and hard copy and

the reports may include pictures, logos and graphs.

HiPerformance provides performance analysis for asser
managers and is scalable to support both institutional and

private client fund managers.

HiTrust is a Web-based, multi-currency and multi-lingual
solution for mutual fund and unit trust processing. It has
been developed for the specific needs of the Far Eastern and

Australasian markets.

In addition, DST International also supports its long-
established Impart/Uptix and Paladign investment

accounting systemns.

Automated Work Distributor
* ("AWD”)

AWD is designed to help companies improve operating
efficiency and customer satisfaction. The AWD system
captures all customer interactions, including mail, telephone
calls, Internet, e-mail, faxes, etc., at the point of contact,
prioritizes and assigns the work to the appropriate resource
and tracks the contact through completion. By enforcing
standard business processes independent of the origin of a
request, AWD allows seamless delivery of consistent service
across all channels, resulting in improved customer
satisfaction. AWD's automation components allow
customers to remove associates from tasks in which human
interaction is not required, further improving productivity

gains. The AWD product suite also includes imaging and

document management, a contact center desktop, intelligent
character recognition, digitized voice processing and full
support for e-mail and Web-based customer service. AWD
financial services clients include mutual funds and other
investment management firms, insurance companies, health

care providers, brokerage firms and banks.

AWD Workstations Worldwide (thousands)
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Managed Account Platform

(“MAP”)

DST launched MAP in January 2002, MAP is a
proprietary system designed to facilitate the distribution,
investment management, trading, reconciliation and
reporting for “Managed Accounts.” Although they can take
on different forms, Managed Accounts are generally
individual investment accounts offered by financial
consultants who provide advisory services and managed by
independent money managers using an asset-based fee
structure. Managed Accounts can be individually profiled for
risk, goals and preferences, are managed for tax efficiency and
can be diversified among several types of investment

instruments including stocks, bonds and mutual funds.

MARP is a fully integrated product that utilizes AWD and

Hilnvest. MAP increases automation and data flow between

the plan sponsor, who distributes the product, and the
investment manager, who is responsible for managing the
account portfolio. MAP links the plan sponsor and
investment manager through the use of AWD. The
Hilnvest component completes the loop with its trading,
reporting, performance measurement and reconciliation
funcrions. The open design of MAP will allow it to be
integrated with other DST proprietary products and
enhanced o facilitate the distribution of other securities by

financial consultants and money managers.

®




DST Ourput (formerly Output Technology Solutions) provides bill and statement processing
services and electronic bill payment and presentment solutions to customers of the Financial
Services and Customer Management Segments and other industries that value customer
communications and require high quality, accurate and timely bill and statement processing,
DST Output is among the largest first class mailers in the U.S,, mailing 1.9 billion items in

2001 from production centers strategically located throughout the U.S.

DST Output also offers a variety of complementary professional services, including consulting,

application development, fulfillment and client training, as well as statement design and formatting

services that allow clients to use the statements as a communication and marketing tool.




Statement and Billing Services

DST Output’s statement processing services are supported
by fully integrated and automated production environments
that rapidly and cost-effectively transform electronic data
received from its clients into informative, accurate and
customized statements. DST Output’s highly automated
production environment maximizes postal savings while
minimizing delivery time.

For the financial services industry, DST Output performs
electronic printing, variable and selective insertion, presorted
mailing and distribution of custom designed shareowner and
other account-based communications, including transaction
confirmations, dividend checks, account statements,

registration kits and year-end tax reports.

DST Output also provides bill printing and processing
services and solutions for the video/broadband and satellite
TV, telecommunications, utilities, transportation, rapid

delivery, credit card and waste management industries.

Output Solutions ltems Mailed (illions)
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DST Output offers consclidated statements, which combine
data from multiple services or funds into a single integrated
statement. Consolidated statements offer clients significant
savings both in paper and mailing costs and are a powerful
marketing tool for companies seeking to establish brand

name recognition and sell combined services.

DST Output’s proprietary Web-based program, Direct
Access, enables billing customers to have near real-time
monitoring and reporting functions. Using standard Internet
browsers and entry through secured access to DST Outputs
extranet, customers can remotely monitor their data every
step of the process, from the time of completed transmission
to DST Output to the moment it leaves the production

facility.

DST Output has created an automated information and
technology infrastructure which electronically formats data

and manages its presentation over the Web or provides

alternative feeds for statement printing. As electronic
statements and payment solutions become more widely used,
communications setvice providers, utilities, financial services
and other companies will require electronic statement and
bill presentment capabilities. To fulfill this requirement,
DST Outpur offers two product lines: e.bill.anywhere for
electronic bill presentment and payment and Informa for
electronic presentment of mutual fund statements and
prospectuses, brokerage statements, confirmations and tax

documents.

DST Outpur has also teamed with market leaders to extend

the reach and value of DST Qutput’s electronic solutions.

DST Output offers a full range of technical support.
Customized programming tools have been developed that
allow electronic information streams from a variety of client
systems to be received without the need to make changes to
the customer’s software. These tools enable rapid and
smooth transitions when clients outsource their statement

processing and electronic functions.

Communications Mamalgemenfc

Rapid Confirm
Rapid Confirm provides the brokerage industry one of the

fastest ways to deliver trade confirmations. Utilizing a large
domestic distributive print network, Rapid Confirm provides
speed of delivery through the United States Postal Setvice.
With distributive print-mail sites strategically located
throughout the U.S., 90% of DST Qutput’s mail is delivered
in two days or less ar discounted presort rates.
Confirmations may be consolidated, householded and may
be printed with dynamic highlight color for greater visual

impact.

Rapid Enroller
DST Output’s Rapid Enroller allows defined contribution

plan providers to offer fast, fully personalized documentation
to plan participants. Utilizing state-of-the-art print-on-
demand technelogy, Rapid Enroller enables customized

packaging based on client and recipient information.

Rapid Fulfillment

DST Output offers sophisticated, real-time print-on-
demand fulfillment through its Rapid Fulfillment product.
As a substitute for offset printing and warehousing of
documents, Rapid Fulfillment reduces the costs of fulﬁllment.

and ensures that the clients customers receive the most

current version of the fulfillment material.




eLLITE
For mutual fund companies and brokerage firms, eLLITE

enables fast access to current fund information. With
electronic technology and secured Internet access, DST
Outpur’s customers can locate and download information

from hundreds of reports in just a few keystrokes.

Design and Archival Services
Creative Design Services

Statement-based marketing and creative design services allow
DST Outpurs dients to transform regular cusromer
statements into communication tools. The statement is often
the only form of regular communication between a service
provider and its customers. Many clients have the
opportunity through statement-based marketing and creative
design services to use the paper or electronic starement to
reinforce a corporate image, advertise special offers and

features, deliver customer-specific messages and otherwise

market their services to customers.

Campaign Management

DST Output offers a suite of solutions that allows clients to
segment their customer databases for the purpose of
directing targeted campaign materials at selected audiences.
These solutions facilitate customer acquisition and retention,
product cross selling and brand awareness building among

the many marketing applications offered by DST Ourpur.

Archival and Retrieval Solutions

The need for archival and customer service retrieval of
statements is addressed by Info+Disc and Exact View storage
solutions. These products provide customer service
representatives with a statement image, enabling faster
customer service calls and improved first-call resolution rates.
Sophisticated computer output microfilm capabilities are also

available for long-term archival.




DST’s Customer Management Segment provides customer management, billing and

marketing solutions to the video/broadband, direct broadcast satellite (“DBS”), wire-line
and Internet Protocol (“IP”) telephony, Internet and utility markets. The Segment serves
more than 40 million broadband customers and more than five million utility customers
worldwide. The Segment’s products are currently used by the largest DBS provider in the

U.S., as well as by seven of the top 10 U.S. video/broadband companies.

The Segment offers a comprehensive customer management and billing solution b
g P g g Y
providing core customer care products that are supplemented with the products and

services offered from DST'’s other operating segments.



_ 1

Customer Care and Billing

The Segment’s comprehensive solution includes a flexible and
open platform on which to base a complete back-office and
customer support system. Four platforms are provided, each
designed for specific markets: DDP/SQL and Intelecable
serve the video/broadband market worldwide; Subscriber
Transaction Management System ("STMS”) serves the DBS
industry; and Affinity serves the global utility marker.

Customer Management Video/Broadband/
Satellite Subscribers Processed (millions)
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DDP/SQL has supported the U.S. video/broadband market
for more than 20 years and currently runs in nearly 400

locations supporting more than 21 million cable subscribers.

Intelecable is a convergent billing system supporting video,
voice, data and other IP services. The customer care and
billing platform now supports over nine million end-users in
119 locarions in 15 countries and operates in a variety of

languages, including Japanese.

STMS was specifically developed to manage the customer
experience and billing activities for Direc TV, Inc.,, the largest

DBS provider in the U.S.

Affinity supports the complex billing activities of water,
electric, gas and municipal utility providers on four continents
that provide services to five million domestic, commercial and

industrial customers.

The following Internet solutions are offered: CyberCSR;
High Speed Data Services (‘HSDS"); and TechConnect.
These products use the Interner to create an interactive
experience for the customer, decrease operational costs and

expand the functionality of the billing system.
CyberCSR is a customizable Web interface to DDP/SQL

and Intelecable, allowing customers to handle their own

customer service tasks and provision services immediately.

HSDS enables provisioning, billing, customer care and
troubleshooting for either national Internet service providers

or clients’ internal Internet access service.

TechConnect is designed to increase the productiviry of
installers and technicians in the field by providing access to

job and customer information via the Internet.

Customer Relationship
Management

Integrating core billing platforms with AWD allows the
Segment to offer clients a workflow and customer
relationship management product. AWDs ability to
integrate multiple back-office systems to present a single view
of the customer is a valuable tool to the broadband industry,
which operates with multiple systems due to mergers and

acquisitions.

StarGate is a data warehouse and decision support tool that
extracts important information from the customer database
to predict buying behavior and forecast the marker. The
reporting element of StarGare allows clients to analyze their
businesses, such as defining operational strengths and

weaknesses.




Winchester Information
Processing Services

DST operates two primary data centers to support the

" computing needs of its products and services.

The Winchester Data Center is one of the largest and most
advanced facilities of its type in the U.S. It is che hub of
DST's information processing and Internet servicing
operations and supports more than 120,000 computer users
connected through fully redundant telecommunications
networks from locations across the U.S., UK. and Canada.
Winchester has seven mainframe computers that can process
more than 10,100 million instructions per second ("MIPS")
and more than 46 trillion bytes of direct access storage

devices ("DASD").

DST'’s Internet architecture provides robust, redundant and
secure processing for clients. Through the deployment of
Web servers, application servers and a large network of
dedicated Internet bandwidth, Winchester provides its

customers with fast and reliable Internet connections.

As a result of the September 11, 2001 events and the
subsequent closures of the U.S. financial markets, DST
anticipated that when the markets reopened there could be
significant volumes of transactions that would need to be
processed by Winchester. DST worked with its vendors to
activate all of the capacity at Winchester, which added
approximately 5,000 MIPS of capacity.

The AWD Data Center supports more than 12,000 AWD
workstations used in DST's full service murual fund
shareowner recordkeeping operations as well as by remote

processing TA2000 clients and other AWD clients.

Both data centers are staffed 24 hours a day, seven days a
week and have self-contained power plants with mechanical
and electrical systems designed to operate virtually without
interruption in the event of a commercial power loss. The

Winchester facility is designed to withstand tornado-force

winds.

Winchester Information Services
Processing Capacity (Mips)
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Investments

In addition to DST's three operating segments, DST's
Investments and Other Segment is comprised of investments
in equity securities, certain financial interests and its real
estate and computer hardware leasing subsidiaries and
affiliates. DST’s investments in equity securities totaled
approximately $1.3 billion at December 31, 2001, principally
from investments in State Street Corporation and Computer

Sciences Corporation.
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State Street Corporation

DST owns approximately 12.8 million shares, or 4.0%, of
State Street with a market value of $668 million at
December 31, 2001. DST received shares in State Street as
consideration for the sale of its 50% interest in Investors
Fiduciary Trust Company to State Street in 1995 and for the
sale of its Portfolio Accounting Systems business in 2001.
State Street is a financial services corporation that provides
banking, trust, investment management, global custody,

administration and securities processing services worldwide.

Computer Sciences Corporation (“CSC”)

DST owns approximately 8.6 million shares, or 5%, of CSC
with a market value of $423 million at December 31, 2001.
DST received shares in CSC through CSC's merger with
The Continuum Company in 1996, of which DST owned
approximately 23%. CSC is a global provider of information
technology services to commercial and government markets
specializing in management consulting, information systems

consulting and integration and outsourcing,




Financial Information

Revenues

DST's revenues have grown from $961 million in 1997 to
more than $1.6 billion in 2001, reflecting a compound annual
growth rate of 14.6%. U.S. revenues have grown from $845
million in 1997 to more than $1.5 billion in 2001, reflecting a
compound annual growth rate of 15.9%. This is primarily
attributable to growth across the Financial Services and
Output Solutions Segments. Growth in DST’s
international businesses has increased international revenues
from $116 million in 1997 to $136 million in 2001, a 4.0%
compound annual growth rate, and now represents 8.2% of

total revenues.
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Sources of Revenue by Industry

This chart depicts the sources of DST’s 2001 revenues by
major industry. The industries listed may be served by more

than one of DST's business segments.

Sources of Revenue by Industry

o Mutual Fund/
investment
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a Corporate Securities
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Revenues by Business Segment

This chart depicts DST's 2001 revenues by business segment

before intersegment eliminations.
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CAUTIONARY STATEMENT WITH RESPECT TO FORWARD-LOOKING COMMENTS

The discussions set forth in this Annual Report on Form 10-K contain statements concerning potential
future events. Such forward-looking statements are based upon assumptions by the Company’s
management, as of the date of this Annual Report, including assumptions about risks and uncertainties
faced by the Company. Readers can identify these forward-looking statements by the use of such verbs
as expects, anticipates, believes or similar verbs or conjugations of such verbs. If any of management’s
assumptions prove incorrect or should unanticipated circumstances arise, the Company’s actual results
could materially differ from those anticipated by such forward-looking statements. The differences
could be caused by a number of factors or combination of factors including, but not limited to, those
factors identified in the Company’s amended Current Report on Form 8-K/A dated March 19, 2002,
which is hereby incorporated by reference. This report has been filed with the United States Securities
and Exchange Commission (“SEC”) in Washington, D.C. and can be obtained by contacting the SEC’s
Public Reference Branch. Readers are strongly encouraged to obtain and consider the factors listed in
the March 19, 2002 Current Report and any amendments or modifications thereof when evaluating any
forward-looking statements concerning the Company. The Company will not update any forward-
looking statements in this Annual Report to reflect future events or developments.

PART T
Item 1. Business

This discussion of the business of DST Systems, Inc. (“DST” or the “Company”) should be read in
conjunction with, and is qualified by reference to, Management’s Discussion and Analysis of the
Company’s Financial Condition and Results of Operations (“MD&A) under Item 7 herein. In
addition, pursuant to rule 12b-23 under the Securities Exchange Act of 1934, as amended, the
information set forth under the headings “Introduction” and “Seasonality” in the MD&A and the
segment and geographic information included in Item 8, Note 13 are incorporated herein by reference
in partial response to this Item 1.

The Company was originally established in 1969. Through a reorganization in August 1995, the
Company is now a corporation organized in the State of Delaware.

RECENT DEVELOPMENTS IN THE COMPANY’S BUSINESS

The recent business developments of the Company and the Company’s subsidiaries follow.

EquiServe, Inc, (“EquiServe”)

On March 30, 2001, DST completed the acquisition of a 75% interest in EquiServe by purchasing
interests held by FleetBoston Financial (“FleetBoston™) and Bank One Corporation (“Bank One”). On
July 31, 2001, DST completed the acquisition of the remaining 25%, which was owned by Boston
Financial Data Services, on essentially the same terms provided to FleetBoston and Bank One.
EquiServe is one of the nation’s largest corporate transfer agency service providers, maintaining and
servicing the records of approximately 27.2 million shareholder accounts for approximately 1,400
publicly traded companies.

The acquisitions were accounted for as a purchase and the results of EquiServe’s operations are
included in DST’s 2001 consolidated financial statements beginning March 30, 2001. The minimum
purchase price of $186.7 million is to be paid in four installments. The first installments of
approximately $58.5 million were paid at the closings. The second installments, scheduled for
February 28, 2002, are estimated to be approximately $55.8 million. The remaining two minimum
installments, which total approximately $72.4 million (discounted to $65.2 million for accounting
purposes) are payable on February 28, 2003 and February 28, 2004. The remaining minimum purchase




price installments can increase pursuant to a formula that provides for additional consideration to be
paid in cash if EquiServe’s revenues as defined in the agreements for the years ending 2000, 2001, 2002
and 2003 exceed certain targeted levels. The minimum purchase price (discounted to $177.3 million for
accounting purposes) has been allocated to the net assets acquired based upon their fair values as
determined by a valuation. Goodwill will be increased by the amount of contingent consideration paid.
This goodwill will not be subject to amortization per Statement of Financial Accounting Standard
(“SFAS”) No. 142.

Assuming the acquisitions had occurred January 1, 2000, the Company’s consolidated revenues would
have been $1,742.7 million and $1,671.5 million for the years ended December 31, 2001 and 2000,
respectively. Consolidated proforma net income and earnings per share would not have been materially
different from the reported amounts for 2001 and 2000. The unaudited proforma amounts are not
indicative of what actual consolidated results of operations might have been if the acquisition had been
effective at the beginning of 2000.

New Mutual Fund Clients

The Company has preliminary commitments from three new clients to convert approximately

8.8 million mutual fund shareowner accounts to TA2000, of which 1.8 million are scheduled to convert
in the first quarter 2002, 0.5 million are scheduled to convert in the third quarter 2002 and 6.5 million
are scheduled to convert in the first quarter 2003.

New Products

DST launched two new products in January 2002: TA2000 Subaccounting and Managed Account
Platform (“MAP”). TA2000 Subaccounting is offered on a remote basis to broker/dealers who perform
shareowner accounting and record keeping for mutual fund accounts that have been sold by the firm’s
registered representatives. MAP is a proprietary system designed to facilitate the distribution,
investment management, trading, reconciliation and reporting for “Managed Accounts.” Managed
Accounts are generally individual investment accounts offered by financial consultants who provide
advisory services and managed by independent money managers using an asset based fee structure.

Portfolio Accounting Systems (“PAS”)

On June 29, 2001, DST sold its PAS business to State Street Corporation (“State Street”). DST offered
PAS services primarily to the U.S. mutual fund industry on a remote processing basis. DST received, in
a taxable transaction, proceeds of $75.0 million, comprised of approximately 1.5 million shares of State
Street common stock and cash. In conjunction with the transaction, DST agreed to provide data
processing services for PAS and agreed to a non-compete agreement for a period of five years, for
which elements a portion of the purchase price has been deferred. DST recognized a one-time gain of
$20.0 million after taxes, deferrals and other expenses.

DST recorded revenue related to PAS of $9.8 million for the six months ended June 30, 2001 and
$19.5 million for the year ended December 31, 2000. The PAS business unit had approximately 80
associates who transferred to State Street with the transaction.

Internatiomal Financial Data Services, Canada (“IFDS Canada”)

DST Canada had been a wholly owned subsidiary of the Company since June 1993. To align the
ownership of the international mutual fund/unit trust shareowner processing businesses, DST Canada
was contributed to a joint venture, [FDS Canada, in January 2001, and is now owned 50% by DST and
50% by State Street. DST contributed its shares of DST Canada to the new joint venture while State
Street contributed $43.5 million in cash. The Company accounted for the formation of the joint venture
as a non-cash, non-taxable exchange. Accordingly, no gain was recognized from the transaction.




Effective January 2001, DST Canada’s results of operations are no longer consolidated with the
Company and the earnings of the joint venture are included in the Company’s results on the equity
basis. On a proforma basis, the contribution of DST Canada to the joint venture did not have a
material impact on DST’s net income or earnings per share in 2001.

EITF Topic No. D-103

Effective January 1, 2002, the Company adopted, as required, EITF Topic No. D-103, “Income
Statement Characterization of Reimbursements received for “Out-of-Pocket” Expenses Incurred.” Prior
to the issuance of EITF Topic No. D-103, the Company netted the Out-of-Pocket reimbursements from
customers with the applicable Out-of-Pocket expenditures. The Company’s significant Out-of-Pocket
expenses at the consolidated level include postage and telecommunication expenditures and at the
Segment level include print mail services between the Financial Services Segment and the Output
Solutions Segment. Under EITF Topic No. D-103, the Company will record the reimbursements
received for Out-of-Pocket expenses incurred as revenue on an accrual basis. The Company estimates
that annual consolidated revenues and consolidated costs and expenses will increase approximately
$800 million to $1 billion as a result of adopting the EITF. Because these additional revenues are offset
by the reimbursable expenses incurred, adoption of EITF Topic No. D-103 will not impact income from
operations or net income. The EITF requires that comparative financial statements for prior periods be
reclassified to comply with the new guidance, unless it is impracticable to reclassify prior-period
financial statements. The Company is considering its ability to reclassify prior-period financial
statements as required by EITF Topic No. D-103. The Company believes that the implementation of
this revised accounting treatment will negatively affect the reporting of operating margins of its
business segments.

NARRATIVE DESCRIPTION OF BUSINESS

The Company has several operating business units that offer sophisticated information processing and
software services and products. These business units are reported as three operating segments
(Financial Services, Output Solutions and Customer Management). In addition, investments in certain
equity securities and financial interests and the Company’s real estate and computer hardware leasing
subsidiaries and affiliates have been aggregated into an Investments and Other Segment. A summary of
each of the Company’s segments follows:

Financial Services

The Financial Services Segment provides sophisticated information processing and computer software
services and products primarily to mutual funds, investment managers, corporations, insurance
companies, banks, brokers and financial planners. The Company’s proprietary software systems include
mutual fund shareowner and unit trust accounting and recordkeeping systems offered in the U.S. and
selected international markets; a defined-contribution participant recordkeeping system for the U.S.
market; securities transfer and related systems offered to corporations, trustees and transfer agents; a
variety of portfolio accounting and investment management systems offered to U.S. and international
fund accountants and investment managers; and a workflow management and customer contact system
offered primarily to mutual funds, insurance companies, health care providers, brokerage firms and
banks.

The Financial Services Segment distributes its services and products on a direct basis and through
subsidiaries and joint venture affiliates in the U.S., United Kingdom, Canada, Europe, Australia, South
Africa and Asia-Pacific and, to a lesser degree, distributes such services and products through various
strategic alliances.




QOutput Solutions

The Output Solutions Segment provides complete bill and statement processing services and solutions,
including electronic presentment, which include generation of customized statements that are produced
in sophisticated automated facilities designed to minimize turnaround time and mailing costs. This
Segment provides its processing services and solutions in North America to customers of the
Company’s Financial Services and Customer Management Segments and to telecommunications,
utilities and other high volume industries which require high quality, accurate and timely statement
processing.

Customer Management

The Customer Management Segment provides sophisticated customer management and open billing
solutions to the video/broadband, direct broadcast satellite (“DBS”), wire-line and Internet-protocol
telephony, Internet and utility markets worldwide. The Company’s software systems enable its clients to
manage their operations across all aspects of their business including order processing, customer
support, financial reporting, decision support, marketing, field services and collections. This Segment
also distributes the Company’s workflow management and customer contact systems to the industries it
services.

The Customer Management Segment distributes its services and products on a direct basis, through
subsidiaries in North America, the United Kingdom and parts of Europe and with international alliance
partners in other regions of the world.

Investments and Other

The Investments and Other Segment holds investments in certain equity securities and financial
interests and the Company’s real estate and computer hardware leasing subsidiaries and affiliates. The
Company holds investments in equity securities with a market value of approximately $1.3 billion at
December 31, 2001, including approximately 12.8 million shares of State Street with a market value of
$668 million and 8.6 million shares of Computer Sciences Corporation (“CSC”) with a market value of
$423 million. Additionally, the Company owns and operates real estate mostly in the U.S., which is held
primarily for lease to the Company’s other business segments.




Industry Revenue

The Company’s sources of revenue by major industries served are presented below. The industries
listed may be served by more than one of the Company’s business segments.

Year Ended December 31,
2001 2000 1999
(dollars in millions)

U. 8. revenues

Mutual fund / investment management. ... $ 6407 386% $ 581.6 427% $ 5036 41.0%
Corporate securities processing . ........ 2577 155% 10.8 0.8% 15.1 1.2%
Other financial services .. . ............ 126.2 7.6% 126.1 9.3% 115.2 9.4%
Video/broadband/satellite TV .......... 2046  123% 188.4 13.8% 1909 15.6%
Telecommunications and utilities . ....... 166.8 10.0% 162.9 12.0% 150.6 12.3%
Other. ... 128.4 7.8% 1393  10.2% 85.7 7.0%
Total U.S. revenues .............. 1,524.4  91.8% 1,209.1 88.8% 1,061.1 86.5%
[mternational revenues
Mutual fund / investment management. . . . 81.1 4.9% 98.8 7.3% 109.2 8.9%
Other financial services . .. ............ 21.7 1.3% 24.3 1.8% 25.0 1.9%
Video/broadband/satellite TV .......... 17.1 1.0% 19.6 1.4% 19.6 1.6%
Telecommunications and utilities . ....... 4.2 0.3% 1.5 0.1% 57 0.5%
Other. ... .o, 11.5 0.7% 8.8 0.6% 6.9 0.6%
Total international revenues ........ 135.6 8.2% 153.0 11.2% 166.4 13.5%
Total FEVEIUES . . . v vt o e e et et e v $1,660.0 100.0% $1,362.1 100.0% $1,227.5 100.0%

FINANCIAL SERVICES SEGMENT

The Financial Services Segment attributes its growth to the expansion of the mutual fund industry, the
acquisition of EquiServe and to the Segment’s business strategy. The primary components of the
Segment’s ongoing business strategy are: (i) enhancement of its technology base and development of
new services and products to strengthen its position as the leading provider of information processing
services to the U.S. mutual fund market; (ii) expansion into markets where it can provide similar
information processing and computer software services and products; and (iii) formation of strategic
alliances and joint ventures with or acquisitions of established companies operating in target markets,
both in the U.S. and internationally.

The growing volume and complexity of transactions in the financial services and other markets have
resulted in increasing demand for more sophisticated systems to timely and accurately process
information. Computer technology has provided an effective means of addressing this demand, but
requires significant capital investment and expertise. As a result, many financial service organizations
have relied on outside providers, such as the Company. The Company expects the information
processing needs of these organizations to grow in volume and complexity presenting the Financial
Services Segment with significant opportunities to sell its services and products.




Year Ended December 31,
2001 2000 1999

Finmancial Services Operating Data

Revenues (in millions)
U S $803.8 $503.1 $427.0
International . . ... ... .. .. e e 999 1179 1279

$903.7 8$621.0 $554.9

Mutual fund shareowner accounts processed (millions)

U.s.

Non-retirement aCCOUNTS . . . . . it 48.3 48.3 39.0
IRA mutual fund accounts .. ............c.iiiiiiiii 19.9 17.9 14.0
TRAC mutual fund accounts . . .. ... ... 7.4 59 34
75.6 72.1 56.4

International
United Kingdom (1) . . .. ..o o e 3.1 2.7 2.0
Canada (2). . .. .ot e e 15 1.1 2.4
Security transfer accounts processed (millions) .............. ... . .... 27.8 2.8 3.4
TRAC participants (millions) . ... ......... ... . . i 25 1.9 1.3
Automated Work Distributor workstations (thousands) ............. ... 85.5 732 57.7

(1) Processed by International Financial Data Services (U.K.) Limited, an unconsolidated affiliate of
the Company.

(2) Processed by International Financial Data Services (Canada) Limited, an unconsolidated affiliate
of the Company.

U.S. Mutual Fund Shareowner Processing

Most of the Financial Services Segment’s mutual fund clients are “open-end” mutual fund companies,
which obtain funds for investment by making a continuous offering of their shares. Purchases and sales
(referred to as “redemptions”) of open-end mutual fund shares are typically effected between
shareowners and the fund, rather than between shareowners. These transactions are based on the net
asset value of the mutual fund on the date of purchase or redemption, which requires that the assets of
the fund and the interests of its shareowners be valued daily. Accordingly, timely and accurate
accounting and recordkeeping of sharecowner and fund investment activity is critical.

Investor attraction to a wide array of mutual fund investment products with increasingly specialized
features has significantly increased the number of mutual fund shareowner accounts, the volume of
transactions and the complexity of recordkeeping. In addition, new technologies have changed the
service requirements and distribution channels of the mutual fund market. The Company has made
significant investments in computer capacities and systems to handle the increasing volume and
complexity of transactions and distribution channels, to maintain its leadership position and to improve
quality and productivity.

The Company typically enters into multi-year written agreements with its clients. Most of the
shareowner accounts serviced by the Company are at mutual fund organizations that have been clients
of the Company for more than five years.




Shareewner Accounting and Recordkeeping

The proprietary applications system for U.S. mutual fund recordkeeping and accounting is TA2000,
which performs shareowner related functions for mutual funds, including processing purchases,
redemptions, exchanges and transfers of shares; maintaining shareowner identification and share
ownership records; reconciling cash and share activity; calculating and disbursing commissions to
brokers and other distributors; processing dividends; creating and tabulating proxies; reporting sales;
and providing information for printing of shareowner transaction and statement data and year-end tax
statements. The system processes load, no-load, multi-class and money funds. TA2000 also performs
many specialized tasks, such as asset allocation and wrap fee calculations. At December 31, 2001, the
Company provided shareowner accounting processing services for approximately 75.6 million U.S.
mutual fund shareowner accounts.

Mutual fund shareowner services are offered on full, remote and shared service basis. Selection by a
client of the level of service is influenced by a number of factors, including cost and level of desired
control over interaction with fund shareowners or distributors. “Full” service processing includes all
necessary administrative and clerical support to process and maintain shareowner records, answer
telephone inquiries from shareowners, brokers and others, and handle the TA2000 functions described
above. In addition, Full service clients may elect to have the Company invest end of day available client
bank balances into credit-quality money market funds. “Remote” service processing is designed to allow
clients to have their own administrative and clerical staff access TA2000 at the Winchester Data Center
using the Company’s telecommunications network. “Shared” service processing allows client personnel
to handle telephone inquiries while the Company’s or an affiliate’s personnel retain transaction
processing functions. This service is facilitated by the implementation of Automated Work Distributor
(“AWD”), which creates electronic images of transactions and makes such images, together with the
status of the related transactions, available to the personnel handling the telephone calls.

The Company derives revenues from its mutual fund shareowner accounting services through fees
charged for use of the Company’s proprietary software systems, clerical processing services and other
related products. These fees are generally charged on a per account and number of funds basis for
system processing services and on a per account, number of fund and transaction basis for clerical
services. The Company’s policy is not to license TA2000.

Retirement and Savings Plan Accounting and Recordkeeping

Mutual funds are popular investment vehicles for individual and corporate retirement and savings
plans. TA2000 supports Individual Retirement Accounts (“IRAs”) including Roth and Educational
IRAs (referred to as “Coverdell Educational Savings Accounts™) and Section 529 Savings Plans.

The Company’s TRAC system provides participant recordkeeping and administration for defined
contribution plans, including 401(k), 403(b), 457, money purchase and profit sharing plans that invest in
mutual funds, company stock, guaranteed investment contracts and other investment products. TRAC is
integrated with TA2000, which eliminates reconciliation problems that occur when different systems are
used for participant recordkeeping and mutual fund shareowner accounting. TRAC is offered on a
full-service and remote basis by the Company. The Company regards the retirement plan market as a
significant growth opportunity for its services and products because (i) that market is relatively new and
experiencing significant expansion as more employers shift away from defined benefit programs;

(il) mutual funds, because of their features, are increasingly popular selections for investment by such
plans; and (iii) each retirement plan participant normally elects to use multiple mutual fund investment
accounts. Revenues from these services are based generally on the number of participants in the
defined contribution plans, as well as per account fees for related mutual fund accounts processed on
TA2000.




At December 31, 2001, TA2000 serviced 19.9 million IRA accounts invested in mutual funds, which
included 4.6 million Roth and Educational IRA accounts. In addition, TRAC provided recordkeeping
for 2.5 million retirement plan participants with 7.4 million related TA2000 mutual fund accounts at
December 31, 2001. TA2000 also supported the processing of 0.7 million Section 529 plan accounts at
December 31, 2001.

TA2000 Subaccounting

DST launched the TA2000 Subaccounting system in January 2002. TA2000 Subaccounting is offered on
a remote basis to broker/dealers who perform shareowner accounting and recordkeeping for mutual
fund accounts that have been sold by the firm’s registered representatives. The Subaccounting platform,
which is an enhancement of TA2000, is designed to meet the complex reconciliation and system
interfaces required by broker/dealers who require this capability. Revenues are based generally on a per
account and number of funds basis.

Products Supporting Mutual Fund Distribution and Marketing

The Company has developed products to meet the changing service requirements, distribution channels
and increasing regulatory requirements affecting the mutual fund market.

The Company processes over 40% of the mutual fund industry’s volume on Fund/Serv and Networking,
two systems developed by the Depositary Trust and Clearing Corporation for broker distributed mutual
funds. The Company has also developed Financial Access Network (“FAN”), the technological
infrastructure that facilitates emerging channels of mutual fund sales and distribution via the Internet.
Products and services utilizing FAN include (i) FAN Web, which enables clients to offer their investors
direct inquiry to account information, financial transaction execution and literature fulfiliment through
a set of customized Internet templates that link the client’s Web site to TA2000, (ii) FAN Web Direct,
which offers clients a secure, seamless and efficient processing capability for electronic transactions
from a client’s own Web application directly into TA2000, (iii) FAN Investment Tracking, which enables
shareholders to download their mutual fund transaction data through Quicken for Windows Online
Investment Center, (iv) FAN Mail, which provides financial advisors and brokers with trade
confirmations, account positions and other data via public network access and (v) Vision, which enables
broker/dealers and financial advisors to view their clients’ mutual fund and variable annuity positions,
process transactions and establish new accounts.

Revenues from these services and products are based generally on the number of transactions
processed.

Boston Finmancial Data Services, Inc. (“BFDS”)

BFDS, a 50% owned joint venture with State Street, is an important distribution channel for the
Company’s services and products. BFDS combines use of the Company’s proprietary applications and
output solutions capabilities with the marketing capabilities and custodial services of State Street to
provide full-service shareowner accounting and recordkeeping services to over 114 U.S. mutual fund
companies. BFDS also offers remittance and proxy processing, class action administration services,
teleservicing and full-service support for defined contribution plans using the Company’s TRAC system.
BFDS is the Financial Services Segment’s largest customer, accounting for approximately 10.4% of the
segment’s revenues in 2001,




International Mutual Fund / Unit Trust Shareowner Processing

The Company provides international shareholder processing through three joint venture companies of
the Company and State Street, which are as follows:

Imternational Financial Data Services, UK. (“IFDS U.K.”)

IFDS UK. offers full and remote service processing for unit trusts and related products serving

3.1 million unitholder accounts at December 31, 2001. It is the largest third party provider of such
services in the United Kingdom. IFDS U.K. has developed FAST, a unit trust record keeping system
and has converted all accounts serviced by it to FAST as of December 31, 2001.

IFDS U.K. derives revenues from its shareowner accounting services through fees charged for use of its
proprietary software systems, clerical processing services and other related products. These fees are
generally charged on a per account number of unit trust basis and transaction basis. IFDS U.K.’s policy
is not to license FAST.

Intermational Financial Data Services, Canada (“IFDS Canada”)

IFDS Canada provides remote mutual fund shareowner processing in Canada and licenses its mutual
fund shareowner system to mutual fund companies in related markets outside Canada. Revenues are
derived from providing remote mutual fund shareowner processing services and time and material fees
for client-specific enhancements and support to the remote processing system, and to a lesser degree,
from licensing its mutual fund shareowner system to mutual fund companies. IFDS Canada provides
full-service processing to the Canadian mutual fund industry using the iFAST mutual fund system and
full-service processing for U.S. offshore mutual funds using TA2000. IFDS Canada also has installed its
mutual fund system in Germany, Japan, Saudi Arabia and Switzerland. Canadian mutual fund
shareowner accounts serviced decreased to 1.1 million at the end of 2000 primarily from the loss of a
client associated with an acquisition. IFDS Canada also services approximately five million accounts
under software licensing or facility management, using the iFAST system.

Imternatiomal Financial Data Services, Luxembourg (“IFDS Luxembourg’)

IFDS Luxembourg was formed in 2001 to provide mutual fund systems and services to the Luxembourg
and continental Furopean market. Utilizing the iFAST system, IFDS Luxembourg serviced
approximately 0.1 million accounts at December 31, 2001. Revenues are derived from shareowner
accounting services based generally on the number of accounts, number of transactions and number of
unit trusts processed.

Corporate Securities Processing

The Company significantly expanded its position in the securities transfer industry through its
acquisition of EquiServe in 2001. EquiServe is one of the nation’s largest corporate shareholder service
providers, maintaining and servicing the records of approximately 27.2 million registered shareholder
accounts for more than 1,400 publicly traded companies. EquiServe clients include 17 of the 30
companies in the Dow Jones Industrial Average and 151 of the companies in the Fortune 500.

Registered Ownership Accounting and Recordkeeping

EquiServe delivers a wide range of corporate shareholder service solutions, acting as a company’s agent
to transfer a shareholder’s stock, disburse and reinvest dividends, mail and tabulate proxies, distribute
annual reports and provide merger and acquisition services.

EquiServe provides corporations full-service processing, which includes all accounting and data
processing support for transfer agent activities related to registered ownership. Registered ownership
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occurs when the beneficial owner of the security is registered on the books and records of the
corporation. When investors purchase stock through a broker, the investor may specifically direct the
broker to register the shares purchased directly with the corporation. Registered owners receive all
corporate communications, dividends, annual reports and proxy material directly from the corporation.
Registered ownership comes in two forms: physical certificates or book-entry shares.

EquiServe provides custom services for corporate actions (mergers, acquisitions, stock splits, tender
offers, odd-lots, etc.), initial public offerings and demutualization transactions.

EquiServe derives revenues from its securities processing services through fees for use of the
Company’s proprietary software systems, clerical processing services and other related products. These
fees are generally charged on a per account, number of CUSIPs and number of transactions basis for
accounting services. EquiServe also derives revenues from investment earnings related to cash balances
maintained in corporate transfer agency bank accounts.

Employee Plan Administration

EquiServe services more than 350 employee stock purchase and stock option plans with over two
million employee accounts. EquiServe provides a complete range of employee stock option services,
from full service administration of employee stock option plans to remote support of companies who
do their own recordkeeping services. EquiServe has developed a proprietary employee stock purchase
plan system that tracks and reports disqualifying dispositions, utilizes an automated enrollment system
and has the ability to provide multilingual printing and multi-currency disbursements to support
internationally-based employee participants.

Revenues from these services are based generally on the number of employee accounts in the employee
plans, the number of transactions processed and the number of employee plan accounts maintained.

Investment Plan Administration

EquiServe’s Investment Plan Administration services encompass all types of investment plans, including
direct stock purchase plans (“DSPPs”) and traditional dividend reinvestment plans. EquiServe is the
market leader in investment plan servicing, with more than 6.9 million plan participants for 105 direct
stock purchase plan clients and 396 dividend reinvestment plans.

DSPPs (also called open enrollment plans) offer interested investors who are not current shareholders
the opportunity to purchase shares directly in a company without going through a broker.

Revenues from these services are based generally on the number of transactions and the number of
investment plan accounts maintained.

Fairway

DST is developing a new securities transfer system called Fairway, which is designed to meet the
changing processing and regulatory and processing requirements of the corporate stock transfer
industry. DST completed the initial phase of Fairway in 2001 and began converting clients to Fairway
during the latter part of 2001. The Fairway conversion schedule is aligned with the completion schedule
of the final phase of Fairway, which provides the functionality for the more complex corporate issuers.
The implementation of Fairway and other DST proprietary software, such as AWD, will continue to
provide EquiServe with the most technologically advanced software in the securities transfer industry.
DST also plans to offer Fairway and AWD to other transfer agents on a remote processing basis.

Revenues for remote processing are generally charged on a per account and per CUSIP basis for
system processing services. It is the Company’s policy not to license Fairway.
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Investment Management Products

DST International Limited, a United Kingdom company, (“DST International™), provides investment
management and portfolio accounting software (primarily on a license basis) and services to over 500
clients in 40 countries worldwide, serviced by offices in the United Kingdom, U.S., Australia, New
Zealand, Hong Kong, Singapore, Philippines, Thailand, Japan and South Africa. DST International
offers a wide range of products and services, both in the U.S. and internationally, which used together
form a complete integrated solution for the investment management community.

DST International offers a wide range of products both in the U.S. and internationally which used
together form a complete integrated solution for the investment management community.

HiPortfolio/2 is designed for medium and large investment management firms that are seeking a
turnkey system for investment accounting that can meet their global and international requirements
with minimum customization. HiPortfolio/2 is a scalable, comprehensive front, middle and back office
solution with over 250 clients worldwide.

Hilnvest is a front and middle office solution for institutional fund managers which includes decision
support, modeling, order management, compliance monitoring, performance measurement, performance
attribution and client reporting.

HiWealth is a front office solution enabling private wealth managers to manage their clients. In
addition to the same attributes as Hilnvest, HiWealth includes integrated Customer Relationship
Management (“CRM”) and full use of the Company’s work management software (AWD).

HiNet is a rules-based transaction processing solution aimed at medium to large investment
management companies that has a high capacity, retail-focused variant for online Internet trading and
portfolio accounting using state-of-the-art technology.

HiMessaging, designed to address the lack of an internationally agreed directive on messaging, offers a
flexible and scalable solution for messaging for securities transactions. HiMessaging complies with all
current messaging protocols and is fully adaptable for future demands.

HiReporting offers fund managers the opportunity to produce comprehensive reports according to their
clients’ individual needs. Various delivery mechanisms may be employed, such as Web, fax, CD-ROM
and hard copy and the reports may include pictures, logos and graphs.

HiPerformance provides performance analysis for asset managers. The system is scalable to support
both institutional and private client fund managers.

HiTrust is a Web-based, multi-currency and multi-lingual solution for mutual fund and unit trust
processing. It has been developed for the specific needs of the Far Eastern and Australasian markets.

The Company derives revenues from the above products and services, from license fees, fees for
customized installation and programming services and annual maintenance fees.

In addition, DST International also supports its long-established Impart/Uptix and Paladign investment
accounting systems. DST International also distributes and supports AWD outside North America.

Automated Workflow Management

Automated Work Distributor (“AWD”) is designed to help companies improve operating efficiency and
customer satisfaction. The AWD system captures all customer interactions including mail, telephone
calls, Internet, e-mail, faxes, etc., at the point of contact, prioritizes and assigns the work to the
appropriate resource and tracks the contact through completion. By enforcing standard business
processes independent of the origin of a request, AWD allows seamless delivery of consistent service
across all channels, resulting in improved customer satisfaction. AWD also enables customers with
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multiple service centers to seamlessly move work between locations, removing geography as a barrier to
productivity gains. AWD’s automation components allow customers to remove associates from tasks in
which human interaction is not required, resulting in often-dramatic productivity improvements. The
AWD product suite also includes imaging and document management, a contact center desktop,
proactive call scripting, intelligent character recognition, digitized voice processing and full support for
e-mail and Web-based customer service.

Initially introduced to enhance the Company’s mutual fund shareowner recordkeeping system, AWD
was designed to interface with a wide range of high volume application processing systems. AWD
utilizes a client server architecture that enables it to operate on Sun Solaris, Microsoft Windows, or
IBM iSeries servers utilizing Windows and browser-based desktops. AWD’s application-centric
architecture allows customers to implement the solution quickly, resulting in a rapid return on
investment. The Company’s integration toolkits and open product architecture allow AWD to easily
interface with customers’ existing mainframe or other application systems. AWD’s customers include
mutual fund and other investment management firms, insurance companies, brokerage firms, banks,
healthcare companies and cable TV operators located in the U.S., Canada, United Kingdom, Europe,
Australia, South Africa and Asia-Pacific. In addition, Computer Sciences Corporation Financial Services
Group distributes the Company’s AWD product to life and property and casualty insurance companies
worldwide.

The Company has developed modular components enabling AWD to support various channels for
customer interaction. These products include EnCorr, which automates the creation of print
correspondence; PowerStore, which gives AWD users optical media access; AWD/RIP, which imports
work into AWD from other computer systems and external networks; AWD/ST, which streamlines
transaction processing with straight-through processing technology; AWD/NetServer, which extends
AWD functionality to intranet and Internet environments; and AWD/eMail, which supports
communications with e-mail-based users. In addition, AWD/Voice integrates call record/playback and
computer-telephony integration technology into the AWD system. AWD/Contact is used by customer
service representatives in a workflow-enabled call center environment.

AWD can be installed at the customer’s site or the customer can access AWD at DST’s AWD Data
Center using the Company’s telecommunications network.

The Company derives AWD revenues from multi-year bundled service and usage agreements based on
the number of users accessing the software and fixed fee perpetual license agreements that may include
provisions for additional license payments in the event the number of users increases. The Company
also derives AWD revenues from fees for implementation services, custom programming and annual
software maintenance.

Managed Account Platform

DST launched MAP in January 2002. MAP is a proprietary system designed to facilitate the
distribution, investment management, trading, reconciliation and reporting for “Managed Accounts.”
Although they can take on different forms, Managed Accounts are generally individual investment
accounts offered by financial consultants who provide advisory services and managed by independent
money managers using an asset-based fee structure. Managed accounts can be individually profiled for
risk, goals and preferences, are managed for tax efficiency and can be diversified among several types
of investment instruments including stocks, bonds and mutual funds.

MAP is a fully integrated product that utilizes AWD and Hilnvest. MAP increases automation and data
flow between the plan sponsor, who distributes the product, and the investment manager, who is
responsible for managing the account portfolio. MAP links the plan sponsor and investment manager
through the use of AWD. The Hilnvest component completes the loop with its trading, reporting,
performance management and reconciliation functions. The open design of MAP will allow it to be
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integrated with other DST proprietary products and is enhanced to facilitate the distribution of other
securities by financial consultants and money managers.

Revenues for MAP are derived from recurring revenue based on the number of accounts.

Winchester Information Processing Services

Winchester Information Processing Services primarily supports the computing needs of the Company’s
Financial Services Segment and certain products of the Output Solutions Segment with two data
centers in Kansas City, Missouri.

The Winchester Data Center (“Winchester”) is the Company’s primary central computer operations
and data processing facility. Winchester has a total of 163,000 square feet, of which 76,000 square feet
is raised floor computer room space. Winchester has seven mainframe computers with a combined
processing capacity of more than 10,100 million instructions per second and direct access storage
devices with an aggregate storage capacity that exceeds 46 trillion bytes. Winchester also contains more
than 300 servers supporting NT, UNIX and AS/400 small and midrange computing environments. These
servers are used to support DST’s products and processing for certain of the Company’s affiliates. The
physical facility is designed to withstand tornado-force winds.

The AWD Data Center supports the Company’s AWD Image processing services. The facility has a
total of 13,000 square feet. The computer room houses IBM AS/400 computers and optical storage
systems, which support more than 12,000 AWD Image users. AWD users include DST’s Full-Service
area as well as several of the Company’s remote AWD customers and other financial services
companies. The AWD Data Center also houses over 350 servers supporting various Company products
and Winchester’s remote tape storage using IBM’s automated tape libraries. The Company derives
revenues from its AWD data center based upon data center capacity utilized, which is significantly
influenced by the volume of transactions or the number of users.

Both data centers are staffed 24-hours-a-day, seven-days-a-week and have self-contained power plants
with mechanical and electrical systems designed to operate virtually without interruption in the event of
commercial power loss. The data centers utilize fully redundant telecommunications networks serving
the Company’s clients. The networks, which serve more than 120,000 computer users, have redundant
pathing and software, which provides for automatic rerouting of data transmission in the event of
carrier circuit failure.

The Company has an agreement with a commercial disaster recovery provider for computer processing
in the event of a computer failure at Winchester. The Company’s data communications network is
linked to the disaster recovery provider’s facility and network to enable client access to the disaster
recovery facility. The AS/400 processors at the AWD Data Center and the AS/400 processors at
Winchester provide contingency plan capabilities for each other’s processing needs. The Company
regularly tests the disaster recovery processes for both data centers.

Argus Health Systems, Inc. (“Argus”)

Argus is a 50% owned joint venture of the Company and a privately held life insurance holding
company. Argus provides claims processing, information services and administrative support for
pharmacy program management. These services include reporting features, reimbursements, call center,
pharmacy network management, clinical information services and rebates. Argus’ proprietary claims
processing system, Integrated Pharmacy Network System (“IPNS”), is an interactive, database managed
processing system for administration of prescription drug claims, pharmacy and member reimbursement
and drug utilization review. IPNS, which provides substantial flexibility to accommodate varying
provider requirements, allows point-of-sale monitoring and control of pharmacy plan benefits with
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on-line benefit authorization and can alert dispensing pharmacists to potential medication problems
arising from such factors as duplicate prescriptions, incorrect dosage and drug interactions.

The Company provides data processing, telecommunications and output solutions services to Argus and
Argus operates IPNS at Winchester and the AWD Data Center. Its primary clients are providers of
pharmacy benefit plans including insurance companies, health maintenance organizations, preferred
provider organizations and other pharmacy benefit managers.

Wall Street Access L.L.C. (“Wall Street Access™)

Wall Street Access is a provider of online brokerage services to individual traders and professional
money managers. The Company acquired a 6% interest in Wall Street Access in January 2001 for
approximately $7 million. The securities purchase agreement with Wall Street Access contains put/call
provisions whereby the Company’s interest in Wall Street Access may be increased to 20% for
approximately $16.0 million.

Customer Concentration

The Financial Services Segment’s five largest customers accounted for 26.5% of segment revenues in
2001, including 10.4% from its largest customer.

Marketing / Distribution

In the U.S., Canada and select international markets, the Financial Services Segment identifies
potential users of its preducts and services and tailors its marketing programs to focus on their needs.
The Segment’s marketing efforts also include cross-selling the Company’s wide range of services and
products to its existing clients. The Segment’s sales efforts are closely coordinated with its joint venture
and strategic alliance partners.

Sources of new business for the Segment include (i) existing clients, particularly with respect to
complementary and new services and products; (ii) companies relying on their own in-house capabilities
and not using outside vendors; (iii) companies using competitors’ systems; and (iv) new entrants into
the markets served by the Company. The Company considers its existing client base to be one of its
best sources of new business.

The Company’s mutual fund systems and related services and products are marketed to mutual fund
management firms and to distributors of mutual fund shares, such as banks, insurance companies,
brokerage firms and third party administration firms. Increasingly, such firms manage multiple mutual
fund products to address different investment objectives. Generally, mutual fund products are promoted
and distributed in fund groups which provide investors with a variety of mutual fund investments and
the ability to exchange investments from one fund to another within the group. This often means that a
single service agent, such as the Company, is used for all funds in the group.

The Company’s corporate securities processing services and products are marketed to corporate
secretaries and investor relation personnel of publicly trade companies, management firms and
distributors of closed end mutual funds and mutual insurance companies considering demutualization
transactions. The Company maintains a sales and marketing staff, including client services and technical
support teams to target these markets.

DST International markets its investment management and portfolio accounting software and services
directly to medium and large investment management firms. Generally, DST International’s customers
are seeking a turnkey system for investment accounting that can meet their requirements with a
minimum amount of customization. Each of DST International’s offices has a dedicated sales force and
a team of consultants that can sell, install and implement these products.
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Competition

The Company believes that competition in the markets in which the Financial Services Segment
operates is based largely on quality of service, features offered, the ability to handle rapidly changing
transaction volumes, commitment to processing capacity and software development and price. The
Company believes there is significant existing competition in its markets. The Company’s ability to
compete effectively is dependent on the availability of capital. Some of the Company’s competitors
have greater resources and greater access to capital than the Company and its affiliates.

The Company’s shareowner accounting systems compete not only with third-party providers but also
with in-house systems and brokerage firms that perform subaccounting services for the brokerage firms’
customers that purchase or sell shares of mutual funds of the Company’s clients. Financial institutions
competing with the Company may have an advantage because they can take into consideration the
value of their clients’ funds on deposit in pricing their services. The Company believes its most
significant competitors for third party shareowner accounting systems are PFPC, Inc. and SunGard
Data Systems, Inc.

The Company’s corporate securities services and products compete with other third party providers and
companies who perform their services in-house with licensed or internally developed systems. Financial
institutions competing with the Company may have an advantage because they can take into
consideration the value of their clients’ funds on deposit in pricing their services. The Company
believes its most significant competitors for corporate securities processing services are Mellon Bank,
Bank of New York, Computer Share, Inc., American Stock Transfer and SunGard Data Systems, Inc.

The Company has significant competition with its investment management systems. Principal
competitors are bundled service providers, third-party software service providers and those companies
that license their products. Competitive factors are the accuracy and timeliness of processed
information provided to customers, features and adaptability of the software, level and quality of
customer support, level of software development expertise and price. The Company believes that it
competes effectively in the market by its ongoing investment in its products and the development of
new products to meet the needs of the portfolio accountants and investment managers. The Company
believes its most significant competitors for investment management systems are SunGard Data
Systems, Inc., State Street Corporation (including Princeton Financial Systems, Inc.), Misys plc, SS&C
Technologies, Inc., Advent Software, Inc. and Datastream Systems, Inc.

The Company’s automated workflow system competes with other data processing and financial software
vendors. Competitive factors include features and adaptability of the software, level and quality of
customer support, level of software development expertise and price. The Company believes that it can
compete effectively in those markets the Company chooses to pursue. The Company believes its most
significant competitors for automated workflow systems are Filenet Corporation, International Business
Machines Corporation (“IBM”), Siebel Systems, Inc. and Staffware plc.
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OUTPUT SOLUTIONS SEGMENT

The Output Solutions Segment is an industry-leading provider of integrated print and electronic
communications solutions that enable leading businesses to create lasting, profitable one-to-one
relationships with their customers. The customized bill and statement processing services and electronic
bill payment and presentment solutions offered establish this group as a preferred service supplier to
the financial services industry, the telecommunications industry, as well as other industries which value
customer communications and require high quality, accurate and timely bill and statement processing.
The Company also offers a variety of complementary professional services, including consulting,
application development, fulfillment and client training, as well as statement design and formatting
services that allow clients to enrich their customer relationships through the use of statements as
personalized communication and marketing tools.

The Company is among the largest first class mailers in the U.S., mailing 1.9 billion items in 2001.
Sources of revenue by major industry served are listed below.

Year Ended December 31,

2001 2000 1999

Output Solutions Operating Data

Revenues (in millions)

U.S. revenues
Mutual fund/investment management . .............. ... ... $153.2 $134.7 $129.2
Corporate securities processing . . . ... ovv vttt 8.4 59 9.4
Other financial SEIvices . ... ... ..ot e 975 95.7 79.2
Video/broadband/satellite TV ... ... ... .. ... .. 73.6 68.3 60.1
Telecommunications and utilities . . . .......... .. ... .. ... ... 1657 1615 1484
Other .. ... 981 1109 71.3

5965 577.0 497.6

International revenues

Mutual fund/investment management . .................. ... .. ... 0.8 13 1.2
Other financial services . . ... .. i i e e 3.0 4.7 5.5
Telecommunications and utilities . . . . ... ... ... . 0.8 1.3 14
Other . . o e e 10.6 7.9 6.5

15.2 15.2 14.6
$611.7 $592.2 $512.2

Images produced (billions) . . .. ... .. . 8.2 7.4 6.3
Items mailed (billions) . . . . . ... . e 1.9 1.9 1.7

Statement and Billing Services

Statement and billing services and solutions are provided in fully integrated and automated production
environments that rapidly and cost-effectively transform electronic data into informative, accurate and
customized statements. The Company’s highly automated production environment allows clients to
maximize postal savings while minimizing delivery time.

For the financial services industry, the Company performs electronic printing, variable and selective
insertion, presorted mailing and distribution of custom designed shareowner and other account based
communications, including transaction confirmations, dividend checks, account statements and year-end
tax reports. The Company offers its clients the capability for personalizing their customer
communications.
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The Company provides both print and electronic bill and statement processing and presentment
solutions to the video/broadband/satellite TV, telecommunications, utilities, transportation, rapid
delivery, credit card and other service industries.

Addressing the needs of multi-service providers, the Company also offers consolidated statements which
combine data from multiple services and funds into a single integrated statement, which can offer
clients significant savings both in paper and mailing costs and can aiso be a marketing tool for
companies seeking to establish brand name recognition and sell combined services. The Company’s
highly evolved electronic solutions offer even more savings to those clients who are promoting greater
use of Internet based bills and statements with their customers.

The Company derives revenues from its bill and statement processing services based generally on the
number of images processed and the range of customization and personalization options chosen by the
clients.

Direct Access, the Company’s proprietary Web-based program, enables the Company’s billing customers
to have near real-time monitoring and reporting functions. Using standard Internet browsers and entry
through secured access to the Company’s extranet, customers can monitor their job information from
the moment of completed data stream transmission to the moment the data leaves the Company’s
facilities, thus providing the power to view every step of the process remotely. This capability is being
made available to all customers and will serve as the future portal through which clients will access
from their desktops the job management tools and campaign development being made available.

The Company’s automated information and technology infrastructure, which electronically prepares and
monitors the statement until final printing, provides the basis for the Company’s electronic statement
presentment and payment products and services. The Company believes that as electronic statements
and payment solutions become more accepted, communications service providers, utilities, financial
services as well as many other companies with high volume regular communications with their
customers will require electronic statement and bill presentment solutions. The e.bill. anywhere product
is designed for electronic bill presentment and payment; Informa is intended for online electronic
presentment of mutual fund and brokerage statements, confirmations and tax documents; and e-Proxy
is designed for online electronic balloting.

Key marketing alliances have been established with industry leading companies to extend the reach and
value of the company’s electronic solutions. Because of its industry leading volumes, state-of-the-art
processing systems and client relationships, the Company believes it is in the unique position of being a
one-stop, full-service supplier of fully integrated print and electronic customer communications that
enable its clients to build lasting and profitable one-to-one relationships with their customers.

The Company offers a full range of technical support for its clients. Customized programming tools

have been developed that allow electronic information streams from a variety of client systems to be
received without the need to make changes to the customer’s software. These tools enable rapid and
smooth transitions when clients outsource their statement processing and electronic functions.

Revenues from electronic statement and payment solutions are generated from initial implementation
fees and recurring revenue based on the number of statements viewed or transactions processed. These
revenues are influenced by both new account acquisitions and customer adoption rates.

Communications Managememnt

Rapid Confirm

For the brokerage industry, the Company offers Rapid Confirm, one of the fastest ways to deliver trade
confirmations. Utilizing a large domestic distributive print network, Rapid Confirm provides speed of
delivery through the United States Postal Service. The Company also offers electronic delivery of trade
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confirmations over the Internet. With distributive print-mail sites strategically located throughout the
U.S., 90% of the Segment’s mail is delivered in two days or less at discounted presort rates.
Confirmations may be consolidated, householded and may be printed with highlight color for greater
visual impact.

Rapid Enroller

The Company’s Rapid Enroller allows defined contribution plan providers to offer fast, fully
personalized documentation to plan participants. Utilizing state-of-the-art print-on-demand technology,
Rapid Enroller enables customized packaging based on client and recipient information.

Rapid Fulfillment

The Company offers sophisticated, real-time print-on-demand fulfillment through its Rapid Fulfiliment
product. As a substitute for offset printing and warchousing of documents, Rapid Fulfillment reduces
the costs of fulfillment and ensures that the clients’ customers receive the most current version of the
fulfillment material.

eLLITE

For mutual funds and brokerage firms, the Company offers eLLITE, an Internet-based channel for the
distribution of fund marketing and compliance documents. eLLITE allows customers to locate and
download information from hundreds of reports in just a few keystrokes.

Design and Other Products and Services
Creative Design Services

The Company offers statement-based marketing and creative design services that allow clients to
transform customer statements into communication tools. The statement is a key form of regular
communication between a service provider and its customers. The Company gives clients the
opportunity through statement-based marketing and creative design services to use the paper or
electronic statement to reinforce a corporate image, advertise special offers and features, deliver
customer-specific messages and otherwise market services to their customers.

Campaign Management

The Company offers a robust suite of solutions that allows clients to segment their customer databases
for the purpose of directing targeted campaign materials at selected audiences. These solutions
facilitate customer acquisition and retention, product cross selling and brand awareness building among
the many marketing applications offered by the Company.

Archival and Retrieval Solutions

The need for archival and customer service retrieval of statements is addressed by the Segment’s
viewing and storage solutions which enable customer service representatives to view a statement image
in virtually any format, from CD-ROM, to electronic data transmission, or over the Internet.
Representatives are able to answer customer service calls quickly and improve first-call resolution rates.
The Company also offers sophisticated computer output microfilm capabilities for long-term archival.

Production Facilities

The Company’s primary production facilities are in the Sacramento, Kansas City, Hartford, Boston,
Chicago, Denver, New York, St. Louis and Toronto metropolitan areas. These facilities use roll form
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and sheet fed production processes and can perform variable and selective insertion and pre-sorted
mailing.

The Company has patented processes and technologies that provide a fully integrated, computerized
and automated production environment. The production system (i) processes, logs, verifies and
authenticates customer data, (ii) creates automated production controls for a statement, including form
bar codes, weight and thickness parameters, unique statement tracking numbers, “due out” dates,
address correction, carrier route/delivery point bar codes and postal processing parameters, (iil) models
production runs on-line before printing or electronic transmission and (iv) enables postal processing,
sorting and discounting to be performed on-line.

Full real-time automation enables the Company to monitor quality, control remakes, predict and
schedule production loading, verify customer data, forecast production volumes and maintain
production system history on-line. The system is controlled by an on-line production control system that
is based on advanced client/server architecture and has high-speed data transmission capabilities.

Customer Concentration

The Output Solutions Segment’s five largest customers accounted for 24.5% of segment revenues in
2001, including 9.9% from its largest client.

Customer Diversification

The Cutput Solutions Segment enjoys a broad diversified base of industry leading customers
throughout North America. It is well known throughout the financial services market, the
telecommunications and broadband segments as well as enjoying strong positions in transportation,
package delivery, utilities, insurance and other sectors where frequent communications through
statements, invoices or bills to large customer bases are the norm.

Marketing / Distribution

The Company believes its integrated print and electronic bill and statement processing services offer
increased revenue opportunities both within its existing diverse client base as well as in new markets.
The Company maintains a field operations sales staff, including client services and technical support
teams and significant design resources, to target these market segments. Key marketing alliances have
been established with industry leading companies to extend the reach and value of the Company’s
integrated print and electronic solutions.

Competition

The key competitive factors in the Output Solutions Segment are the ability to offer integrated print
and electronic solutions, the range of customization options available for personalizing communications
and their ease of application, the quality and speed of services provided, the quality of customer
support, the ability to handle large volumes efficiently and price. The most significant competitors for
print or electronic delivery solutions services are in-house service providers, local companies in the
cities where the Company’s printing operations are located and national competitors such as Moore
Corporation Ltd., Bowne and Co. Inc., Automated Data Processing, Inc., PFPC, Inc., CSG Systems
International, Inc., Derivion Corporation, Electronic Data Systems, Inc., IBM and Princeton eCom.

Imtellectual Property

The Company holds various U.S. patents covering various aspects of its statement processing services.
The Company has no foreign patents. The Company believes that although the patents it holds are
valuable, they are not critical to the Company’s success, which depends principally upon its product
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quality, marketing and service skills. However, despite patent protection, the Company may be
vulnerable to competitors who attempt to imitate the Company’s systems or processes and
manufacturing techniques and processes. In addition, other companies and inventors may receive
patents that contain claims applicable to the Company’s system and processes.

CUSTOMER MANAGEMENT SEGMENT

The Company’s Customer Management Segment provides customer management, billing and marketing
solutions to the video/broadband, direct broadcast satellite (“DBS”), wire-line and Internet Protocol
(“IP”) telephony, Internet and utility markets. The Segment serves more than 40 million broadband
customers and more than five million utility customers worldwide. The Company’s products are
currently used by the largest DBS provider in the U.S., as well as by seven of the top 10 U.S. video/
broadband companies.

The Segment’s revenues are primarily based on the number of subscribers, the end-users of the services
offered by its clients, the number of bills mailed and/or the number of images produced. These
agreements are typically subject to periodic renewals and inflation-based fee adjustments. Certain of
the Company’s customers license the customer management software under term license agreements.

Year Ended December 31,

2001 2000 1999
Customer Management Operating Data
Revenues (in millions)
U S, e $178.3 $1752 $179.1
International . ... ... ... .. . 20.5 19.8 23.9

$198.8 $195.0 $203.0

Video/broadband/satellite TV subscribers processed (millions)
U S 327 338 31.9

International . . . ... ... i 8.2 9.6 7.2

The Segment offers a comprehensive customer management and billing solution by providing core
customer care products that are supplemented with the products and services offered from the
Company’s other operating segments.

Systems and Services
Customer Care and Billing

The Company’s comprehensive solution includes a flexible and open platform on which to base a
complete back-office and customer support system. The Company provides four platforms, each
designed for specific markets: DDP/SQL and Intelecable serve the video/broadband market worldwide;
Subscriber Transaction Management System (“STMS) serves the DBS industry; and Affinity serves the
global utility market.

DDP/SQL has supported the U.S. video/broadband market for more than 20 years and currently runs
in nearly 400 locations supporting more than 21 million cable subscribers.

Intelecable is a convergent billing system supporting video, voice, data and other IP services. The
customer care and billing platform now supports over nine million end-users in 119 locations in 15
countries and operates in a variety of languages, including Japanese.

STMS was specifically developed to manage the customer experience and billing activities for
DirecTV, Inc., the largest DBS provider in the U.S.
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Affinity and CUSTIMA support the complex billing activities of water, electric, gas and municipal
utility providers on four continents that provide services to five million domestic, commercial and
industrial customers.

To supplement the Company’s customer care and billing products, the Company offers the following
Internet solutions: CyberCSR; High Speed Data Services (“HSDS”); and TechConnect. These products
use the Internet to create an interactive experience for the customer, decrease operational costs and
expand the functionality of the billing system.

CyberCSR is a customizable Web interface to DDP/SQL and Intelecable, allowing customers to handle
their own customer service tasks and provision services immediately.

HSDS enables provisioning, billing, customer care and troubleshooting for either national Internet
service providers or clients’ internal Internet access service.

TechConnect is designed to increase the productivity of installers and technicians in the field by
providing access to job and customer information via the Internet from the field.

Customer Relationship Managememnt

Integrating the Company’s core billing platforms with AWD allows the Company to offer clients a
workflow and customer relationship management product. AWD’s ability to integrate multiple
back-office systems to present a single view of the customer is a valuable tool to the broadband
industry, which operates with multiple systems due to mergers and acquisitions.

StarGate is a data warchouse and decision support tool that extracts important information from the
customer database to predict buying behavior and forecast the market. The reporting element of
StarGate allows clients to analyze their businesses, such as defining operational strengths and
weaknesses.

Professional Services, Training and Support

The Company provides consulting and training services to ensure that customers leverage the most
from their business. The professional services teams make recommendations on launching new services;
oversee or assist with back-office operations such as integrations, implementations and conversions;
provide interactive and customized training classes; and design custom-tailored applications and
interfaces to improve operational efficiency. The Company provides complete product documentation
and training services to users of its software products, including CD-ROM-based product
documentation and training.

Customer Concentration

The Customer Management Segment’s five largest customers accounted for 65.9% of segment revenues
in 2001, including 25.4% from its largest client.

Marketing / Distribution

Software and services are sold primarily to video/broadband/satellite television, DBS, utility and
multiple service providers through direct sales channels and in conjunction with international alliance
partners. In both the U.S. and United Kingdom, the Company operates a software and services sales
and marketing team, including account management, product management and technical support teams.

The Segment’s international sales staff is coordinated by geographic area, including dedicated account
and technical support personnel located in the U.S., United Kingdom, Brazil, Australia and Hong
Kong. In addition to direct sales, the Company has contracted with alliance partners throughout the
world who are responsible for sales, marketing, support and local customization.
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Competition

The market for the Company’s products and services in the Customer Management Segment is highly
competitive and competition is increasing as additional market opportunities arise and continued
consolidation within the market occurs. The Company competes with both independent providers and
developers of in-house systems. The Company believes its most significant competitors for customer
management software systems are Convergys, Inc., CSG Systems International, Inc. and Portal
Software.

The Company expects its competitors to continue to improve the design and performance of their
current systems and processes and to introduce new systems and processes with improved price/
performance characteristics. The Company believes that to remain competitive it will require significant
financial resources in order to market its existing products and services, to maintain customer service
and support and to invest in research and development.

INVESTMENTS AND OTHER SEGMENT

The Investments and Other Segment is comprised of certain investments in equity securities, certain
financial interests and the Company’s real estate and computer hardware leasing subsidiaries and
affiliates.

Imvestments

The Company holds certain investments in equity securities with a market value of approximately
$1.3 billion at December 31, 2001, including approximately 12.8 million shares of State Street with a
market value of $668 million and 8.6 million shares of CSC with a market value of $423 million.

Real Estate

The Company’s real estate subsidiaries and affiliates own approximately 1.1 million square feet of office
space and approximately 0.8 million square feet of production facilities which are held primarily for
lease to the Company’s other business segments. The real estate subsidiaries also hold master leases in
certain properties which are leased to the Company’s operating segments.

SOFTWARE DEVELOPMENT AND MAINTENANCE

The Company’s research and development efforts are focused on introducing new products and services
as well as ongoing enhancement of its existing products and services. The Company expended

$183.4 million, $195.7 million and $172.4 million in 2001, 2000 and 1999, respectively, for software
development and maintenance and enhancements to the Company’s proprietary systems and software
products of which $43.2 million, $43.6 million and $26.6 million was capitalized in 2001, 2000 and 1999,
respectively.
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EMPLOYEES

As of December 31, 2001, the Company and its majority owned subsidiaries employed approximately
11,200 employees, including approximately 6,400 in the Financial Services Segment, 4,100 in the Output
Solutions Segment and 700 in the Customer Management Segment. In addition, 50% owned
unconsolidated affiliates of the Company and its subsidiaries employed approximately 4,600 employees,
including approximately 3,000 at BFDS, 700 at IFDS U.K. and 500 at IFDS Canada. None of the
Company’s employees are represented by a labor union or covered by a collective bargaining
agreement. The Company considers its employee relations to be good.

Item 2. Properties

The following table provides certain summary information with respect to the principal properties
owned or leased by the Company. The Company believes the facilities, office space and other
properties owned or leased are adequate for its current operations.

Owned/ Square

Location Use (1) Leased (2) Feet
Finmancial Services Segment (3)

Kansas City, MO . .. ... ..o Office Space (4) Leased 669,000
Kansas City, MO . . ... ... o Office Space Owned 215,000
Kansas City, MO . . .. ... oo Data Center (5) Owned 163,000
Jefferson City, MO . ... ... . . Office Space Leased 27,000
Boston, MA .. .. Office Space Leased 334,000
Jersey City, NI . .. Office Space Leased 239,000
Edison, NJ .. ... Office Space Leased 187,000
Lawrence, KS . ... . e Office Space Leased 41,000
United Kingdom .. ... ... . i Office Space Leased 47,000
Australia . . ... L Office Space Leased 28,000
Ten other smaller properties. . . .......... ... Office Space Leased 36,000
QOutput Solutions Segment (3)

Sacramento, CA .. ... . i e Production Owned 366,000
Sacramento, CA . .. ... . . e Production Leased 291,000
Sacramento, CA . ... . e Office Space Owned 138,000
Sacramento, CA ... .. . Office Space Leased 8,000
Kansas City, MO . . . ..o i i i et Production Owned 243,000
Kansas City, MO . . .. ... .. o Office Space (6) Owned 69,000
Kansas City, MO . . .. ... . e Production Leased 32,000
Kansas City, MO . . ... o i i i it e Office Space Leased 17,000
Chicago, IL . . . ..o e Production Leased 212,000
Hartford, CT . . ... o e e Production Owned 150,000
Hartford, CT . .. . e e e e Production Leased 48,000
Boston, MA ... ... . Production Leased 128,000
New York, NY ... e i Production Leased 120,000
New York, NY .. ... .. . i Office Space Leased 35,000
Denver, CO . ... e Production Leased 94,000
St. Louis, MO . . . ... e Production Leased 39,000
Canada . .. ... e Production Owned 61,000
Canada . .. ... Production Leased 21,000
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Ovwned/ Square

Location Use (1) Leased (2) Feet
Customer Management Segmemnt (3) '
Sacramento, CA .. ... ... .. e Office Space Owned 153,000
Sacramento, CA .. ... . . e e Office Space Leased 12,000
Charlotte, NC . .. ... .. . Office Space Leased 64,000
United Kingdom . . ........ . Office Space Leased 31,000
United Kingdom .. ....... ... ... . . i, Office Space Owned 19,000
Three other smaller properties . .. ..................... Office Space Leased 18,000
Investments and Other Segment

Kansas City, MO . . ... .. o e Office space Owned 469,000
Kansas City, MO . .. .. .. i Office space Leased 66,000
Lawrence, KS . ... . Office space Owned 8,000

(1) Property specified as used for production in the above table includes space used for manufacturing
operations and warehouse space.

(2) Within Kansas City, MO, the Company owns a number of surface parking lots, various developed
and undeveloped properties and a 0.5 million square foot underground storage facility that is
primarily leased to third parties. The Company also owns approximately 200 acres of undeveloped
land adjacent to its buildings in Sacramento, CA.

(3) Includes approximately 2.1 million square feet of property owned or leased by the Company’s real
estate subsidiaries, which are part of the Investments and Other Segment. These properties are
leased to other segments of the Company, including approximately 0.9 million square feet in the
Financial Services Segment, 1.0 million square feet in the Output Solutions Segment and
0.2 million square feet in the Customer Management Segment.

(4) Includes a 0.2 million square foot office facility that has a put option that obligates the Company
to purchase the facility upon proper notice. The purchase price would be approximately
$29 million.

(5) The Winchester Data Center is mortgaged with indebtedness of $16.7 million as of December 31,
2001.

(6) Includes a property that is mortgaged with indebtedness of $1.0 million as of December 31, 2001.

The discussion under “Winchester Information Processing Services” in Item 1 hereto is hereby
incorporated by reference in partial response to this Item 2.

Item 3. Legal Proceedings

The Company and its subsidiaries are involved in various legal proceedings arising in the normal course
of their businesses. While the ultimate outcome of these legal proceedings cannot be predicted with
certainty, management believes, after consultation with legal counsel, that the final outcome in such
proceedings, in the aggregate, would not have a material adverse effect on the consolidated financial
condition or results of operations of the Company.

Item 4. Submission of Matters to a Vote of Security Holders

None.
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Executive Officers and Significant Employees of the Company

Pursuant to General Instruction G (3) of Form 10-K and instruction 3 to paragraph (b) of Item 401 of
Regulation S-K, the following list is included as an unnumbered Item in Part I of this Annual Report
on Form 10-K in lieu of being included in the Company’s Definitive Proxy Statement in connection
with its annual meeting of stockholders scheduled for May 14, 2002.

All executive officers are elected by and serve at the discretion of the Company’s Board of Directors.
Certain of the executive officers have employment agreements with the Company. There are no
arrangements or understandings between the executive officers and any other person pursuant to which
he was or is to be selected as an officer, except with respect to the executive officers who have entered
into employment agreements, which agreements designate the position or positions to be held by the
executive officer. None of the executive officers are related to one another.

Thomas A. McDonnell, age 56, has served as director of the Company since 1971. He has served as
Chief Executive Officer of the Company since October 1984 and as President of the Company since
January 1973 (except for a 30 month period from October 1984 to April 1987). He served as Treasurer
of the Company from February 1973 to September 1995 and as Vice Chairman of the Board from
June 1984 to September 1995. He is a director of BHA Group, Inc., Commerce Bancshares, Inc.,
Computer Sciences Corporation, Euronet Worldwide, Inc., Blue Valley Ban Corp and Garmin Ltd.

Thomas A. McCullough, age 59, has served as director of the Company since 1990, as Executive Vice
President since April 1987 and as Chief Operating Officer since May 2001. His responsibilities include
Winchester Data Center, full-service mutual fund processing, remote-service mutual fund client
servicing, information systems, Automated Work Distributor products, securities transfer and product
sales and marketing. Since September 2000, he has served as Chairman and Chief Executive Officer of
BEFDS, which is 50% owned by the Company.

Charles W. Schellhorn, age 53, has served since March 1999 as Vice Chairman of DST Systems of
California, Inc. (formerly USCS International, Inc.), a wholly owned subsidiary of the Company. He has
served since May 2000 as President and Chief Executive Officer and since September 2000 as
Chairman of the Board of DST Output, Inc., an indirect wholly owned subsidiary of the Company. He
had previously served from 1991 to 1999 as President and Chairman of the Board of DST Output, Inc.
Since March 1999, he has served as President of Argus Health Systems, Inc., which is 50% owned by
the Company.

Donald J. Kenney, age 54, has served since October 2000 as President and Chief Executive Officer of
EquiServe, Inc. (formerly EquiServe Limited Partnership), a wholly owned subsidiary of the Company.
.Prior to joining the Company, he had been Executive Vice President of National City Corporation from
1998 through 1999 and Executive Vice President of First of America Bank Corporation from 1993
through 1998.

Peter J. Nault, age 45, has served since June 2001 as President of DST Innovis, Inc., an indirect wholly
owned subsidiary of the Company and since May 1999 as President of DST Interactive, Inc., a wholly
owned subsidiary of the Company.

J. Michael Winmn, age 55, has served since June 1993 as Managing Director of DST International
Limited, a wholly owned subsidiary of the Company.

Jonathan J. Boehm, age 41, joined the Company as a Group Vice President in November 1997. He is
responsible for the Company’s full-service mutual fund processing and corporate support. Prior to
joining the Company, he had been an officer of Kemper Service Company from October 1990 through
November 1997.
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Robert C. Canfield, age 63, has served as Senior Vice President, General Counsel and Secretary of the
Company since August 1995. He was Senior Vice President-Law of the Company from March 1992 to
August 1995.

Kenneth V. Hager, age 51, has served as Vice President and Chief Financial Officer of the Company
since April 1988 and as Treasurer since August 1995. He is responsible for the financial and internal
audit functions of the Company.

John W. McBride, age 59, joined the Company in 1985 and has served as Group Vice President of the
Company since 1993. He is responsible for the operations of the Company’s AWD Data Center.

Robert L. Tritt, age 46 joined the Company in 1977 and has served as Group Vice President of the
Company since 1989. He is responsible for the Company’s remote mutual fund processing operations
and for mutual fund product development.

Michael A. Waterford, age 59, has served as Group Vice President of the Company since 1986. He is
responsible for development of Fairway, business contingency planning and other projects

PART II
Item 5. Market for the Company’s Common Stock and Related Stockholder Matters

The Company’s common stock trades under the symbol “DST” on the New York Stock Exchange
(“NYSE”) and the Chicago Stock Exchange. As of February 26, 2002, there were approximately 30,300
beneficial owners of the Company’s common stock.

No cash dividends have been paid since the initial public offering of the Company’s common stock on
October 31, 1995. The Company intends to retain its earnings for use in its business and therefore does
not anticipate paying any cash dividends in the foreseeable future. Under the Company’s syndicated
line of credit, the Company is limited, on an annual basis, to making dividends or repurchasing its
capital stock in any fiscal year in an amount not to exceed 20% of consolidated net tangible assets.

The information set forth in response to Item 201 of Regulation S-K in Part II Item 8, Financial
Statements and Supplementary Data at Note 14, Quarterly Financial Data (Unaudited) (“Note 14”), in
this Form 10-K is incorporated by reference in partial response to this Item 5. The prices set forth in
Note 14 do not include commissions and do not necessarily represent actual transactions. The closing
price of the Company’s common stock on the NYSE on December 31, 2001 was $49.85.

On January 11, 1999, pursuant to the exercise of a stock option assumed by the Company in the USCS
Merger, the Company sold 78 shares of its common stock at an aggregate price of $2,076.36 to a
former employee of USCS who terminated his employment prior to the USCS Merger. In connection
with the merger of IRIN, INC. (“IRIN”) with and into a wholly owned subsidiary of DST, on
September 28, 2000, the Company issued a total of 65,001 shares of the Company’s common stock to
the three individual shareholders of IRIN in exchange for a total of 1,500 shares of the common stock
of IRIN held by such individual shareholders. The shares of the Company’s common stock described
above were issued pursuant to an exemption from the registration requirements of the Securities Act of
1933 under Section 4(2) of such Act for transactions by an issuer not involving any public offering.

Item 6. Selected Consolidated Fimancial Data

The following table sets forth selected consolidated financial data of the Company. The selected
consolidated balance sheet data as of December 31, 2001 and 2000 and the selected consolidated
income statement data for the years ended December 31, 2001, 2000 and 1999 were derived from the
Company’s audited consolidated financial statements and the related notes thereto which are included
in Item 8 of this annual report on Form 10-K. The selected consolidated balance sheet data as of
December 31, 1999, 1998 and 1997 and the selected consolidated income statement data for the year
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ended December 31, 1998 and 1997 were derived from the Company’s audited consolidated financial
statements, not included herein. This selected consolidated financial data should be read in conjunction
with and is qualified by reference to “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” included in Item 7 of this Annual Report on Form 10-K and the
Company’s audited consolidated financial statements, including the notes thereto, and the report of
independent accountants thereon and the other financial information included in Item 8 of this

Form 10-K.

Year Ended December 31,

2001 2000 1999 1998 1997
(dollars in millions, except per share amounts)

Revenues. ... ......ououuuniununnnnn. $1,660.0 $1,362.1  $1,2275  $1,1192 $§ 960.8
Costs and expenses (1) ... ... ..., 1,207.1 968.9 905.0 857.8 730.4
Depreciation and amortization (1) ....... 159.4 128.6 122.8 108.8 103.5
Merger charges and other expenses (2) . . .. 331
Income from operations . .. ............ 293.5 264.6 199.7 119.5 126.9
Interest eXpense . . . .. .....couuevno... (7.5) (5.6) (5.2) (8.6) (8.5)
Other income, net (3) . ............... 36.2 66.3 13.2 7.4 5.8
Gainonsaleof PAS(4) ............... 32.8
Equity in earnings (losses) of

unconsolidated affiliates (5)........... (1.5) 11.4 6.6 2.7) (1.3)
Income before income taxes and minority

INEETestS . . . . v 3535 336.7 2143 115.6 122.9
Income taxes .. .......... ... ... . ... 125.3 120.9 76.9 443 42.9
Income before minority interests. .. ...... 228.2 215.8 137.4 71.3 80.0
Minority interests . . ... ... .. ... ..., 0.7) (0.3) 0.6
Netincome (1) (2) 3) 4 5) ... . ... .. $ 2282 $ 2158 §$ 1381 $§ 716 § 794
Basic earnings per share . ... ........... $ 18 $ 172 § 109 $ 0357 $ 062
Diluted earnings per share ............. $ 181 $ 167 $§ 106 $ 056 $ 061
Total assets . ........ B $2,704.0 $2,552.4  $2,3263  $1,897.0  $1,548.5
Long-term obligations ................ 2434 68.7 444 49.7 97.4

(1) In 2001, the Company recognized a $4.9 million reduction of costs and expenses and an
$8.7 million reduction in depreciation and amortization associated with a state sales tax refund.
Software and intangible asset impairments were recognized as additional depreciation and
amortization of $19.5 million in 2001.

(2) In 1998, the Company recognized $33.1 million in merger and integration costs related to the
USCS International, Inc. (“USCS”) and Custima International acquisition. This amount is
comprised of $16.9 million of integration costs and $9.1 million of transaction costs related the
merger with USCS. This also includes $7.1 million related to the purchase by USCS of 100% of
Custima International.

(3) Other income consists mainly of interest income, dividends received on investments held by the
Company (principally shares of State Street stock), net gains on sales of available-for-sale equity
securities, amortization of deferred non-operating gains and gains (losses) from equipment
dispositions. The 2001, 2000 and 1999 amounts include $13.8 million, $41.8 million and
$8.9 million respectively, of net gains related to available-for-sale securities and other investments.
The 2001 amount includes $7.2 million associated with a state sales tax refund. The 2000 amount
includes a $10.8 million pretax settlement of a legal dispute related to a former equity investment.
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The settlement agreement resolves all outstanding issues related to this former equity investment.
The 1999 security gains were offset by net losses on equipment dispositions of $3.5 million in 1999.

(4) On June 29, 2001, DST sold its Portfolio Accounting Systems (“PAS”) business to State Street
Corporation (“State Street”). DST offered PAS services primarily to the U.S. mutual fund industry
on a remote processing basis. DST received, in a taxable transaction, proceeds of $75.0 million,
comprised of approximately 1.5 million shares of State Street common stock and cash. In
conjunction with the transaction, DST agreed to provide data processing services for PAS and
agreed to a non-compete agreement for a period of five years, for which elements a portion of the
purchase price has been deferred. DST recognized a one-time gain of $20.0 million after taxes,
deferrals and other expenses.

(5) The 2001 equity in earnings of unconsolidated affiliates includes a non-recurring charge related to
lease abandonment charges of $1.0 million for BFDS and $3.0 million for IFDS U.X.

Item 7. Mamnagement’s Discussion and Analysis of Financial Condition and Results of Operations

The discussions set forth in this Annual Report on Form 10-K contain statements concerning potential
future events. Such forward-looking statements are based upon assumptions by the Company’s
management, as of the date of this Annual Report, including assumptions about risks and uncertainties
faced by the Company. Readers can identify these forward-looking statements by the use of such verbs
as expects, anticipates, believes or similar verbs or conjugations of such verbs. If any of management’s
assumptions are incorrect or should unanticipated circumstances arise, the Company’s actual results
could materially differ from those anticipated by such forward-looking statements. The differences
could be caused by a number of factors or combination of factors including, but not limited to, those
factors identified in the Company’s amended Current Report on Form 8-K/A dated March 19, 2002,
which is hereby incorporated by reference. This report has been filed with the United States Securities
and Exchange Commission (“SEC”) in Washington, D.C. and can be obtained by contacting the SEC’s
Public Reference Branch. Readers are strongly encouraged to obtain and consider the factors listed in
the March 19, 2002 Current Report and any amendments or modifications thereof when evaluating any
forward-looking statements concerning the Company. The Company will not update any forward-
looking statements in this Annual Report to reflect future events or developments.

Introduction

Originally established in 1969, DST is a leading global provider of sophisticated information processing
and computer software services and products to the financial services industry (primarily mutual funds,
corporations and investment managers), video/broadband/satellite TV industry, communications industry
and other service industries. The Company’s business units are reported as three operating segments
(Financial Services, Output Solutions and Customer Management). In addition, investments in certain
equity securities and financial interests and the Company’s real estate and computer hardware leasing
subsidiaries and affiliates have been aggregated into an Investments and Other Segment.

The Financial Services Segment’s revenues are generated from a variety of sources. The Company’s
mutual fund and securities processing revenues are primarily dependent upon the number of accounts
or transactions processed. The Company also derives revenues from investment earnings related to cash
balances maintained in corporate transfer agency bank accounts. The Company also licenses its work
management software, certain investment management and, outside the U.S., certain mutual fund
shareowner accounting systems. Revenues for licensed software products are primarily comprised of:

(i) license fees; (ii) consulting and development revenues based primarily on time and materials
billings; and (iii) annual maintenance fees. The license fee component of these revenues is not material.
Income from insurance premiums is recognized as revenue as earned, but is eliminated in consolidation
for the portion that relates to premiums from the Company’s other consolidated subsidiaries. The
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Financial Services Segment derives part of its income from its pro rata share in the earnings (losses) of
certain unconsolidated affiliates, primarily Boston Financial Data Services, Inc. (“BFDS”), International
Financial Data Services, U.K. (“IFDS U.K.”), International Financial Data Services, Canada (“IFDS
Canada”) and Argus Health Systems, Inc. (“Argus™). The Company provides data processing services to
Argus to process its proprietary applications and to certain other clients who utilize the Company’s
Automated Work Distributor (“AWD”) products. Revenues are primarily based upon data center
capacity utilized, which is significantly influenced by the volume of transactions or the number of users.

The Output Solutions Segment’s revenues for presentation and delivery (either printed or electronic) of
customer documents and archival depend on the number of statements mailed and/or the number of
images produced. Formatting and custom programming revenues are based on time and materials
billings or on the number of images produced.

The Customer Management Segment primarily derives its revenues from customer management
processing and computer software services and products based on the number of end-users of the
services offered by its clients, the number of bills mailed and/or the number of images produced under
multi-year bundled service and usage agreements. Certain of the Company’s customers, principally
outside the U.S., license the customer management software. Revenues for fixed fee license agreements
are recognized as the software is delivered and all customer obligations have been met. Such fixed fee
license amounts have not been material.

The Investments and Other Segment’s investment income (dividends, interest and gains/losses on sale
of securities) is recorded as other income. Income from financing leases is recognized as revenue at a
constant periodic rate of return on the net investment in the lease. Rental income from Company
owned and operated real estate is recorded as revenue, but is eliminated in consolidation for the
portion that relates to real estate leased to the Company’s other consolidated subsidiaries.

Significant Events
EquiServe, Inc. (“EquiServe”)

On March 30, 2001, DST completed the acquisition of a 75% interest in EquiServe by purchasing
interests held by FleetBoston Financial (“FleetBoston”) and Bank Cne Corporation (“Bank One”). On
July 31, 2001, DST completed the acquisition of the remaining 25%, which was owned by Boston
Financial Data Services, on essentially the same terms provided to FleetBoston and Bank One.
EquiServe is one of the nation’s largest corporate transfer agency service providers, maintaining and
servicing the records of approximately 27.2 million shareholder accounts for approximately 1,400
publicly traded companies.

The acquisitions were accounted for as a purchase and the results of EquiServe’s operations are
included in DST’s 2001 consolidated financial statements beginning March 30, 2001. The minimum
purchase price of $186.7 million is to be paid in four installments. The first installments of
approximately $58.5 million were paid at the closings. The second installments, scheduled for

February 28, 2002, are estimated to be approximately $55.8 million. The remaining two minimum
installments, which total approximately $72.4 million (discounted to $65.2 million for accounting
purposes) are payable on February 28, 2003 and February 28, 2004. The remaining minimum purchase
price installments can increase pursuant to a formula that provides for additional consideration to be
paid in cash if EquiServe’s revenues as defined in the agreements for the years ending 2000, 2001, 2002
and 2003 exceed certain targeted levels.
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The following table, which is based upon a valuation, summarizes the allocation of the minimum
purchase price (discounted to $177.3 million for accounting purposes) to the fair values of assets
acquired and liabilities assumed at the dates of the acquisitions. There was not a significant change in
the fair values of assets acquired or liabilities assumed between the two acquisition dates.

(in millions)

CUITENE ASSEES . o v v e vt e et e et e e e e e e $ 849
Properties. . . ... .. 26.2
Other NON-CUITENT ASSEES & . v v vt v ottt et et et et et e e 1.8
Intangible assets . .. ... ... . . 28.3
GoodWill . .. e e 150.6

] 291.8
Current Habilities . . . . . . .t e e e 104.8
Non-current liabilities . . . . .. .. . e 9.7
Netassetsacquired . ... ... .ottt e $177.3

The intangible assets represent customer relationships and are being amortized over a 20 year life.

A restructuring provision of $15.9 million was recorded for employee severances and contract
termination costs related to the acquisition. The restructuring provision increased goodwill in the same
amount. The restructuring provision for employee severance costs, which affected employees across
nearly all classifications and locations, was $12.5 million relating to approximately 610 employees, of
which 179 employees have been separated from the Company as of December 31, 2001. The remaining
employee severances of approximately $10.5 million are expected to be paid in 2002. Contract
termination costs of approximately $3.4 million were paid in 2001.

Goodwill includes $10.4 million of intangibles relating to workforce in place. The net carrying value of
the workforce in place at December 31, 2001 was $9.2 million. The $150.6 million of goodwill is
expected to be fully deductible for income tax purposes and was assigned to the Financial Services
Segment. Goodwill will be increased by the amount of contingent consideration paid. This goodwill will
not be subject to amortization per Statement of Financial Accounting Standard (“SFAS”) No. 142.

Assuming the acquisitions had occurred January 1, 2000, the Company’s consolidated revenues would
have been $1,742.7 million and $1,671.5 million for the years ended December 31, 2001 and 2000,
respectively. Consolidated proforma net income and earnings per share would not have been materially
different from the reported amounts for 2001 and 2000. The unaudited proforma amounts are not
indicative of what actual consolidated results of operations might have been if the acquisition had been
effective at the beginning of 2000.

New Mutual Fund Clients

The Company has preliminary commitments from three new clients to convert approximately

8.8 million mutual fund shareowner accounts to TA2000, of which 1.8 million are scheduled to convert
in the first quarter 2002, 0.5 million are scheduled to convert in the third quarter 2002 and 6.5 miilion
are scheduled to convert in the first quarter 2003.

New Products

DST launched two new products in January 2002: TA2000 Subaccounting and Managed Account
Platform (“MAP”). TA2000 Subaccounting is offered on a remote basis to broker/dealers who perform
shareowner accounting and record keeping for mutual fund accounts that have been sold by the firm’s
registered representatives. MAP is a proprietary system designed to facilitate the distribution,
investment management, trading, reconciliation and reporting for “Managed Accounts.” Managed
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Accounts are generally individual investment accounts offered by financial consultants who provide
advisory services, and managed by independent money managers using an asset based fee structure,

Portfolic Accounting Systems (“PAS’)

On June 29, 2001, DST sold its PAS business to State Street Corporation (“State Street”). DST offered
PAS services primarily to the U.S. mutual fund industry on a remote processing basis. DST received, in
a taxable transaction, proceeds of $75.0 million, comprised of approximately 1.5 million shares of State
Street common stock and cash. In conjunction with the transaction, DST agreed to provide data
processing services for PAS and agreed to a non-compete agreement for a period of five years, for
which elements a portion of the purchase price has been deferred. DST recognized a one-time gain of
$20.0 million after taxes, deferrals and other expenses.

DST recorded revenue related to PAS of $9.8 million for the six months ended June 30, 2001 and
$19.5 million for the vear ended December 31, 2000. The PAS business unit had approximately 80
associates who transferred to State Street with the transaction.

Intermational Financial Data Services, Canada (“IFDS Canada’)

DST Canada had been a wholly owned subsidiary of the Company since June 1993. To align the
ownership of the international mutual fund/unit trust shareowner processing businesses, DST Canada
was contributed to a joint venture, IFDS Canada, in January 2001, and is now owned 50% by DST and
50% by State Street. DST contributed its shares of DST Canada to the new joint venture while State
Street contributed $43.5 million in cash. The Company accounted for the formation of the joint venture
as a non-cash, non-taxable exchange. Accordingly, no gain was recognized from the transaction.
Effective January 2001, DST Canada’s results of operations are no longer consolidated with the
Company and the earnings of the joint venture are included in the Company’s results on the equity
basis. On a proforma basis, the contribution of DST Canada to the joint venture did not have a
material impact on DST’s net income or earnings per share in 2001.

Stock Split

On September 26, 2000, the Company’s Board of Directors approved a 2-for-1 split of the Company’s
common stock, in the form of a dividend of one share for each share held of record at the close of
business on October 6, 2000. The distribution occurred on QGctober 19, 2000. All references to
stockholders’ equity, shares outstanding and earnings per share amounts have been restated to reflect
this stock split.

Steck Repurchase Programs

At December 31, 2001, the Company had 2.9 million shares remaining to be purchased under existing
share repurchase programs. On February 26, 2002, the Company’s Board of Directors extended the
expiration of the above programs from September 30, 2002 to April 30, 2003. In addition, on
February 26, 2002, the Board of Directors also authorized a new share repurchase program beginning
March 4, 2002 and ending February 29, 2004 for up to six million shares. Shares repurchased under
these programs will be utilized for the Company’s stock award, employee stock purchase and stock
option programs and general corporate purposes. The purchases may be made in private or market
transactions and will be made in compliance with SEC regulations. The Company expended

$250.3 million for approximately 6.8 million shares, $177.2 million for approximately 5.0 million shares
and $52.2 million for approximately 1.7 million shares in 2001, 2000 and 1999, respectively, under these
programs.
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New Accounting Standards

Effective July 1, 2001, the Company adopted, as required, SFAS No. 141, “Business Combinations.”
SFAS No. 141 addresses financial accounting and reporting for business combinations, requiring the use
of the purchase accounting method, and is effective beginning July 1, 2001.

Effective July 1, 2001 for goodwill and intangible assets acquired after June 30, 2001 and effective
January 1, 2002 for all goodwill and intangible assets, the Company adopted, as required, SFAS

No. 142, “Goodwill and Other Intangible Assets.” This statement addresses, among other things, how
goodwill and other intangible assets should be accounted for after they have been initially recognized in
the financial statements. Under SFAS No. 142, goodwill and intangible assets that have indefinite useful
lives will not be amortized but rather will be tested at least annually for impairment. Intangible assets
that have finite lives will continue to be amortized over their useful lives. At December 31, 2001, the
Company and its unconsolidated affiliates had approximately $174 million of goodwill and intangible
assets that have indefinite useful lives. Amortization of these amounts will cease beginning January 1,
2002 and will be subject to periodic impairment tests. In management’s opinion, no such impairment
exists at December 31, 2001. The Company estimates that the favorable 2002 after tax impact of
ceasing goodwill and intangible amortization is approximately $7.1 million.

Effective January 1, 2002, the Company adopted, as required, SFAS No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets.” This Statement addresses financial accounting and
reporting for the impairment or disposal of long-lived assets. FAS 144 requires that long-lived assets
that are to be disposed of by sale be measured at the lower of book value or fair value less cost to sell.
Additionally, FAS 144 expands the scope of discontinued operations to include all components of an
entity with operations that can be distinguished from the rest of the entity and will be eliminated from
the ongoing operations of the entity in a disposal transaction. The Company believes that the impact of
SFAS 144 will not be material.

Effective January 1, 2002, the Company adopted, as required, EITF Topic No. D-103, “Income
Statement Characterization of Reimbursements received for “Out-of-Pocket” Expenses Incurred.” Prior
to the issuance of EITF Topic No. D-103, the Company netted the Out-of-Pocket reimbursements from
customers with the applicable Out-of-Pocket expenditures. The Company’s significant Out-of-Pocket
expenses at the consolidated level include postage and telecommunication expenditures and at the
Segment level include print mail services between the Financial Services Segment and the Output
Solutions Segment. Under EITF Topic No. D-103, the Company will record the reimbursements
received for Out-of-Pocket expenses incurred as revenue on an accrual basis. The Company estimates
that annual consolidated revenues and consolidated costs and expenses will increase approximately
$800 million to $1 billion as a result of adopting the EITF. Because these additional revenues are offset
by the reimbursable expenses incurred, adoption of EITF Topic No. D-103 will not impact income from
operations or net income. The EITF requires that comparative financial statements for prior periods be
reclassified to comply with the new guidance, unless it is impracticable to reclassify prior-period
financial statements. The Company is considering its ability to reclassify prior-period financial
statements as required by EITF Topic No. D-103. The Company believes that the implementation of
this revised accounting treatment will negatively affect the reporting of operating margins of its
business segments.

The estimated impact of these new accounting standards reflects the Company’s current views. There
may be material differences between these estimates and the actual impact of these standards.
Critical Accounting Policies

The Company’s discussion and analysis of its financial condition and results of operations are based
upon its consolidated financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States of America. The preparation of these financial
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statements requires the Company to make estimates and judgments that affect the reported amounts of
assets, liabilities, revenues and expenses and related disclosure of contingent assets and liabilities. The
Company bases its estimates on historical experience and on various other assumptions that are
believed to be reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates under different assumptions or conditions.

The Company believes the following critical accounting policies affect its more significant judgments
and estimates used in the preparation of its consolidated financial statements: revenue recognition;
software capitalization and amortization; depreciation of fixed assets; valuation of long-lived and
intangible assets and goodwill; and accounting for investments.

Revenue recognition

In 2001, the Company derived over 90% of its revenues as a result of providing processing and services
under contracts. The majority of the amount was billed on a monthly basis generally with thirty day
collection terms. Revenues are recognized for monthly processing and services upon completion of the
services. In the event a portion of the Company’s revenues are due six months or more from the
invoice date, the Company accounts for the revenue as not being fixed and determinable. In these
cases, the revenue is recognized as it becomes due.

The Company’s standard business practice is to bill monthly for development, consulting and training

services on a time and material basis. There are exceptions, whereby certain commercial arrangements
require that we enter into a fixed fee arrangement for development and consulting services. For fixed

fee arrangements, we recognize revenue on a “percentage of completion” basis.

The Company derives less than 10% of its revenues from licensing products. The Company licenses its
asset management products, its AWD product generally to non-mutual fund customers and
international customers and its Intelecable and Affinity products to international customers. Software
license revenues are recognized at the time the contract is signed, the software is delivered and no
future software obligations exist. Deferral of software license revenue billed results from delayed
payment provisions, disproportionate discounts between the license and other services or the inability to
unbundle certain services.

The Company recognizes revenues for maintenance services ratably over the contract term, after
collectibility has been assured.

For all revenues, the Company assesses collection based on a variety of factors, including past
collection history with the customer and the credit-worthiness of the customer. The Company does not
request collateral from its customers. If it is determined that collection of revenues is not reasonably
assured, revenue is deferred and is recognized at the time it becomes reasonably assured, which is
generally upon receipt of cash. Allowances for billing adjustments are determined as revenues are
recognized and are recorded as reductions in revenues. Doubtful account expense for the Company is
immaterial.

Software capitalization and amortization

The Company makes substantial investments in software to facilitate the delivery of its processing and
services as well as its sale of licensed products. Purchased software is recorded at cost and is amortized
on a straight-line basis over the estimated economic lives of three to five years. The Company also
develops a large portion of its software internally. The Company is required to capitalize software
development costs under two separate accounting pronouncements. The first, SFAS No. 86,
“Accounting for the Costs of Computer Software to be Sold, Leased, or Otherwise Marketed,” effective
January 1, 1986, applies to software that will be sold or delivered to third parties and requires
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capitalization of research and development costs after technological feasibility has been established and
management is committed to funding the project. The second pronouncement, Statement of Position

- (SOP) 98-1, “Accounting for the Costs of Computer Software Developed or Obtained for Internal
Use,” effective January 1, 1999, requires capitalization of certain development costs after the design has
been approved and management is committed to funding the project. The capitalized software
development costs are generally amortized on a straight-line basis, based on an estimated economic life
which is dependent on the nature of the project. Excluding Fairway, the Company has assigned lives of
three to five years for capitalized software development. The Company assigned an estimated economic
life of ten years for capitalized Fairway development costs, due to management’s estimate of when the
base functionality will be replaced through enhancements or upgrades.

Significant management judgment is required in determining what projects and costs associated with
software development will be capitalized and in assigning estimated economic lives to the completed
projects. Management specifically analyzes software development projects and analyzes the percentage
of completion as compared to the initial plan and subsequent forecasts, milestones achieved and the
commitment to continue funding the projects. Significant changes in any of these items may result in
discontinuing capitalization of development costs as well as immediately expensing previously
capitalized costs.

Depreciation of fixed assets

The Company’s philosophy on personal property, specifically data processing equipment, is to own the
property as opposed to leasing it where practicable. The Company believes this approach provides it
better flexibility of disposing or redeploying the asset as it nears the completion of its economic life.
The Company depreciates data processing equipment using accelerated depreciation methods over the
following lives: 1) non-mainframe equipment—three years; 2) mainframe central processing unit—four
years; and 3) mainframe direct access storage devices and tape devices—five years. The Company
depreciates furniture and fixtures and leasehold improvements over estimated economic lives of three
to ten years and generally uses accelerated depreciation methods for domestic assets and straight-line
depreciation for international assets. Management judgment is required in assigning economic lives to
fixed assets. Management specifically analyzes fixed asset additions, remaining net book values and
gain/loss upon disposition of fixed assets to determine the appropriateness of assigned economic lives.
Significant changes in any of these items may result in changes in the economic life assigned and the
resulting depreciation expense.

Valuation of long-lived and intangible assets and goodwill

The Company assesses the impairment of identifiable intangibles, long-lived assets and related goodwill
and enterprise level goodwill whenever events or changes in circumstances indicate that the carrying
value may not be recoverable. Factors that are considered important which could trigger an impairment
review include the following: significant underperformance relative to expected historical or projected
future operating results; significant changes in the manner of the Company’s use of the acquired assets
or the strategy for the overall business; and significant negative industry or economic trends.

When it is determined that the carrying value of intangibles, long-lived assets and related goodwill and
enterprise level goodwill may not be recoverable based upon the existence of one or more of the above
indicators of impairment, the Company measures any impairment based on gross cash flows.

In 2002, SFAS No. 142, “Goodwill and Cther Intangible Assets,” became effective and as a result, the
Company and its unconsolidated affiliates will cease to amortize approximately $174 million of
goodwill. In lieu of amortization, the Company is required to perform an initial impairment review of
goodwill in 2002 and an annual impairment review thereafter. The Company expects to complete the
initial review during the first half of 2002.
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The Company currently does not expect to record an impairment charge upon completion of the initial
impairment review. However, there can be no assurance that at the time the review is completed a
material impairment charge will not be recorded.

Accounting for investments

The Company has two significant types of investments: 1) investments in available-for-sale securities,
which is comprised principally from investments in State Street and Computer Sciences Corporation;
and 2) investments in unconsolidated affiliates, which is comprised principally of BFDS, IFDS UK.,
IFDS Canada, Argus and certain real estate joint ventures.

The Company accounts for investments in corporations, for which it owns less than 20% and does not
have significant influence, in accordance with SFAS 115. Under SFAS 115, the Company is required to
designate its equity investments as trading or available-for-sale. At December 31, 2001, the Company
had approximately $1.3 billion of available-for-sale securities. Available-for-sale securities are reported
at fair value with unrealized gains and losses excluded from earnings and recorded net of deferred
taxes directly to stockholders’ equity as accumulated other comprehensive income. At December 31,
2001, the Company’s available-for-sale securities had gross unrealized holding gains of $683.8 million
and gross unrealized holding losses of $3.3 million.

The impact of a 10% change in fair value of these investments would be approximately $82 million to
comprehensive income. The Company records an investment impairment charge for an investment with
a gross unrealized holding loss resulting from a decline in value that is other than temporary. Future
adverse changes in market conditions or poor operating results of underlying investments could result
in losses or an inability to recover the carrying value of the investments that may not be reflected in an
investment’s current carrying value, thereby possibly requiring an impairment charge in the future.

The equity method of accounting is used for investments in corporations in which the Company or its
subsidiaries have at least a 20% voting interest and significant influence but do not control and for ail
investments in partnerships and similar interests in which the Company does not control. The Company
classifies these investments as unconsolidated affiliates. Under the equity method, the Company
recognizes, on an equity basis, income or losses from its pro-rata share of these unconsolidated
affiliates’ net income or loss, which changes the carrying value of the investment of the unconsolidated
affiliate. In certain cases, pro-rata losses are recognized only to the extent of the Company’s investment
and advances to the unconsolidated affiliate. The Company’s carrying value of unconsolidated affiliates
approximates its pro-rata share of the unconsolidated affiliates net tangible assets.

Although the Company does not expect that it will need to record an impairment charge for its
investments in unconsolidated affiliates, future adverse changes in market conditions or poor operating
results of unconsolidated affiliates could result in losses or an inability to recover the carrying value of
the unconsolidated affiliate investment that may not be reflected in the investment’s carrying value,
thereby possibly requiring an impairment charge in the future.
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Results of Operations

The following table summarizes the Company’s operating results (amounts in millions, except per share
amounts).

Year Ended December 31,

2001 2000 1999
Revenues
Financial Services . . . ..ot v it e $ 9037 $ 621.0 $ 5549
Output Solutions . ... ... 611.7 592.2 512.2
Customer Management. . . ............. i, 198.8 195.0 203.0
Investments and Other . . ... ... . .. 40.1 33.2 329
EHMINations. . ... ..o (94.3) (79.3) (75.5)
$1,660.0 $1,362.1 $1,227.5
% change from prior year . . . .. ....... ... . . . . ., 21.9% 11.0% 9.7%
Income from operations
Financial Services . . ... oot $ 2224 § 1793 § 122.8
Output SOMUtions .. ... ..t e 65.5 65.0 49.0
Customer Management. . . ........... .ttt (1.5) 15.1 213
Investments and Other .. ... ... . ... .. . . .. 7.1 5.2 6.6
293.5 264.6 199.7
INtETest EXPenSe . . o v v i et e e e (7.5) (5.6) (5.2)
Other INCOME, NMEL . . . o\ ottt et e e e e 36.2 66.3 13.2
Gainonsale of PAS . .. ... . 32.8
Equity in earnings (losses) of unconsolidated affiliates,net of income
taxes .......... P (1.5) 114 6.6
Imcome before income taxes and minority interests ............... 3535 336.7 2143
InCOmE taXeS . . . oot e e 125.3 120.9 76.9
Minority Ierests .. .. .o vttt e (0.7
Net fIEOME . . ..\ oot $ 2282 $ 2158 § 1381
Basic earnings per Share. . . .. ... ..ottt $§ 18 $ 172 § 1.09
Diluted earnings pershare . . .. ........ ... it $ 181 $ 167 $ 1.06
Diluted shares outstanding . . . . .. ... ..t e 126.0 129.4 129.7

Consolidated revenues

Consolidated revenues increased $297.9 million or 21.9% in 2001 and $134.6 million or 11.0% in 2000.
Consolidated revenue growth in 2001 was primarily a result of higher Financial Services Segments
revenues, while revenue growth in 2000 was primarily a result of higher Financial Services and Cutput
Solutions Segments revenues. Consolidated and Financial Services Segment revenues were affected by
the inclusion of revenues from EquiServe and PAS in 2001 and DST Canada and PAS in 2000.
Excluding EquiServe and PAS revenues in 2001 and DST Canada and PAS revenues in 2000, 2001




consolidated and Financial Services Segment revenues would have increased $84.1 million or 6.4% and
$68.9 million or 12.0%, respectively, as shown below (dollars in millions):

Financial Services Consolidated
2001 2000 2001 2000
Reported revenues . .......... ot $903.7 $621.0 $1,660.0 $1,362.1
EquiServe TeVenuUeS . . . . oo ittt 251.0 251.0
DST Canada revenues. . .. .....civ it it it e, 27.5 27.5
PAS revenues . ... .ot 9.8 19.5 9.8 19.5
Adjusted TEVENUES . . o oo oo v ittt $642.9 $574.0 $1,399.2 $1,315.1

Financial Services Segment revenues increased $282.7 million or 45.5% in 2001. The increase in 2001
Financial Services Segment revenues resulted from increased U.S. revenues of $300.7 million or 59.8%,
primarily as a result of the inclusion of EquiServe and increases in mutual fund shareowner accounts
processed of 4.9% to 75.6 million at December 31, 2001, partially offset by an $18.0 million or 15.3%
decrease in international revenue due primarily to DST Canada’s results of operations no longer being
consolidated with the Company’s operating results. The 2000 Financial Services Segment revenues
growth of $66.1 million or 11.9% resulted from increased U.S. revenues of $76.1 million or 17.8%,
primarily as a result of an increase in mutual fund shareowner accounts processed of 27.8% to

72.1 million at December 31, 2000, partially offset by a $10.0 million or 7.8% decrease in international
revenues from lower professional services and Canadian mutual fund processing revenues.

Cutput Solutions Segment revenues increased $19.5 million or 3.3% in 2001 and $80.0 million or 15.6%
in 2000. Revenue growth in 2001 resulted from increased volumes from the financial service and video
service industries, partially offset by a continued decline in brokerage related marketing fulfillment and
trade confirmation volumes and the market interruptions following the events of September 11, 2001.
The growth in 2000 was a result of an increase in volume of statements and images produced from the
growth in existing customers in the Financial Services and Customer Management Segments and new
customers, primarily in telecommunications and other high-volume markets.

Customer Management Segment revenues increased $3.8 million or 1.9% in 2001 and decreased

$8.0 million or 3.9% in 2000. The increase in revenues for 2001 is primarily due to increased processing
and software service revenues, partially offset by lower equipment sales. Revenues for 2000 were
adversely affected by consolidation in the U.S. cable television industry, partially offset by higher
satellite subscriber revenues.

Investments and Other Segment revenues increased $6.9 million or 20.8% in 2001 and $0.3 million or
0.9% in 2000. Segment revenues are primarily rental income for facilities leased to the Company’s
operating segments and hardware leasing activities.

Income from operations

Consolidated income from operations increased $28.9 million or 10.9% in 2001 and $64.9 million or
32.5% in 2000. The operating margin was 17.7%, 19.4% and 16.3% in 2001, 2000 and 1999,
respectively. U.S. income from operations increased $22.1 million or 9.2% in 2001 and $60.1 million or
33.4% in 2000. The U.S. operating margin was 17.2%, 19.9% and 17.0% in 2001, 2000 and 1999,
respectively. International income from operations increased $6.8 million or 27.8% in 2001 and

$4.8 million or 24.4% in 2000. The international operating margin was 23.1%, 16.0% and 11.8% in
2001, 2000 and 1999, respectively. Income from operations in 2001 was reduced by $5.9 million in
non-recurring items. The Financial Services Segment recognized a $4.9 million reduction of costs and
expenses and an $8.7 million reduction in depreciation and amortization associated with a state sales
tax refund in 2001. Software and intangible asset impairments were recognized as additional
depreciation and amortization of $3.7 million in the Cutput Solutions Segment and $15.8 million in the
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Customer Management Segment in 2001. Excluding these non-recurring items, consolidated income
from operations increased $34.8 million or 13.2% in 2001.

Financial Services Segment income from operations increased $43.1 million or 24.0% in 2001 and
increased $56.5 million or 46.0% in 2000. Financial Services operating margin was 24.6%, 28.9% and
22.1% in 2001, 2000 and 1999, respectively. The decrease in the 2001 operating margin resulted from
the acquisition of EquiServe and the absence of DST Canada and the PAS business in 2001, partially
offset by increased U.S. revenues related to mutual fund shareowner processing and the reduction of
costs and expenses depreciation and amortization associated with a state sales tax refund. Excluding the
reductions of costs and expenses and depreciation and amortization associated with the state sales tax
refund, Financial Services income from operations for 2001 would have increased $29.5 million or
16.5% compared to 2000 and 2001 Financial Services operating margin would have decreased to 23.1%
from 28.9% in 2000, resulting from increased U.S. revenues related to mutual fund shareowner
processing. The increase in 2000 Financial Services Segment operating margin resulted from increased
U.S. revenues.

Output Solutions Segment income from operations increased $0.5 million or 0.8% in 2001 and
increased $16.0 million or 32.7% in 2000. Output Solutions Segment operating margin was 10.7%,
11.0% and 9.6% in 2001, 2000 and 1999, respectively. The decrease in the 2001 operating margin
results are primarily from software impairments of $3.7 million. Excluding these software impairments,
the 2001 Output Solutions Segment operating margin would have increased to 11.3% in 2001 from
11.0% in 2000. The improvement in the 2000 operating margin results are primarily from an increased
volume of images and statements produced, which were partially offset by the increased spending in
Internet-based product development costs.

Customer Management Segment income from operations decreased $16.6 million or 109.9% in 2001
and $6.2 million or 29.1% in 2000. The decrease in 2001 was primarily due to intangible and software
impairments of $15.8 million. Excluding these intangible and software impairments, the 2001 Customer
Management Segment operating margin would have decreased to 7.2% in 2001 from 7.7% in 2000. The
decrease in 2001 was primarily due to higher personnel costs. The decrease in 2000 was primarily due
to a decline in processing and software services revenues.

Investments and Other Segment income from operations was $7.1 million, $5.2 million and $6.6 million
in 2001, 2000 and 1999, respectively. The 2001 amount increased primarily due to higher real estate
revenues partially offset by lower hardware leasing revenues and the 2000 amount declined primarily
due to lower hardware leasing revenues partially offset by higher real estate revenues.

Interest expense

Interest expense was $7.5 million in 2001 compared to $5.6 million in 2000 and $5.2 million in 1999.
Average debt balances were higher in 2001 compared to 2000 primarily as a result of common stock
repurchases and the EquiServe acquisition. Average interest rates were lower in 2001 compared to
2000. Average debt balances and interest rates were higher for 2000 compared to 1999.

Other income, net

Other income consists mainly of interest income, dividends received on investments held by the
Company (principally, shares of State Street stock), net gains on sales of securities principally from the
Investments and Other Segment, amortization of deferred non-operating gains and gains (losses) from
equipment dispositions. The 2001, 2000 and 1999 amounts include $13.8 million, $41.8 million and

$8.9 million, respectively, of net gains on securities and other investments. The 2001 amount includes
$7.2 million of interest related to a state sales tax refund. During the fourth quarter of 2000, 325,000
shares of State Street common stock were liquidated primarily in conjunction with the formation and
capitalization of a wholly owned captive insurance company that will principally manage the Company’s
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self-insured risks. The 2000 amount also includes a $10.8 million pretax gain for the settlement of a
legal dispute related to a former equity investment. The settlement agreement resolves all outstanding
issues related to this former equity investment. The 1999 gains were offset by net losses on equipment
dispositions of $3.5 million.

Gain on sale of PAS

On June 29, 2001, DST sold its PAS business to State Street. DST offered PAS services primarily to the
U.S. mutual fund industry on a remote processing basis. DST received, in a taxable transaction,
proceeds of $75.0 million, comprised of approximately 1.5 million shares of State Street common stock
and cash. In conjunction with the transaction, DST agreed to provide data processing services for PAS
and agreed to a non-compete agreement for a period of five years, for which elements a portion of the
purchase price has been deferred. DST recognized a one-time gain of $20.0 million after taxes,
deferrals and other expenses.

DST recorded revenue related to PAS of $9.8 million for the six months ended June 30, 2001 and
$19.5 million for the year ended December 31, 2000. The PAS business unit had approximately 80
associates who transferred to State Street with the transaction.

Equity in earnimgs and losses of unconsolidated affiliates

Equity in earnings (losses) of unconsolidated affiliates, net of income taxes provided by the
unconsolidated affiliates and related goodwill amortization, is as follows (in millions):

Year Ended December 31,
2001 2000 1999

Boston Financial Data Services, Inc. (“BFDS”) ........... ... .. ... .... $35 8125 $8_9

International Financial Data Services, UK. (“IFDS UK.”)............. ... 35 (21 (53

International Financial Data Services, Canada (“IFDS Canada™)............ 5.0

Other .. e (6.5) 1.0 3.0
$(1.5) $11.4  $6.6

Equity in earnings of unconsolidated affiliates decreased $12.9 million in 2001. Decreased earnings
were recorded at BFDS in 2001 from a non-recurring charge of $1.0 million related to lease
abandonment charges, a decline in brokerage industry transaction revenue and a lack of mutual fund
revenue growth. Decreased earnings at IFDS U.K. resulted primarily from a non-recurring charge of
$3.0 million related to lease abandonment charges as IFDS U.K. is relocating from four building sites
to a single location. IFDS U.K. 2001 results reflect an increase in accounts serviced to 3.1 million at
December 31, 2001, which is 0.4 million or 14.8% above year end 2000 levels. IFDS Canada results
include the results of DST Canada, which was contributed to the joint venture in January 2001. The
2001 loss reported in Other is primarily the result of exchange-America losses. The exchange-America
venture was discontinued in the fourth quarter of 2001.

Equity in earnings of unconsolidated affiliates increased $4.8 million in 2000 as a result of increased
levels of mutual fund activity at BFDS and decreased losses at IFDS UK., reflecting an increase in
accounts serviced at IFDS U.K. to 2.7 million at December 31, 2000 as compared to 2.0 million
accounts at December 31, 1999,

Income taxes

The Company’s effective tax rate was 35.4%, 35.9% and 35.9% for the years ended December 31, 2001,
2000 and 1999, respectively. Excluding the taxes provided on the PAS transaction, the effective tax rate
would have been 35.1% for the year ended 2001. The tax rates were affected by tax benefits relating to
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certain international operations and recognition of state tax benefits associated with income
apportionment rules.

Net income

The Company’s net income (and earnings per share) for 2001, 2000 and 1999 was $228.2 million ($1.86
basic earnings per share and $1.81 diluted earnings per share), $215.8 million ($1.72 basic earnings per
share and $1.67 diluted earnings per share) and $138.1 million ($1.09 basic earnings per share and
$1.06 diluted earnings per share, respectively. Excluding the impact of the 2001 gain on the sale of the
PAS business, the 2001 state sales tax refund, net gains on securities in 2001, 2000 and 1999, the 2001
software and intangible asset impairments, the 2001 joint venture lease abandonment charges and the
previously discussed litigation settlement gain in 2000, the Company’s net income and earnings per
share for 2001, 2000 and 1999 would have been $201.2 million ($1.64 basic earnings per share and
$1.60 diluted earnings per share), $181.5 million ($1.45 basic earnings per share and $1.40 diluted
earnings per share) and $131.9 million ($1.04 basic earnings per share and $1.02 diluted earnings per
share), respectively.

Year to Year Business Segment Comparisons
FINANCIAL SERVICES SEGMENT
Revenues

Financial Services Segment revenues for 2001 increased 45.5% over 2000 to $903.7 million. U.S.
Financial Services revenues increased 59.8% to $803.8 million in 2001. Excluding EquiServe and PAS
from the current year and PAS from the prior year, U.S. revenues for 2001 increased 12.3% to

$543.0 million. U.S. mutual fund processing revenues for 2001 increased 13.4% over 2000 as
shareowner accounts serviced increased 4.9% from 72.1 million at December 31, 2000 to 75.6 million at
December 31, 2001. U.S. AWD product revenues for 2001 increased 38.5% over 2000. U.S. AWD
workstations licensed were 57,800 at December 31, 2001, an increase of 20.7% over year end 2000
levels, principally from workstations for Comcast Cable Communications, Inc. (Comcast”) and
insurance industry clients.

Financial Services Segment revenues from international operations for 2001 decreased 15.3% to

$99.9 million. The revenue decrease resulted primarily from DST Canada’s results of operations no
longer being consolidated with the Company’s operating results. Excluding DST Canada from the prior
year, revenues from international operations for 2001 would have increased $9.5 million or 10.5% over
2000. The increase is primarily a result of an increase in investment management software license
revenues and higher investment management and AWD software maintenance revenues. International
AWD workstations licensed were 27,700 at December 31, 2001, an increase of 9.5% over year end 2000
levels.

Financial Services Segment revenues for 2000 increased 11.9% over 1999 to $621.0 million. U.S.
Financial Services revenues increased 17.8% to $503.1 million in 2000. U.S. mutual fund processing
revenues for 2000 increased 19.3% over the prior year as shareowner accounts serviced increased
27.8% from 56.4 million at December 31, 1999 to 72.1 million at December 31, 2000.

Financial Services Segment revenues from international operations for 2000 decreased 7.8% to

$117.9 million. The revenue decrease resulted primarily from lower revenues from professional service
and Canadian mutual fund processing partially offset by higher AWD software maintenance revenues.
Canadian shareowner accounts serviced decreased 37.5% from 2.4 million at December 31, 1999 to
1.5 million at December 31, 2000 primarily from the loss of a client associated with an acquisition.
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Costs and expenses

Financial Services Segment costs and expenses for 2001 increased 62.7% over 2000 to $606.4 million.
Personnel costs for 2001 increased 51.3% over 2000 as a result of the addition of EquiServe and
increased staff levels to support revenue growth. Costs and expenses for 2001 were reduced by

$4.9 million related to a state sales tax refund.

Segment costs and expenses for 2000 increased 1.9% to $372.6 million over 1999. In addition, costs and
expenses in 2000 included a $3.9 million recovery of costs previously expensed in 1999 associated with a
terminated international software development contract.

Depreciation and amortization

Financial Services Segment depreciation and amortization for 2001 and 2000 increased 8.4% or

$5.8 million and 3.9% or $2.6 million, respectively. The increase in 2001 is primarily attributable to
EquiServe, partially offset by an $8.7 million reduction in depreciation associated with a state sales tax
refund. The increase in 2000 was primarily attributable to increased capital additions during 2000 and
amortization of capitalized internal use software costs.

Imcome from operations

Financial Services Segment income from operations for 2001 and 2000 increased 24.0% to

$222.4 million and 46.0% to $179.3 million, respectively, over the comparable prior year. The operating
margins were 24.6%, 28.9% and 22.1% in 2001, 2000 and 1999, respectively. The decrease in operating
margin in 2001 resulted primarily from the acquisition of EquiServe and the absence of the PAS -
business, partially offset by increased U.S. revenues and a state sales tax refund. The increase in the
2000 operating margin was a result of increased U.S. revenues.

OUTPUT SOLUTIONS SEGMENT
Revenues

Output Solutions Segment revenues for 2001 increased 3.3% to $611.7 million compared to 2000. The
growth in Segment revenue was derived primarily from increased volumes from the financial service
and video service industries partially offset by a loss of a telecommunications customer and the decline
in brokerage related marketing fulfillment and trade confirmation volumes and the market
interruptions following the events of September 11, 2001.

Cutput Solutions Segment revenues for 2000 increased 15.6% to $592.2 million compared to 1999. The
growth in Segment revenues was derived from an increase in the volume of statements and images
produced which was partially related to the growth of existing customers in the Financial Services and
Customer Management Segments and new customers, primarily in telecommunications and other
high-volume markets.

Costs and expenses

Cutput Solutions Segment costs and expenses for 2001 and 2000 increased 2.5% to $503.7 million and
14.2% to $491.5 million, respectively, over the comparable prior year. Personnel costs for 2001 and
2000 increased 5.5% and 21.1%, respectively, over the comparable prior year. The increases were due
primarily to increased staff levels and purchased material costs to support volume growth and higher
Internet-based electronic bill and statement product development and selling costs.

Depreciation and amortization

Output Solutions Segment depreciation and amortization increased 19.0% to $42.5 million in 2001 and
8.2% to $35.7 million in 2000. The increases as compared to prior years were attributable to increased
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print/mail capital additions, including capitalized internal software development costs, to support
revenue growth. The 2001 increase includes $3.7 million of software asset impairments.

Income from operations

Cutput Solutions Segment income from operations for 2001 and 2000 increased $0.5 million or 0.8%
and $16.0 million or 32.7%, principally from increased image and statement revenues. The Segment’s
operating margins were 10.7%, 11.0% and 9.6% in 2001, 2000 and 1999, respectively. Excluding the
2001 software asset impairment of $3.7 million, 2001 income from operations increased $4.2 million or
6.5% over 2000.

CUSTOMER MANAGEMENT SEGMENT

Revenues

Customer Management Segment revenues for 2001 increased 1.9% to $198.8 million as compared to
2000. Processing and software service revenues increased 6.4% to $190.3 million in 2001. Equipment
sales decreased 47.5% to $8.5 million in 2001. AWD software license revenues were recognized in 2001
from the AWD license agreement with Comcast. Total cable and satellite subscribers serviced were
40.9 million at December 31, 2001, a decrease of 5.8% compared to year end 2000 levels, principally
from the loss of MediaOne subscribers and lower international cable subscribers serviced.

Customer Management Segment revenues for 2000 decreased 3.9% to $195.0 million. Processing and
software revenues decreased 6.2% to $178.8 million, partially offset by an increase in equipment sales
of 30.6% to $16.2 million. Revenues were adversely affected by consolidation in the U.S. cable
television industry, partially offset by higher satellite subscriber revenues.

Costs and expenses

Customer Management Segment costs and expenses for 2001 and 2000 increased 2.4% to

$167.9 million and decreased 2.0% to $163.9 million, respectively, over the comparable prior year. The
increase in 2001 was a result of higher personnel costs. The decrease in 2000 was primarily attributable
to decreased costs associated with lower processing and service revenues and to the management of
personnel costs.

Depreciation and amortization

Customer Management Segment depreciation and amortization for 2001 and 2000 increased 102.5% to
$32.4 million and 11.1% to $16.0 million, respectively, over the comparable prior year. The 2001
increase includes $15.8 million of intangible and software asset impairments. The increase in 2000 was
primarily attributable to increased amortization of capitalized software development costs.

Income from operations

Customer Management Segment income from operations decreased $16.6 million and $6.2 million in
2001 and 2000, respectively. The 2001 decrease was related to the intangible and software asset .
impairment of $15.8 million. The decrease in 2000 was attributable to decreased processing and service
revenues. The Segment’s operating loss margin was 0.8% in 2001 and the Segment’s operating margin
was 7.7% and 10.5% in 2000 and 1999, respectively. Excluding the 2001 intangible and software asset
impairment of $15.8 million, 2001 income from operations decreased $0.8 million or 5.3% compared to
2000.
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INVESTMENTS AND OTHER SEGMENT
Revenues

Investments and Other Segment revenues totaled $40.1 million, $33.2 million and $32.9 million in 2001,
2000 and 1999, respectively. Real estate revenues of $38.5 million, $29.5 million and $26.7 million in
2001, 2000 and 1999, respectively, were primarily derived from the lease of facilities to the Company’s
other business segments. Revenues of $1.6 million, $3.7 million and $6.2 million in 2001, 2000 and
1999, respectively, were derived from the Segment’s hardware leasing activities.

Costs and expenses

Investments and Other Segment costs and expenses increased in 2001 primarily as a result of additional
real estate activities. Investments and Other Segment costs and expenses increased in 2000 primarily as
a result of changes in real estate related costs.

Depreciation and amortization

Investments and Other Segment depreciation and amortization increased $1.8 million in 2001 as a
result of increased depreciation related to additional real estate activities. Segment depreciation and
amortization decreased $1.1 million in 2000 as a result of a one-time charge in 1999 related to certain
equipment leased to third parties.

Imcome from operations

Investments and Other Segment income from operations totaled $7.1 million, $5.2 million and

$6.6 million in 2001, 2000 and 1999, respectively. The increase in 2001 income from operations is a
result of higher real estate revenues. The decrease in 2000 income from operations is primarily related
to decreased revenues from hardware leasing activities.

Liquidity and Capital Resources

The Company’s cash flow from operating activities totaled $367.4 million, $333.8 million and

$252.3 million in 2001, 2000 and 1999, respectively. Operating cash flows in 2001 were primarily
impacted by net income of $228.2 million, the impact of depreciation and amortization of

$159.4 million, deferred taxes of $11.6 million, decreases in accounts receivable of $27.1 million and net
realized gains from investments and sale of PAS of $46.6 million. The Company utilized its 2001
operating cash flows, in addition to draws on its revolving credit facility, to reinvest capital in its
existing business, fund the first installments of the EquiServe acquisition, fund investments and
advances to unconsolidated affiliates and fund treasury stock purchases. The Company had

$84.4 million of cash and cash equivalents at December 31, 2001.

During the fourth quarter 2000, the Company initiated a cash management service for transfer agency
clients, whereby end of day available client bank balances are invested overnight by and in the name of
the Company into credit-quality money market funds. All invested balances are returned to the transfer
agency client accounts the following business day.

Accounts receivable decreased in 2001 by approximately $27.1 million or 7.5% from 2000 primarily
from intensified collection efforts. The Company collects from its clients and remits to the U.S. Postal
Service a significant amount of postage. A significant number of contracts allow the Company to
pre-bill and/or require deposits from its clients to mitigate the effect on cash flow.

The Company’s research and development efforts are focused on introducing new products and services
as well as on enhancing its existing products and services. The Company expended $183.4 million,
$195.7 million and $172.4 million in 2001, 2000 and 1999, respectively, for software development and
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maintenance and enhancements to the Company’s proprietary systems and software products of which
$43.2 million, $43.6 million and $26.6 million was capitalized in 2001, 2000 and 1999, respectively.

The Company continues to make significant investments in capital equipment, software, systems and
facilities. During the years ended December 31, 2001, 2000 and 1999, the Company expended
approximately $194.0 million, $176.0 million and $139.0 million, respectively, in capital expenditures for
equipment, software, systems and facilities which includes amounts directly paid by third-party lenders.
Capitalized costs of software developed for internal use totaled $36.3 million, $33.8 million and

$21.6 million in 2001, 2000 and 1999, respectively. Capitalized development costs for systems to be sold
or licensed to third parties were $6.9 million, $9.8 million and $5.0 million for 2001, 2000 and 1999,
respectively. Capital expenditures for 2001, 2000 and 1999 include $2.7 million, $1.2 million and

$9.6 million for assets placed in service in 2000, 1999 and 1998, respectively. Future capital
expenditures are expected to be funded primarily by cash flows from operating activities, secured term
notes or draws from bank lines of credit as required.

The Company had approximately $22.6 million, $14.3 million and $16.9 million of advances to
unconsolidated affiliates during 2001, 2000 and 1999, respectively. In addition, the Company expended
approximately $35.2 million and $4.9 million during 2001 and 2000, respectively, for acquisitions of
subsidiaries, net of cash acquired.

The Company made $79.5 million, $75.5 million and $43.9 million in 2001, 2000 and 1999, respectively,
of investments in available-for-sale securities and other investments. Proceeds of $57.8 million,

$83.2 million and $24.8 million and gross realized gains of $21.1 million, $48.1 million and $12.4 million
were recorded in 2001, 2000 and 1999, respectively, from the sale of available-for-sale securities. Gross
realized losses of $2.2 million and $5.6 million were recorded in 2001 and 2000, respectively. There
were no gross realized losses in 1999 on available-for-sale securities.

The total aggregate minimum purchase price for EquiServe was $186.7 million and is to be paid in four
installments. The first installments of approximately $58.5 million were paid at the closings and were
funded from borrowings under the Company’s existing lines of credit. The second installments,
scheduled for February 28, 2002, are estimated to be approximately $55.8 million. The remaining two
minimum installments, which total approximately $72.4 million (discounted to $65.2 million for
accounting purposes) at December 31, 2001, are payable on February 28, 2003 and February 28, 2004.
These installments can increase pursuant to a formula that provides for additional consideration to be
paid in cash if EquiServe’s revenues as defined in the agreements for the years ending 2000, 2001, 2002
and 2003 exceed certain targeted levels. The minimum purchase price (discounted to $177.3 million for
accounting purposes) has been allocated to the net assets acquired based upon their fair values as
determined by a valuation. Goodwill will be increased by the amount of contingent consideration paid.
This goodwill will not be subject to amortization per SFAS No. 142.

In December 2001, the Company entered into a $285 million (increased to $315 million in

February 2002) unsecured revolving credit facility with a syndicate of U.S. and international banks. The
$315 million facility is comprised of a $210 million three-year facility and a $105 million 364-day
facility. Borrowings under the facility are available at rates based on the offshore (LIBOR), Federal
Funds or prime rates. An annual facility fee of 0.1% to 0.125% is required on the total facility. An
additional utilization fee of 0.125% is required if the aggregate principal amount outstanding plus letter
of credit obligations exceeds 33% of the total facility. The revolving credit facility has a grid that
adjusts borrowing costs up or down based upon applicable credit ratings. The Company has not
obtained a credit rating and, accordingly, is not subject to the grid. In the event the Company obtains a
credit rating, the grid would become operable and may result in fluctuations in borrowing costs. Among
other provisions, the revolving credit facility limits consolidated indebtedness, subsidiary indebtedness,
asset dispositions and requires certain coverage ratios to be maintained. In addition, the Company is
limited, on an annual basis, to making dividends or repurchasing its capital stock in any fiscal year in
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an amount not to exceed 20% of consolidated net tangible assets. In the event of default, which
includes, but is not limited to, a default in performance of covenants, default in payment of principal of
loans or change of control, as defined, the syndicated lenders may elect to declare the principal and
interest under the syndicated line of credit as due and payable and in certain situations automatically
terminate the syndicated line of credit. In the event the Company experiences a material adverse
change, as defined in the revolving credit facility, the lenders may not be required to make additional
loans under the facility.

The $315 million revolving credit facility replaced the Company’s previous $125 million five year
revolving credit facility and $120 million 364-day revolving credit facility. At December 31, 2001, there
was $113.1 million outstanding under the $315 million revolving credit facility. No borrowings were
outstanding under the previous facilities at December 31, 2000.

One of the Company’s subsidiaries maintains a 364-day $50 million line of credit for working capital
requirements and general corporate purposes. The line of credit is scheduled to mature May 2002. The
subsidiary plans to renew the facility. Borrowings under the facility are available at rates based on the
Euro dollar, fed funds or LIBOR rates. Commitment fees of 0.1% to 0.2% per annum on the unused
portions are payable quarterly. Among other provisions, the agreement requires the subsidiary to
maintain unencumbered liquid assets and stockholder’s equity of at least $300 million and to maintain
certain interest coverage ratios. The subsidiary was in compliance with these provisions at

December 31, 2001. In the event of non-compliance, an event of default may occur, which could result
in the loan become immediately due and payable. At December 31, 2001 and 2000, there were

$43.0 million and $50.0 million outstanding under the line of credit, respectively.

The Company’s long-term debt increased $174.7 million in 2001 primarily as a result of common stock
repurchases and the acquisition of EquiServe.

On September 26, 2000, the Company’s Board of Directors approved a 2-for-1 split of the Company’s
common stock, in the form of a dividend of one share for each share held of record at the close of
business on October 6, 2000. The distribution occurred on October 19, 2000. All references to shares
outstanding and earnings per share amounts have been restated to reflect this stock split.

At December 31, 2001, the Company had 2.9 million shares remaining to be purchased under existing
share repurchase programs. On February 26, 2002, the Company’s Board of Directors extended the
expiration of the above programs from September 30, 2002 to April 30, 2003. In addition, on
February 26, 2002, the Board of Directors also authorized a new share repurchase program beginning
March 4, 2002 and ending February 29, 2004 for up to six million shares. Shares repurchased under
these programs will be utilized for the Company’s stock award, employee stock purchase and stock
option programs and general corporate purposes. The purchases may be made in private or market
transactions and will be made in compliance with SEC regulations. The Company expended

$250.3 million for approximately 6.8 million shares, $177.2 million for approximately 5.0 million shares
and $52.2 million for approximately 1.7 million shares in 2001, 2000 and 1999, respectively, under these
programs.

During the fourth quarter 1999, the first quarter 2000 and the third quarter 2001, the Company entered
into forward stock purchase agreements for the repurchase of up to 11.5 million shares of its common
stock as a means of securing potentially favorable prices for future purchases of its stock. During 2001,
and included in the numbers set forth in the preceding paragraph, the Company purchased 5.4 million
shares under these agreements for $182.8 million. As of December 31, 2001, the cost to settle a
remaining forward purchase agreement, which expires in September 2002, would be approximately
$42.3 million for approximately 1.0 million shares of common stock. The agreement allows the
Company to elect net cash or net share settlement in lieu of physical settlement of the shares.

46



The Company believes that its existing cash balances and other current assets, together with cash
provided by operating activities and, as necessary, the Company’s bank and revolving credit facilities,
will suffice to meet the Company’s operating and debt service requirements and other current liabilities
for at least the next 12 months. Further, the Company believes that its longer term liquidity and capital
requirements will also be met through cash provided by operating activities, the Company’s

$315 million revolving credit facility described above, as well as the Company’s $1.3 billion of
investments in available-for-sale securities at December 31, 2001. While the Company could meet
operating cash and capital requirements through the sale of available-for-sale securities, the actual
proceeds received could be materially less than the market value of the securities.

Internal use software

Effective January 1, 1999, the Company adopted, as required, Statement of Position (SOP) 98-1,
“Accounting for the Costs of Computer Software Developed or Obtained for Internal Use.” Prior to
the adoption of SOP 98-1, the Company expensed the costs of internally developed proprietary
software as it was incurred. SOP 98-1, effective for fiscal periods beginning after December 15, 1998,
required that certain costs for the development of internal use software be capitalized, including the
costs of coding, software configuration, upgrades and enhancements. The Company capitalized

$19.3 million, $28.5 million and $24.0 million of costs, net of related amortization, related to the
development of internal use software for the years ended December 31, 2001, 2000 and 1999,
respectively, including $0.3 million, $0.2 million and $2.4 million, respectively, of capitalized costs at an
unconsolidated subsidiary. These costs will be amortized under the Company’s current policy on a
straight-line basis, depending on the nature of the project, generally over a three year period beginning
on the date such software is complete.

Unconsolidated affiliates

The Company has formed operating joint ventures to enter into or expand its presence in target
markets. In order to further penetrate the mutual fund market, in 1974 the Company formed BEDS, a
50% owned joint venture with State Street Bank, a leading mutual fund custodian. The Company’s
international mutual fund/unit trust shareowner processing businesses (IFDS U.K., IFDS Canada and
IFDS Luxembourg) are also owned 50% by DST and 50% by State Street. In addition, in 1989 the
Company gained access to the information processing market for the health insurance industry through
Argus Health Systems, Inc., a 50% owned joint venture, which provides pharmacy claim processing for
managed care providers. The Company also utilizes real estate joint ventures as a means of capturing
potential appreciation and economic development tax incentives of leased properties. The largest of
these real estate joint ventures was formed in 1988. The Company receives revenues for processing
services and products provided to the operating joint ventures. The Company pays lease payments to
certain real estate ventures. The Company has entered into various agreements with unconsolidated
affiliates to utilize the Company’s data processing facilities and computer software systems. The
Company believes that the terms of its contracts with unconsolidated affiliates are fair to the Company
and are no less favorable to the Company than those obtained from unaffiliated parties. The Company
recognizes, on an equity basis, income and losses from its pro-rata share of these companies’ net
income or loss.

The Company’s unconsolidated affiliates had a carrying value of $149.5 million and $121.5 miilion at
December 31, 2001 and 2000, respectively. Advances to these unconsolidated affiliates were

$43.3 million, $11.7 million and $18.0 million in 2001, 2000 and 1999, respectively. The Company
recognized revenues from these unconsolidated affiliates of $147.4 million, $139.4 million and

$104.9 million in 2001, 2000 and 1999, respectively. The Company paid these unconsolidated affiliates
$21.7 million, $11.1 million and $7.5 million in 2001, 2000 and 1999, respectively, for products, services
and leases. At December 31, 2001 and 2000, the Company’s unconsolidated affiliates owed the
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Company $11.3 million and $13.5 million, respectively. The Company owed $3.2 million to
unconsolidated affiliates at December 31, 2001. The amount owed in 2000 was immaterial. In 2001, the
Company paid $14.6 million to BFDS as the first installment related to the EquiServe acquisition. At
December 31, 2001, the Company owed $30.3 million to BFDS related to the EquiServe acquisition.

The Company has entered into an agreement to guarantee 100% of a $40 million revolving credit
facility of a 50% owned real estate joint venture. The Company has entered into an agreement with the
other 50% partner in the joint venture, whereby the Company can recover 50% of payments made
pursuant to the guarantee on the revolving credit facility from the joint venture partner. The joint
venture partner has also granted a security interest in its partnership interest in the joint venture as
security for the partner’s obligations under the agreement. At December 31, 2001, borrowings of

$27.5 million were outstanding under this credit facility.

The Company has entered into an agreement to guarantee 50% of a $3.2 million construction loan of a
50% owned real estate joint venture.

The Company has entered into an agreement to guarantee 49% of a $2.2 million mortgage loan of a
50% owned real estate joint venture.

The Company and State Street have each guaranteed 50% of a lease obligation of IFDS U.K., which
requires IFDS U.K. to make annual rent payments of approximately $2.8 million for the next 15 years
for its use of a commercial office building. The commercial office building is owned by a wholly owned
affiliate of IFDS Canada and was financed with a $19.5 million mortgage from a bank. The loan has a
floating interest rate based upon LIBOR and fully amortizes over the 15 year term. To fix the rate of
borrowing costs, the IFDS Canada affiliate entered into a 15 year interest rate hedge agreement with
the same bank. The interest rate hedge, which has an initial notional amount value of approximately
$19.5 million and scheduled reductions that coincide with the scheduled principal payments for the
mortgage loan, was entered into for the purpose of fixing the borrowing costs of the mortgage at
approximately 6.3%. The Company and State Street have each guaranteed 50% of the notional
amounts of the interest rate hedge obligations.

The Company acquired a 6% interest in Wall Street Access in January 2001 for $7.0 million. The
securities purchase agreement with Wall Street Access contains put/call provisions whereby the
Company’s interest in Wall Street Access may be increased to 20% for approximately $16.0 million.

The Company’s 50% owned joint ventures are generally governed by shareholder or partnership
agreements. The agreements generally entitle the Company to elect one-half of the directors to the
board in the case of corporations and to have 50% voting/managing interest in the case of partnerships.

The agreements generally provide that the Company or the other party has the option to establish a
price payable in cash, or a promise to pay cash, for all of the other’s ownership in the joint venture and
to submit an offer, in writing, to the other party to sell to the other party all of its ownership interests
in the joint venture or to purchase all ownership interests owned by the other party at such offering
price. The party receiving the offer generally has a specified period of time to either accept the offer to
purchase, or to elect to purchase the offering party’s stock at the offering price. The Company cannot
estimate the potential aggregate offering price that it could be required to receive or elect to pay in the
event this option becomes operable, however the amount could be material.

Seasonality

Generally, the Company does not have significant seasonal fluctuations in its business operations.
Processing and output solutions volumes for mutual fund and corporate securities transfer processing
customers are usually highest during the quarter ended March 31 due primarily to processing year-end
transactions and printing and mailing of year-end statements and tax forms during January. The
Company has historically added operating equipment in the last half of the year in preparation for
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processing year-end transactions which has the effect of increasing costs for the second half of the year.
Revenues and operating results from individual license sales depend heavily on the timing and size of
the contract.

Comprehensive income

The Company’s comprehensive income totaled $113.7 million, $205.7 million and $311.5 million in
2001, 2000 and 1999, respectively. Comprehensive income consists of net income of $228.2 million,
$215.8 million and $138.1 million in 2001, 2000 and 1999, respectively, and other comprehensive losses
of $114.5 million and $10.1 million in 2001 and 2000, respectively, and other comprehensive income of
$173.4 million in 1999. Other comprehensive income (loss) consists of unrealized gains (losses) on
available-for-sale securities, net of deferred taxes, reclassifications for net gains included in net income
and foreign currency translation adjustments. The Company had a net unrealized loss on
available-for-sale securities of $112.8 million and $6.7 million in 2001 and 2000, respectively, and net
unrealized gains on available-for-sale securities of $174.1 million in 1999. The Company’s net
unrealized losses and gains on available-for-sale securities results primarily from changes in the market
value of the Company’s investments in approximately 12.8 million shares of State Street common stock,
approximately 8.6 million shares of Computer Sciences Corporation common stock and approximately
2.2 million shares of Euronet Worldwide, Inc. At December 31, 2001, these three investments had an
aggregate pre-tax unrealized gain of approximately $658.8 million. The amounts of foreign currency
translation adjustments included in other comprehensive income are immaterial.

Derivative and Hedging Activities

SFAS No. 133 established accounting and reporting standards for derivative instruments, including
certain derivative instruments embedded in other contracts and hedging activities. It requires that an
entity recognize all derivatives as either assets or liabilities in the balance sheet and measure those
instruments at fair value and that the changes in the fair value of derivatives are recorded each period
in current earnings or other comprehensive income, depending on whether a derivative is designated as
part of a hedge transaction and, if it is, the type of hedge transaction. This statement, as amended,
became effective for all fiscal quarters of all fiscal years beginning after June 15, 2000 (January 1, 2001
for the Company). The implementation of the new standard has not had a material effect on the
consolidated results of operations of the Company.

Item 7A. Quantitative and Qmﬂﬁmtﬁw Disclosures About Market Risk

In the operations of its businesses, the Company’s financial results can be affected by changes in equity
pricing, interest rates and currency exchange rates. Changes in interest rates and exchange rates have
not materially impacted the consolidated financial position, results of operations or cash flows of the
Company. Changes in equity values of the Company’s investments have had a material effect on the
Company’s comprehensive income and financial position.

Available-for-sale equity price risk

The Company’s investments in available-for-sale equity securities are subject to price risk. The fair
value of the Company’s available-for-sale investments as of December 31, 2001 was approximately
$1.3 billion. The impact of a 10% change in fair value of these investments would be approximately
$82 million to comprehensive income. As discussed under “Comprehensive Income” above, net
unrealized gains and losses on the Company’s investments in available-for-sale securities have had a
material effect on the Company’s comprehensive income (loss) and financial position.
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Interest rate risk

The Company derives a certain amount of its service revenues from investment earnings related to cash
balances maintained in transfer agency customer bank accounts that the Company is agent to. The
balances maintained in the bank accounts are subject to fluctuation. At December 31, 2001, there was
approximately $1.4 billion of cash balances maintained in such accounts. The Company estimates that a
50 basis point change in interest earnings rate would be approximately $4.5 million of net income.

At December 31, 2001, the Company had $243.4 million of long-term debt, of which $158.1 million was
subject to variable interest rates (Federal Funds rates, LIBOR rates, Prime rates). The Company
estimates that a 10% increase in interest rates would not be material to the Company’s consolidated
pretax earnings or to the fair value of its debt.

Foreign currency exchange rate risk

The operation of the Company’s subsidiaries in international markets results in exposure to movements
in currency exchange rates. The principal currencies involved are the British pound, Canadian dollar
and Australian dollar. As currency exchange rates change, translation of the financial results of
international operations into U.S. dollars does not now materially affect, and has not historically
materially affected, the consolidated financial results of the Company.

The Company’s international subsidiaries use the local currency as the functional currency. The
Company translates all assets and liabilities at year-end exchange rates and income and expense
accounts at average rates during the year. While it is generally not the Company’s practice to enter into
derivative contracts, from time to time the Company and its subsidiaries do utilize forward foreign
currency exchange contracts to minimize the impact of currency movements.
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Item 8. Financial Statements and Supplementary Data
Report of Management
To the Stockholders of DST Systems, Inc.

The accompanying consolidated financial statements of DST Systems, Inc. and its subsidiaries were
prepared by management in conformity with accounting principles generally accepted in the United
States of America. In preparing the financial statements, management has made judgments and
estimates based on currently available information. Other financial information included in this annual
report is consistent with that in the consolidated financial statements.

The Company maintains a system of internal accounting controls designed to provide reasonable
assurance that its assets are safegnarded and that its financial records are reliable. Management
monitors the system for compliance and the Company’s internal auditors measure its effectiveness and
recommend possible improvements thereto.

Independent accountants provide an objective assessment of the degree to which management meets its
responsibility for fairness of financial reporting. They regularly evaluate the system of internal
accounting controls and perform such tests and other procedures as they deem necessary to express an
opinion on the fairness of the consolidated financial statements.

The Board of Directors pursues its oversight role in the area of financial reporting and internal
accounting controls through its Audit Committee which is composed solely of directors who are not
officers or employees of the Company. This committee meets regularly with the independent
accountants, management and internal auditors to discuss the scope and results of their work and their
comments on the adequacy of internal accounting controls and the quality of external financial
reporting.

Report of Independent Accountants

To the Stockholders and Board of Directors
of DST Systems, Inc.

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements
" of income, of changes in stockholders’ equity and of cash flows present fairly, in all material respects,
the financial position of DST Systems, Inc. and its subsidiaries at December 31, 2001 and 2000, and the
results of their operations and their cash flows for each of the three years in the period ended
December 31, 2001 in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the Company’s management; our
responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits of these statements in accordance with auditing standards generally accepted in the United
States of America which require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for the
opinion expressed above.

Posirnefstirn Logpiso 149

Kansas City, Missouri
February 26, 2002
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DST Systems, Inc.
Consolidated Balance Sheet

(dollars in millions, except per share amoumnts)

December 31,

2001 2000
ASSETS
Current assets
Cash and cash equivalents . .......... ... it e . $ 844 § 116.2
Transfer agency investments . . .. ... ...ttt 60.6 54.2
| Accounts receivable (includes related party receivables of $11.3 and $16.7) .. .. 361.8 358.5
| INVENTOTIES . . o v ittt i e e 12.6 13.3
Deferred inCOME tAXES . . . o vt vttt ettt n e e e 29.2 22.3
‘ Other A88etS . . . e e e 56.2 26.2
| 604.8 590.7
| INVESIMENTS . . . .. vt 1,436.4  1,521.0
Properties . . ... e e e e e 4555 393.8
Goodwill. . ..o e 169.0 34.4
Intangibles . .. ... .. 29.0 8.1
Other A550T8 .« v i it it e e e e e 93 44
TOtal ASSBES . . v i e $2,704.0 $2,552.4
LIABILITIES AND STOCKHOLDERS® EQUITY
Current liabilities
Debt due within One Year . ... ... vttt et $ 635 8§ 213
Transfer agency deposits . . . . ..ot e 60.6 54.2
Accounts payable . . . ... .. e e 111.2 100.3
Accrued compensation and benefits .. ......... .. .. ... ... ... 77.3 66.3
Deferred revenues and gains. . . . ...ttt it 54.7 48.5
Other liabilities . .. ... ... e 104.1 65.6
471.4 356.2
Long-term debt . . . .. ... e e 2434 68.7
Deferred INCOME tAXES . . . . o v vttt e i et e e e e 427.2 482.0
Other liabilities . . . . ... ... .. 89.6 79.7

1,231.6 986.6

Commitments and contingencies (Note 12) . . .............. ... ... ... ....

Stockholders’ equity
Preferred stock, $0.01 par, 10,000,000 shares authorized and unissued
Common stock, $0.01 par, 300,000,000 shares authorized, 127,633,278 shares

SSUE . L e 1.3 1.3
Additional paid-incapital . ... .. ... 3921 425.1
Retained €arnings . . ... v vttt e 960.2 732.0
Treasury stock, at COSt .. . ... .ot e (289.3) (115.2)
Accumulated other comprehensive income. ... ........ ... .. ... ... .. 408.1 522.6
Total stockholders” equity . .. ... oot e 1,472.4  1,565.8

Total liabilities and stockholders’ equity .. ... ... ... ... .. .. . .. .. ... $2,704.0 $2,552.4

The accompanying notes are an integral part of these financial statements.
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DST Systems, Inc.
Consolidated Statement of Imcome

(in millioms, except per share amoumnts)

Year Ended December 31,

2001 2600 1999

Revenues (includes related parties revenues of $147.4, $150.6 and

$120.4) $1,660.0 $1,362.1 §1,227.5
Costs and EXPENSES . . v o vttt e e 1,207.1 968.9 905.0
Depreciation and amortization . .. .......... ...ty 159.4 128.6 122.8
Income from OperationsS . . . . v v v vt ettt e e 293.5 264.6 199.7
INtETest €XPEMSE . . oo i ottt et (7.5) (5.6) 5.2)
Other INCOME, NEt . . v ot vt e e e e e e e e e et e e 36.2 66.3 13.2
Gainon Sale of PAS .. ... .. 32.8
Equity in earnings (losses) of unconsolidated affiliates . . ........... (1.5) 11.4 6.6
Income before income taxes and minority interests ............... 3535 336.7 214.3
Income taxes . . . .. ..t 125.3 120.9 76.9
Income before minority interests ............. ... ... .. ... .. .. 228.2 215.8 137.4
MINOrity INEEIestS . . . .o oottt e e (0.7)
Net flCOME . . . vttt it e e e e e e e § 2282 § 2158 § 1381
Average common shares outstanding. . .. ........c.. ... 122.6 125.3 126.4
Diluted shares outstanding . . .. ... ... ... . . e 126.0 129.4 129.7
Basic earnings per share. . .. ... ..t $ 186 §$ 172 $ 1.09
Diluted earnings per share . ... ..ot ireinieneenen., $ 181 §$ 167 $§ 1.06

The accompanying notes are an integral part of these financial statements.
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DST Systems, Inc.
Consolidated Statement of Changes in Stockholders’ Equity

{in millions)

A lated
Common Stock 4 ggitional “Other Total
Shares Par Paid-in  Retained Treasury Comprehensive Stockholders’
Qutstanding Value Capital Earnings Stock Income Equity
December 31, 1998 ........... 1258 $1.3 $461.6 83781 § (34.1) 83593 $1,166.2
Comprehensive income:
Netincome ............... 138.1
Other comprehensive income . . 173.4
Comprehensive income . . . . . 3115
Issuance of common stock ... ... 2.2 (8.1) 47.5 394
Repurchase of common stock. . .. 18 (53.5) (53.5)
December 31, 1999 .. ......... 126.2 1.3 4535 5162  (40.1) 532.7 1,463.6
Comprehensive income:
Netincome ............... 215.8
Other comprehensive loss . . ... (10.1)
Comprehensive income . . . . . 205.7
Issuance of common stock . ... .. 35 (28.4) 131.2 102.8
Repurchase of common stock . . . . 50 (206.3) (206.3)
December 31,2000 ........... 124.7 1.3 4251 7320 (115.2) 522.6 1,565.8
Comprehensive income:
Netincome ............... 228.2
Other comprehensive loss . . . . . (114.5)
Comprehensive income . . . . . 113.7
Issuance of common stock ... ... 2.5 (33.0) 117.0 84.0
Repurchase of common stock . . . . (6.8) (291.1) (291.1)
December 31, 2001 ........... 1204 $1.3 §$392.1 $960.2 $(289.3)  $408.1 $1,472.4

|
I

The accompanying notes are an integral part of these financial statements.
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DST Systems, Inc,

Consoclidated Statement of Cash Flows
(dollars in millions)
Year Ended December 31,
2001 2000 1999

Cash flows—operating activities:
NetinCome. . ... ovt et e e e $228.2 $215.8 $138.1
Depreciation and amortization . . . . .. .. ... e 1594 1286 1228
Equity in (earnings) losses of unconsolidated affiliates. . ............... 1.5 (114 (6.6)
Cash dividends received from unconsolidated affiliates ................ 0.1 0.1 0.5
Net realized gains on investments and PAS . . .. .... ... ... ... ..... (46.6) (41.8) 8.9)
Deferred taxes ... .. .ot e e e 11.6 22.0 8.4
Decrease (increase) in accounts receivable . .......... ... ... ........ 271 (40.8) (38.2)
Decrease (increase) in inventories and other current assets . ............ (27.7) 51 (0.8)
Increase in transfer agency investments ............... ... 6.4y (54.2)
Increase in transfer agency deposits ... ... ... ... ... 6.4 54.2
Increase in accounts payable and accrued liabilities . . ... .............. 12.5 56.5 331
Other, met . ..o 1.3 (0.3) 39
Total adjustments tonetincome . .. ... ... i i 139.2 1180 1142

Nt . 3674 3338 2523
Cash flows—investing activities:
Proceeds from sale of property and equipment . ..................... 35 8.9 11.6
Proceeds from sale of investments . . .......... ... ... ... 63.6 83.2 24.8
Investments in and advances to unconsolidated affiliates . ... ........... (22.6) (143) (169
Investments in SECUNIti®S . . . . . ... ... . e (79.5)  (75.5) (43.9)
Capital expenditures . . ...... ..ottt e (194.0) (176.0) (139.0)
Net investment in leases .. ..........c. it (0.8) (11.7) (9.5)
Principal collections on leases . ............. ... ... i 10.6 13.2 9.8
Payment for purchases of subsidiaries, net of cash acquired .. ........... (35.2) 4.9)
Other, BEt . . .t e 0.5 (2.6)

1 (253.9) (179.7) (163.1)
Cash flows—financing activities:
Proceeds from issuance of common stock . . ..... ... oL 38.7 53.2 25.5
Proceeds from issuance of long-term debt. . ........................ 7.1 0.6 11.5
Principal payments on long-termdebt. . . ... .. ... ... ... .. ... .. ... (6.0) (9.5 (137
Net increase in revolving credit facilities . .. ........................ 106.1 352 32
Common stock repurchased . . . ... ... ... .. .. e (291.1) (206.3) (53.5)
Other, net .. ... e (0.1) (0.1) (1.3)

Nt .« (145.3) (126.9) (28.3)
Net increase (decrease) in cash and cash equivalents . ... .............. (31.8) 272 60.9
Cash and cash equivalents, beginning of year .. ..................... 116.2 89.0 28.1
Cash and cash equivalents,end of year. .. ......... ... .. ... ... $ 844 $1162 $ 89.0

The accompanying notes are an integral part of these financial statements.
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DST Systems, Ine.
Notes to Consolidated Financial Statements

1. Description of Business

DST Systems, Inc. (the “Company” or “DST”) provides sophisticated information processing and
computer software services and products to the financial services industry (primarily mutual funds,
investment managers and corporations), communications industry, video/broadband/satellite TV industry
and other service industries.

The Company has several operating business units that offer sophisticated information processing and
software services and products. These business units are reported as three operating segments
(Financial Services, Output Solutions and Customer Management). In addition, investments in certain
equity securities and financial interests and the Company’s real estate and computer hardware leasing
subsidiaries and affiliates have been aggregated into an Investments and Other Segment. A summary of
each of the Company’s segments follows:

Financial Services

The Financial Services Segment provides sophisticated information processing and computer software
services and products primarily to mutual funds, investment managers, corporations, insurance
companies, banks, brokers and financial planners. The Company’s proprietary software systems include
mutual fund shareowner and unit trust accounting and recordkeeping systems offered in the U.S. and
selected international markets; a defined-contribution participant recordkeeping system for the U.S.
market; securities transfer and related systems offered to corporations, trustees and transfer agents; a
variety of portfolio accounting and investment management systems offered to U.S. and international
fund accountants and investment managers; and a workflow management and customer contact system
offered primarily to mutual funds, insurance companies, health care providers, brokerage firms and
banks.

The Financial Services Segment distributes its services and products on a direct basis and through
subsidiaries and joint venture affiliates in the U.S., United Kingdom, Canada, Europe, Australia, South
Africa and Asia-Pacific and, to a lesser degree, distributes such services and products through various
strategic alliances.

Qutput Solutions

The Output Solutions Segment provides complete bill and statement processing services and solutions,
including electronic presentment, which include generation of customized statements that are produced
in sophisticated automated facilities designed to minimize turnaround time and mailing costs. This
Segment provides its processing services and solutions in North America to customers of the
Company’s Financial Services and Customer Management Segments and to telecommunications,
utilities and other high volume industries which require high quality, accurate and timely statement
processing.

Customer Managememnt

The Customer Management Segment provides sophisticated customer management and open billing
solutions to the video/broadband, direct broadcast satellite (“DBS”), wire-line and Internet-protocol
telephony, Internet and utility markets worldwide. The Company’s software systems enable its clients to
manage their operations across all aspects of their business including order processing, customer
support, financial reporting, decision support, marketing, field services and collections. This Segment
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DST Systems, Inc.

Notes to Consolidated Financial Statements (Continued)

also distributes the Company’s workflow management and customer contact systems to the industries it
services.

The Customer Management Segment distributes its services and products on a direct basis, through
subsidiaries in North America, the United Kingdom and parts of Europe and with international alliance
partners in other regions of the world.

Investments and Other

The Investments and Other Segment holds investments in equity securities, certain financial interests
and the Company’s real estate and computer hardware leasing subsidiaries and affiliates. The Company
holds investments in equity securities with a market value of approximately $1.3 billion at

December 31, 2001, including approximately 12.8 million shares of State Street with a market value of
$668 million and 8.6 million shares of Computer Sciences Corporation (“CSC”) with a market value of
$423 million. Additionally, the Company owns and operates real estate mostly in the U.S., which is held
primarily for lease to the Company’s other business segments.

2. Sigmificant Accounting Policies
Principles of consolidation

The consolidated financial statements include all majority-owned subsidiaries of DST. All significant
intercompany balances and transactions have been eliminated. Certain amounts in the prior year’s
consolidated financial statements have been reclassified to conform to the current year presentation.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Revenue recognition

The majority of the Company’s revenues are computer processing and services revenues and are
recognized upon completion of the services provided. Revenues under bundled service agreements are
recognized over the life of the agreement based on usage and as the bundled services are provided.
Software license fees, maintenance fees and other ancillary fees are recognized as services are provided
or delivered and all customer obligations have been met. The Company generally does not have
customer obligations that extend past one year. Revenue from equipment sales and sales-type leases is
recognized as equipment is shipped. Income from financing leases is recognized as revenue at a
constant periodic rate of return on the net investment in the lease. Revenue from rentals and operating
leases is recognized monthly as the rent accrues. Billing for services in advance of performance is
recorded as deferred revenue. Allowances for billing adjustments are estimated as revenues are
recognized and are recorded as reductions in revenues. Doubtful account expense for the Company is
immaterial.

The Company has entered into various agreements with related parties, principally unconsolidated
affiliates, to utilize the Company’s data processing facilities and computer software systems. The
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DST Systems, Inc.

Notes to Consolidated Financial Statements (Continued)

Company believes that the terms of its contracts with related parties are fair to the Company and are
no less favorable to the Company than those obtained from unaffiliated parties.

Securities and Exchange Commission Staff Accounting Bulletin Nos. 101, 101A and 101B summarize
the application of generally accepted accounting principles to revenue recognition in financial
statements. Based on these guidelines, revenue should be recognized when it is realized or realizable
and it is earned. These guidelines became effective during the fourth quarter 2000 for the Company’s
year ended December 31, 2000. The implementation of the new guidelines did not have a material
effect on the consolidated results of operations of the Company.

Effective January 1, 2002, the Company adopted, as required, EITF Topic No. D-103, “Income
Statement Characterization of Reimbursements received for “Out-of-Pocket” Expenses Incurred.” Prior
to the issuance of EITF Topic No. D-103, the Company netted the Out-of-Pocket reimbursements from
customers with the applicable Out-of-Pocket expenditures. The Company’s significant Out-of-Pocket
expenses at the consolidated level include postage and telecommunication expenditures and at the
Segment level include print mail services between the Financial Services Segment and the Output
Solutions Segment. Under EITF Topic No. D-103, the Company will record the reimbursements
received for Cut-of-Pocket expenses incurred as revenue on an accrual basis. The Company estimates
that annual consolidated revenues and consolidated costs and expenses will increase approximately
$800 million to $1 billion as a result of adopting the EITFE. Because these additional revenues are offset
by the reimbursable expenses incurred, adoption of EITF Topic No. D-103 will not impact income from
operations or net income. The EITF requires that comparative financial statements for prior periods be
reclassified to comply with the new guidance, unless it is impracticable to reclassify prior-period
financial statements. The Company is considering its ability to reclassify prior-period financial
statements as required by EITF Topic No. D-103. The Company believes that the implementation of
this revised accounting treatment will negatively affect the reporting of operating margins of its
business segments.

Costs and expenses

Costs and expenses include all costs, excluding depreciation and amortization, incurred by the Company
to produce revenues. The Company believes that the nature of its business as well as its organizational
structure, in which virtually all officers and associates have operational responsibilities, does not allow
for a meaningful segregation of selling, general and administrative costs. These costs, which the
Company believes to be immaterial, are also included in costs and expenses. Substantially all
depreciation and amortization are directly associated with the production of revenues.

Software development and maintenance

Purchased software is recorded at cost and is amortized over the estimated economic lives of three to
five years. The Company capitalizes costs for the development of internal use software, including
coding and software configuration costs and costs of upgrades and enhancements in accordance with
Statement of Position (SOP) 98-1, “Accounting for the Costs of Computer Software Developed or
Obtained for Internal Use” issued by the Accounting Standards Executive Committee of the American
Institute of Certified Public Accountants. These costs are amortized under the Company’s current
policy on a straight-line basis, depending on the nature of the project, generally over a three to ten
year period. Prior to the adoption of SOP 98-1 on January 1, 1999, costs of software developed for
internal use were expensed as incurred. For the years ended December 31, 2001, 2000 and 1999, the
Company capitalized $19.3 million, $28.5 million and $24.0 million, respectively, of costs (net of related
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DST Systems, Inc.

Notes to Consolidated Financial Statements (Continued)

amortization) related to such development, including $0.3 million, $0.2 million and $2.4 million,
respectively, of capitalized costs at an unconsolidated subsidiary.

Research and development costs for software that will be sold or licensed to third parties are expensed
as incurred and consist primarily of software development costs incurred prior to the achievement of
technological feasibility. The Company capitalizes software development costs for software that will be
sold or licensed to third parties after the products reach technological feasibility, it has been
determined that the software will result in probable future economic benefits and management has
committed to funding the project. These capitalized development costs are amortized on a
product-by-product basis using the greater of the amount computed by taking the ratio of current year’s
net revenue to current year’s net revenue plus estimated future net revenues or the amount computed
by the straight-line method over the estimated useful life of the product, generally three to five years.
The Company evaluates the net realizable value of capitalized software development costs on a
product-by-product basis. The cost of custom development that is required and funded by a specific
client is charged to costs and expenses as incurred.

A portion of the Company’s development costs are funded by customers through various programs,
including product support and shared-cost arrangements. Amounts received under the arrangements
reduce the amount of development costs either expensed or capitalized, depending on the terms of the
agreement and the nature of the software being developed.

Operating costs include non-capitalizable software development and maintenance costs relating to
internal proprietary systems and non-capitalizable costs for systems to be sold or licensed to third
parties of approximately $157.4 million, $160.1 million and $145.8 million for the years ended
December 31, 2001, 2000 and 1999, respectively. The Company capitalized $36.3 million and

$33.8 million of costs related to the development of internal use software for the years ended
December 31, 2001 and 2000, respectively. Capitalized development costs for systems to be sold or
licensed to third parties were $6.9 million, $9.8 million and $5.0 million for the years ended
December 31, 2001, 2000 and 1999, respectively. Amortization expense related to capitalized
development costs totaled $30.4 million (includes $15.4 million of software impairments), $8.1 million
and $1.8 million for the years ended December 31, 2001, 2000 and 1999, respectively.

Cash equivalents

Short-term liquid investments with a maturity of three months or less are considered cash equivalents.
Due to the short-term nature of these investments, carrying value approximates market value.

Transfer agency investmemnts and deposits

During the fourth quarter 2000, the Company initiated a cash management service for mutual fund
transfer agency clients, whereby end of day available client bank balances for redemptions and
purchases are invested by and in the name of the Company into credit-quality money market funds. All
invested balances are returned to the mutual fund transfer agency client accounts the following business
day.

Inventories

Inventories are valued at the lower of cost or market. Cost is determined on the specific identification
or first-in, first-out basis. Inventories are comprised primarily of paper and envelope stocks.
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Notes to Consolidated Financial Statememts (Continued)

Investmemnts in securities

The equity method of accounting is used for companies in which the Company or its subsidiaries have
at least a 20% voting interest and significant influence but do not control; the cost method of
accounting is used for investments of less than 20% voting interest. Partnership and similar interests
are accounted for on a flow through basis based on the Company’s pro-rata ownership. Investments
classified as available-for-sale securities are reported at fair value with unrealized gains and losses
excluded from earnings and recorded net of deferred taxes directly to stockholders’ equity as
accumulated other comprehensive income.

Property and equipment

Property and equipment are recorded at cost with major additions and improvements capitalized. Cost
includes the amount of interest cost associated with significant capital additions. Depreciation of
buildings is recorded using the straight-line method over 15 to 40 years. Data processing equipment,
data processing software, furniture, fixtures and other equipment are depreciated using straight-line and
accelerated methods over the estimated useful lives, principally three to five years. Leasehold
improvements are depreciated using the straight-line method over the lesser of the term of the lease or
life of the improvements. The Company reviews, on a quarterly basis, its property and equipment for
possible impairment. In management’s opinion, no such impairment exists at December 31, 2001.

Goodwill and Intangibles

Effective July 1, 2001 for goodwill and intangible assets acquired after June 30, 2001 and effective
January 1, 2002 for all goodwill and intangible assets, the Company adopted, as required, Statement of
Financial Accounting Standards (“SFAS”) No. 142, Goodwill and Other Intangible Assets. This
statement addresses, among other things, how goodwill and other intangible assets should be accounted
for after they have been initially recognized in the financial statements. Under SFAS No. 142, goodwill
and intangible assets that have indefinite useful lives will not be amortized but rather will be tested at
least annually for impairment. Intangible assets that have finite lives will continue to be amortized over
their useful lives. At December 31, 2001, the Company and its unconsolidated affiliates had
approximately $174 million of goodwill and intangible assets that have indefinite useful lives.
Amortization of these amounts will cease beginning January 1, 2002 and will be subject to periodic
impairment tests. In management’s opinion, no such impairment exists at December 31, 2001.

Income taxes

Deferred income tax effects of transactions reported in different periods for financial reporting and
income tax return purposes are recorded by the liability method. This method gives consideration to
the future tax consequences of deferred income or expense items and immediately recognizes changes
in income tax laws upon enactment. The income statement effect is generally derived from changes in
deferred income taxes on the balance sheet.

Customer deposits

The Company requires postage deposits from certain of its clients based on long-term contractual
arrangements. The Company does not anticipate repaying in the next year amounts classified as
non-current.
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Foreign currency translation

The Company’s international subsidiaries use the local currency as the functional currency. The
Company translates all assets and liabilities at period end exchange rates and income and expense
accounts at average rates during the period. Translation adjustments are recorded in stockholders’
equity and were not material at December 31, 2001 and 2000. While it is generally not the Company’s
practice to enter into derivative contracts, from time to time the Company and its subsidiaries do
utilize forward foreign currency exchange contracts to minimize the impact of currency movements.

Earnings per share

Basic earnings per share is determined by dividing net income by the weighted average number of
common shares outstanding during the year. Dilutive earnings per share is determined by including the
dilutive effect of all potential common shares outstanding during the year.

Stock-based compensation

The Company accounts for stock-based compensation in accordance with Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Employees,” and related interpretations and has
presented the required SFAS No. 123, “Accounting for Stock-Based Compensation,” pro forma
disclosures in Note 9.

Derivative and Hedging Activities

Financial Accounting Standards Board Statement No. 133 established accounting and reporting
standards for derivative instruments, including certain derivative instruments embedded in other
contracts and hedging activities. It requires that an entity recognize all derivatives as either assets or
liabilities in the balance sheet and measure those instruments at fair value and that the changes in the
fair value of derivatives are recorded each period in current earnings or other comprehensive income,
depending on whether a derivative is designated as part of a hedge transaction and, if it is, the type of
hedge transaction. This statement, as amended, became effective for all fiscal quarters of all fiscal years
beginning after June 15, 2000 (January 1, 2001 for the Company). The implementation of the new
standard has not had a material effect on the consolidated results of operations of the Company.

Comprehensive income

The Company’s comprehensive income consists of net income, unrealized gains (losses) on
available-for-sale securities, net of deferred income taxes and foreign currency translation adjustments
and is presented in the Consolidated Statement of Changes in Stockholders’ Equity.

3. Acquisitions and Dispositions
EquiServe, Inc. (“EquiServe™)

On March 30, 2001, DST completed the acquisition of a 75% interest in EquiServe by purchasing
interests held by FleetBoston Financial (“FleetBoston”) and Bank One Corporation (“Bank One”). Cn
July 31, 2001, DST completed the acquisition of the remaining 25%, which was owned by Boston
Financial Data Services, on essentially the same terms provided to FleetBoston and Bank One.
EquiServe is one of the nation’s largest corporate transfer agency service providers, maintaining and
servicing the records of approximately 27.2 million shareholder accounts for approximately 1,400
publicly traded companies.
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The acquisitions were accounted for as a purchase and the results of EquiServe’s operations are
included in DST’s 2001 consolidated financial statements beginning March 30, 2001. The minimum
purchase price of $186.7 million is to be paid in four installments. The first installments of
approximately $58.5 million were paid at the closings. The second installments, scheduled for

February 28, 2002, are estimated to be approximately $55.8 million. The remaining two minimum
installments, which total approximately $72.4 million (discounted to $65.2 million for accounting
purposes) are payable on February 28, 2003 and February 28, 2004. The remaining minimum purchase
price installments can increase pursuant to a formula that provides for additional consideration to be
paid in cash if EquiServe’s revenues as defined in the agreements for the years ending 2000, 2001, 2002
and 2003 exceed certain targeted levels.

The following table, which is based upon a valuation, summarizes the allocation of the minimum
purchase price (discounted to $177.3 million for accounting purposes) to the fair values of assets
acquired and liabilities assumed at the dates of the acquisitions. There was not a significant change in
the fair values of assets acquired or liabilities assumed between the two acquisition dates.

(in millions)

CUITENL ASSEES . « v v v e e e e e e e e e e e e e e e $ 84.9
Properties. . . ... ... 26.2
Other NON-CUITENT ASSETS . . v v v v it e e e e et e e et e et e e 1.8
Intangible assets . ... i i e e 28.3
Goodwill . .. 150.6

291.8
Current liabilities . . .. . .o 104.8
Non-current liabilities . . ... ..o it e e 9.7
Net assets acquired . . .. ... oottt $177.3

The intangible assets represent customer relationships and are being amortized over a 20 year life.

A restructuring provision of $15.9 million was recorded for employee severances and contract
termination costs related to the acquisition. The restructuring provision increased goodwill in the same
amount. The restructuring provision for employee severance costs, which affected employees across
nearly all classifications and locations, was $12.5 million relating to approximately 610 employees, of
which 179 employees have been separated from the Company as of December 31, 2001. The remaining
employee severances of approximately $10.5 million are expected to be paid in 2002. Contract
termination costs of approximately $3.4 million were paid in 2001.

Goodwill includes $10.4 million of intangibles relating to workforce in place. The net carrying value of
the workforce in place at December 31, 2001 was $9.2 million. The $150.6 million of goodwill is
expected to be fully deductible for income tax purposes and was assigned to the Financial Services
Segment. Goodwill will be increased by the amount of contingent consideration paid. This goodwill will
not be subject to amortization per SFAS No. 142.

Assuming the acquisitions had occurred January 1, 2000, the Company’s consolidated revenues would
have been $1,742.7 million and $1,671.5 million for the years ended December 31, 2001 and 2000,
respectively. Consolidated proforma net income and earnings per share would not have been materially
different from the reported amounts for 2001 and 2000. The unaudited proforma amounts are not
indicative of what actual consolidated results of operations might have been if the acquisition had been
effective at the beginning of 2000.
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Portfolic Accounting Systems (“PAS™)

On June 29, 2001, DST sold its PAS business to State Street Corporation (“State Street”). DST offered
PAS services primarily to the U.S. mutual fund industry on a remote processing basis. DST received, in
a taxable transaction, proceeds of $75.0 million, comprised of approximately 1.5 million shares of State
Street common stock and cash. In conjunction with the transaction, DST agreed to provide data
processing services for PAS and agreed to a non-compete agreement for a period of five years, for
which elements a portion of the purchase price has been deferred. DST recognized a one-time gain of
$20.0 million after taxes, deferrals and other expenses.

DST recorded revenue related to PAS of $9.8 million for the six months ended June 30, 2001 and
$19.5 million for the year ended December 31, 2000. The PAS business unit had approximately 80
associates who transferred to State Street with the transaction.

International Financial Data Services, Canada (“IFDS Canada’)

DST Canada had been a wholly owned subsidiary of the Company since June 1993. To align the
ownership of the international mutual fund/unit trust shareowner processing businesses, DST Canada
was contributed to a joint venture, IFDS Canada, in January 2001, and is now owned 50% by DST and
50% by State Street. DST contributed its shares of DST Canada to the new joint venture while State
Street contributed $43.5 million in cash. The Company accounted for the formation of the joint venture
as a non-cash, non-taxable exchange. Accordingly, no gain was recognized from the transaction.
Effective January 2001, DST Canada’s results of operations are no longer consolidated with the
Company and the earnings of the joint venture are included in the Company’s results on the equity
basis. On a proforma basis, the contribution of DST Canada to the joint venture did not have a
material impact on DST’s net income or earnings per share in 2001.

4. Properties

Properties and related accumulated depreciation are as follows (in millions):

December 31,

2001 2000
Land ... e $ 290 § 281
Buildings ... ... . 1682 1457
Data processing equipment . ... ..........c..uuriaaa 256.6 2622
Data processing software . .. ......... . . i 226.3 1905
Furniture, fixtures and other equipment .. ................. 260.7 2209
. Leasehold improvements . . ........ ... ... ... 96.0 555
Construction-in-progress . .. ...ttt e 68.5 46.4
1,105.3 9493
Less accumulated depreciation and amortization . . . ... ....... 649.8 5555
Net Properties. . .. oo v vt e e e e $ 4555 $393.8

Depreciation expense for the years ended December 31, 2001, 2000 and 1999, was $139.2 million,
$117.2 million and $108.2 million, respectively.
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5. Imvestments

Investments are as follows (in millions):

Carrying Value
o wﬁ?slmp December 31,
Percentage 2001 2000
Auvailable-for-sale securities:
State Street Corporation. . . ........c..o.uvireann... 4% $ 6684 $ 7049
Computer Sciences Corporation .................... 5% 422.8 519.0
Euronet Worldwide, Inc.. . .. ... .. i 10% 40.5 9.4
Other available-for-sale securities .. ................. 124.9 122.8
1,256.6  1,356.1
Unconsolidated affiliates:
Boston Financial Data Services, Inc. . ................ 50% 63.9 60.8
International Financial Data Services, UK. .. .......... 50% 10.5 13.3
International Financial Data Services, Canada .. ........ 50% 12.9
Other uncensolidated affiliates .. ......... ... .. ..... 62.2 474
149.5 121.5
Other:
Net investment in 1eases . . ... ... vty 4.7 14.5
Other . . 25.6 28.9
30.3 43.4
Total investments .. ............... .. ... $1,436.4  $1,521.0

State Street is a financial services corporation that provides banking, trust, investment management,
global custody, administration and securities processing services worldwide. The aggregate market value
of the Company’s investment in State Street’s common stock presented above was based on the closing
price on the New York Stock Exchange. The Company received $4.7 million, $4.0 million and

$3.5 million in dividends from State Street in 2001, 2000 and 1999, respectively, which have been
recorded in other income.

Computer Sciences Corporation (“CSC”} is a global provider of outsourcing, system integration,
information technology, management consulting and other professional services to industry and
government. The aggregate market value of the Company’s investment in CSC’s common stock -
presented above was based on the closing price on the New York Stock Exchange.

Euronet Worldwide, Inc. (“Euronet”) operates an independent, non-bank owned automatic teller
machine network as a service provider to banks and other financial institutions in certain Central
European countries. The aggregate market value of the Company’s investment in Euronet’s common
stock presented above was based on the closing price on the NASDAQ.

The Company’s investments in available-for-sale securities had an aggregate market value of

$1,256.6 million and $1,356.1 million and an aggregate cost basis of $576.1 million and $490.6 million at
December 31, 2001 and 2000, respectively. Proceeds of $57.8 million, $83.2 million and $24.8 million
and gross realized gains of $21.1 million, $48.1 million and $12.4 million were recorded in 2001, 2000
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and 1999, respectively, from the sale of available-for-sale securities. Gross realized losses of $2.2 million
and $5.6 million were recorded in 2001 and 2000, respectively. Gross unrealized holding gains totaled
$683.8 million and $869.7 million at December 31, 2001 and 2000, respectively. Gross unrealized
holding losses totaled $3.3 million and $4.2 million at December 31, 2001 and 2000, respectively.

Boston Financial Data Services, Inc. (“BFDS”) is a corporate joint venture of the Company and State
Street. BFDS performs shareowner accounting services for mutual fund companies using the Company’s
proprietary application system for mutual fund shareowner recordkeeping, TA2000 and retirement plan
recordkeeping services using TRAC2000. BFDS also performs remittance and proxy processing,
teleservicing and class action administration services.

International Financial Data Services, UK. (“IFDS U.K.”) is a United Kingdom joint venture of DST
and State Street. IFDS U.K. provides full and remote processing for United Kingdom unit trusts and
related products.

International Financial Data Services, Canada (“IFDS Canada”) is a corporate joint venture of the
Company and State Street. DST Canada had been a wholly owned subsidiary of the Company since
June 1993, but was contributed to the new joint venture in January 2001. IFDS Canada provides
shareowner accounting and recordkeeping to international markets.

Equity in earnings (losses) of unconsolidated affiliates, net of income taxes provided by the
unconsolidated affiliates and related goodwill amortization is as follows (in millions):

Year Ended December 31,
2001 2000 1999

BEDS . $35 $125 § 89
IEDS UK. o e e e (35 (21 (5.3)
IFDS Canada . ... .. o e e e 5.0

Other. . ... . (6.5 1.0 3.0

$(1.5) $11.4 $ 66

Certain condensed financial information of the unconsolidated affiliates follows (in millions):

Year Ended December 31,

2001 2000 1999
REVENUES . .. ot $544.4 $542.1 $439.3
Costsand eXpenses . . . .. oo v vttt e 520.3 5004 4126
Netincome (loss) . ...... ... i, 241 41.7 26.7
Current assetsS . . ... e 205.4 169.2
Noncurrent assets . . ..o v v vttt 351.6 2848
Current liabilities .. .......... . i 159.7 64.3
Noncurrent liabilities . .......................... 171.6 182.7
Partners’ and stockholders’ equity .................. 2257  207.0

The Company’s unconsolidated affiliates had a carrying value of $149.5 million and $121.5 million at
December 31, 2001 and 2000, respectively. Advances to these unconsolidated affiliates were

$43.3 million, $11.7 million and $18.0 million in 2001, 2000 and 1999, respectively. The Company
recognized revenues from these unconsolidated affiliates of $147.4 million, $139.4 million and
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$104.9 million in 2001, 2000 and 1999, respectively. The Company paid these unconsolidated affiliates
$21.7 million, $11.1 million and $7.5 million in 2001, 2000 and 1999, respectively, for products, services
and leases. At December 31, 2001 and 2000, the Company’s unconsolidated affiliates owed the
Company $11.3 million and $13.5 million, respectively. The Company owed $3.2 million to
unconsolidated affiliates at December 31, 2001. The amount owed in 2000 was immaterial. In 2001, the
Company paid $14.6 million to BFDS as the first installment related to the EquiServe acquisition. At
December 31, 2001, the Company owed approximately $30.3 million to BFDS related to the EquiServe
acquisition.

Goodwill of $6.4 million and $3.6 million at December 31, 2001 and 2000 is classified as part of the
investments in the unconsolidated affiliates. Amortization expense related to this goodwill was

$0.8 million, $0.3 million and $0.3 million for the years ended December 31, 2001, 2000 and 1999,
respectively.

Net investment in leases of $4.7 million and $14.5 million at December 31, 2001 and 2000, respectively,
reflects the gross lease receivable from sales-type leases and the estimated residual value of the leased
equipment less unearned income.

6. Goodwill, Intangibles and Other Assets

Intangibles and other assets include the following items (in millions):

December 31,

2001 2000

Goodwill. . ... $206.8 $61.0
Intangibles . ...... ... 638 336
Total. . . e 2706  94.6
Less accumulated amortization. . . .. ... ..ottt i 72.6 52.1
Nt oo e e 1980 425
Other assets . .. .o v i e 9.3 4.4
Total . . $207.3  $46.9

Amortization expense totaled $20.2 million, $11.4 million and $14.6 million for the years ended
December 31, 2001, 2000 and 1999, respectively.
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7. Long-Term Delbt

The Company is obligated under notes and other indebtedness as follows (in millions):

December 31,

2001 2000
MOTtgage MOtES . . . o vt v et e e e $ 248 $20.6
Revolving credit facilities . . .. .......... ... 1581 625
Acquisition installments . . . ............ ... .. ... . . o oL 117.7
Other . . 6.3 6.9

3069  90.0
Less debt due withinone year . ............. ... ... . ...... 635 213
Long-termdebt. ... ... ... . . $2434 $68.7

The mortgage notes represent real estate borrowings due in installments with the balance due at the
end of the term. Interest rates are fixed and range from 7.5% to 10.0% at December 31, 2001.

In December 2001, the Company entered into a $285 million (increased to $315 million in

February 2002} revolving credit facility with a syndicate of U.S. and international banks. The

$315 million facility is comprised of a $210 million three-year facility and a $105 million 364-day
facility. Borrowings under the facility are available at rates based on the offshore (LIBOR), Federal
Funds or prime rates. An annual facility fee of 0.100% to 0.125% is required on the total facility. An
additional utilization fee of 0.125% is required if the aggregate principal amount outstanding plus letter
of credit obligations exceeds 33% of the total facility. The revolving credit facility has a grid that
adjusts borrowing costs up or down based upon applicable credit ratings. The Company has not
obtained a credit rating and, accordingly, is not subject to the grid. In the event the Company obtains a
credit rating, the grid would become operable and may result in fluctuations in borrowing costs. Among
other provisions, the revolving credit facility limits consolidated indebtedness, subsidiary indebtedness,
asset dispositions and requires certain coverage ratios to be maintained. In addition, the Company is
limited, on an annual basis, to making dividends or repurchasing its capital stock in any fiscal year in
an amount not to exceed 20% of consolidated tangible net assets. In the event of default, which
includes, but is not limited to, a default in performance of covenants, default in payment of principal of
loans or change of control, as defined, the syndicated lenders may elect to declare the principal and
interest under the syndicated line of credit as due and payable and in certain situations automatically
terminate the syndicated line of credit. In the event the Company experiences a material adverse
change, as defined in the revolving credit facility, the lenders may not be required to make additional
loans under the facility.

The $315 million revolving credit facility replaced the Company’s previous $125 million five year
revolving credit facility and $120 million 364-day revolving credit facility. At December 31, 2001, there
was $113.1 million outstanding under the $313 million revolving credit facility, No borrowings were
outstanding under the previous facilities at December 31, 2000.

One of the Company’s subsidiaries maintains a 364-day $50 million line of credit for working capital
requirements and general corporate purposes. The line of credit is scheduled to mature May 2002. The
subsidiary plans to renew the facility. Borrowings under the facility are available at rates based on the
Euro dollar, fed funds or LIBOR rates. Commitment fees of 0.1% to 0.2% per annum on the unused
portions are payable quarterly. Among other provisions, the agreement requires the subsidiary to
maintain unencumbered liquid assets and stockholder’s equity of at least $300 million and to maintain
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certain interest coverage ratios. The subsidiary was in compliance with these provisions at

| December 31, 2001. In the event of non-compliance, an event of default may occur, which could result
in the loan become immediately due and payable. At December 31, 2001 and 2000, there were
$43.0 million and $50.0 million outstanding under the line of credit, respectively.

The acquisition installments represent the discounted remaining minimum purchase price installments
for the acquisition of EquiServe (see Note 3). These installments are due at February 28, 2002, 2003
and 2004 and carry an interest rate of 4.07% to 4.86%. Included in the acquisition installments is
$30.3 million due to BFDS.

Future principal payments of indebtedness at December 31, 2001 are as follows (in millions):

2002 . e e e e e $ 635
2003 . e e 41.9
2004 . e e e e 184.0
2005 . e 3.0
2006 . . 2.8
Thereafter . ... . i e e e 11.7
Total .. e $306.9

Based upon the borrowing rates currently available to the Company and its subsidiaries for
indebtedness with similar terms and average maturities, the carrying value of long-term debt is
considered to approximate fair value at December 31, 2001 and 2000.

8. Income Taxes

Deferred tax assets and liabilities are determined based on the differences between the financial
statement and tax bases of assets and liabilities as measured by the enacted tax rates which will be in
effect when these differences reverse. Deferred tax expense (benefit) is generally the result of changes
in the assets or liabilities for deferred taxes.

The following summarizes pretax income (in millions):

Year Ended December 31,

2001 2000 1999
U S e $3229 $308.2 $187.4
International . ... .... ... . ... . e 30.6 28.5 26.9
Total .. $353.5 $336.7 $214.3
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Income tax expense consists of the following components (in millions):

Year Ended December 31,

2001 2000 1999
Current
Federal . ... ..ot e $974 §$ 777 $55.1
Stateand local . ....... ... . .. . .. ... . 6.9 8.7 5.2
International . ...... ... ... . . ... 10.0 12.5 8.2
Total current . . .. .. ... . e 114.3 98.9 68.5
Deferred
Federal . ....... . .. i e, 99 17.3 7.2
State and local .......... ... ... .. L. 1.0 25 (0.1
International . ........ ... . .. . .. . ... ., 0.1 2.2 1.3
Total deferred .. ........ ... .. .. . 11.0 22.0 8.4
Total InCome tax eXPense . ... ......uueureennnenn.. $125.3 81209 $76.9

Differences between the Company’s effective income tax rate and the U.S. federal income tax statutory
rate are as follows (in millions):

Year Ended December 31,

2001 2000 1999

Income tax expense using the statutory rate in effect ... .. $123.7 §$117.8 $75.0
Tax effect of:

State and local income taxes, net . ................. 5.2 7.3 3.3

International income taxes, net ................... (0.7) 4.7 1.1

Earnings of U.S. unconsolidated affiliates . . . ... ... ... (1.1) 4.0y (34

Other. ... e (1.8) 49 09
Total income tax exXpense . . ... ...........eenmueennn $1253  $1209 $76.9
Effective taxrate ... ... ...ttt 354% 359% 359%
Statutory federal taxrate . ............. . ... ... . ... 35.0% 350% 35.0%
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The federal and state deferred tax assets (liabilities) recorded on the Consolidated Balance Sheet are
as follows (in millions):

December 31,
2001 2000

Liabilities:

Investments in available for sale securities. . .............. $(423.5) $(496.1)

Unconsolidated affiliates and investments .. .............. 2.7 (1.8)

Accumulated depreciation and amortization .............. (7.3) (2.2)

Other ... e (1.9) (1.9

Gross deferred tax liabilities . . ............ ... ......... (435.4)  (502.0)
Assets:

Book accruals not currently deductible fortax . .. ....... ... 21.6 20.9

Deferred compensation and other employee benefits ... ... .. 12.6 15.7

Other .. .. e 3.1 5.7

Gross deferred tax assets . .. ....ccoviii i 37.3 42.3
Net deferred tax liability .. ..... ... ... ... ... ... . ..... $(398.1) $(459.7)

Prior to 1993, the Company generally did not provide deferred income taxes for unremitted earnings of
certain investees accounted for under the equity method because those earnings have been and will
continue to be reinvested. Beginning in 1993, pursuant to the provisions of SFAS No. 109, the
Company began providing deferred taxes for unremitted earnings of U.S. unconsolidated affiliates net
of the 80% dividends received deduction provided for under current tax law. Through December 31,
2001, the cumulative amount of such unremitted earnings was $85.8 million. These amounts would
become taxable to the Company if distributed by the affiliates as dividends, in which case the Company
would be entitled to the dividends received deduction for 80% of the dividends; alternatively, these
earnings could be realized by the sale of the affiliates’ stock, which would give rise to tax at federal
capital gains rates and state ordinary income tax rates, to the extent the stock sale proceeds exceeded
the Company’s tax basis. Deferred taxes provided on unremitted earnings through December 31, 2001
and 2000 were $4.9 million and $4.5 million, respectively. Determination of the amount of the
unrecognized deferred tax liability related to investments in international subsidiaries, including but not
limited to unremitted earnings and cumulative translation adjustments, is not practicable.

Prior to the Company’s initial public offering in November, 1995, DST joined with Kansas City
Southern Industries, Inc. “(KCSI”) in filing a consolidated U.S. Corporation Income tax return. All tax
years prior to and including the tax year ended December 31, 1990 have closed. IRS Examinations of
the tax years ended through December 31, 1995 have been completed with the resolution of disputed
matters arising from the examination of those years presently pending at the Appellate level of the
IRS. As a result of having been a member of the KCSI and subsidiaries U.S. consolidated income tax
return, the Company is contingently liable for taxes of any member of the consolidated group, should
KCSI be unable to pay any such tax liability. The Company believes the likelihood is remote it will
incur a liability as a result of this contingency.

From and after November 7, 1995, the Company began filing a consolidated return with its subsidiaries.
The IRS has initiated an examination of the tax years ended December 31, 1995 and 1996 which
examination is still in progress. Should the IRS propose adjustments to these returns, management
believes it has adequate tax reserves to provide for any additional income tax expense which might
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result there from, as well as to provide for interest which might arise from additional tax assessments, if
any. The Company’s tax years ended December 31, 1998 and later are open to IRS examination, but
none is scheduled at this time.

9. Stockholders’ Equity

Stock Split

On September 26, 2000, the Company’s Board of Directors approved a 2-for-1 split of the Company’s
common stock, in the form of a dividend of one share for each share held of record at the close of
business on October 6, 2000. The distribution occurred on October 19, 2000. All references to
stockholders” equity, shares outstanding and earnings per share amounts have been restated to reflect
this stock split.

Earnings per share

The computation of basic and diluted earnings per share is as follows (in millions, except per share

amounts):
Year Ended December 31,
2001 2000 1999
Net iNCOME . . vt vttt et e e i eee e $228.2 $215.8 $138.1
Average common shares outstanding . ............... 1226 1253 1264
Incremental shares from assumed conversions of stock
OPLIOMS & & v vttt et e e e 34 4.1 33
Diluted shares outstanding .. ..................... 126.0 1294  129.7
Basic earnings per share . ........... ... ... ... ... $ 18 $ 172 $1.09
Diluted earnings per share . ...................... $ 181 $ 167 $ 1.06

Comprehensive income

Components of other comprehensive income (loss) consist of the following (in millions):

Year Ended December 31,

2001 2000 1999
Unrealized gains (losses) on investments:
Unrealized holding gains (losses) arising during the
period . ... .. $(169.9) $30.1 $298.1
Less reclassification adjustment for gains included in
NELINCOME . . . vttt ittt e e e uns (15.2) (41.0) (124)
Foreign currency translation adjustments. . ........... 1.7 (34 0.7)
Deferred income taxes . . .. ... .o i 72.3 42 (111.6)
Other comprehensive income (loss) . ............... $(114.5) $(10.1) $1734
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Components of the related tax provision of other comprehensive income consists of the following (in
millions):

Year Ended December 31,
2001 2000 1999

Unrealized gains (losses) on investments:
Unrealized holding gains (losses) arising during the

Period . . ... $(66.4) $11.8 $116.4
Less reclassification adjustment for gains included in net

Income ......... . (5.9) (16.0) (4.8)

Deferred income taxes . ............uuieininnee... $(72.3) $(4.2) $111.6

Stock issuance and repurchases

At December 31, 2001, the Company had 2.9 million shares remaining to be purchased under existing
share repurchase programs. On February 26, 2002, the Company’s Board of Directors extended the
expiration of the above programs from September 30, 2002 to April 30, 2003. In addition, on
February 26, 2002, the Board of Directors also authorized a new share repurchase program beginning
March 4, 2002 and ending February 29, 2004 for up to six million shares. Shares repurchased under
these programs will be utilized for the Company’s stock award, employee stock purchase and stock
option programs and general corporate purposes. The purchases may be made in private or market
transactions and will be made in compliance with SEC regulations. The Company expended

$250.3 million for approximately 6.8 million shares, $177.2 million for approximately 5.0 million shares
and $52.2 million for approximately 1.7 million shares in 2001, 2000 and 1999, respectively, under these
programs.

During the fourth quarter 1999, the first quarter 2000 and the third quarter 2001, the Company entered
into forward stock purchase agreements for the repurchase of up to 11.5 million shares of its common
stock as a means of securing potentially favorable prices for future purchases of its stock. During 2001,
and included in the numbers set forth in the preceding paragraph, the Company purchased 5.4 million
shares under these agreements for $182.8 million. As of December 31, 2001, the cost to settle a
remaining forward purchase agreement, which expires in September 2002, would be approximately
$42.3 million for approximately 1.0 million shares of common stock. The agreement allows the
Company to elect net cash or net share settlement in lieu of physical settlement of the shares.

The Company had 7.2 million and 2.9 million shares of common stock held in treasury at
December 31, 2001 and 2000, respectively.

Stock based compensation

At December 31, 2001, the Company had several stock based compensation plans, which are described
separately below. The Company applies Accounting Principles Board Opinion No. 25, “Accounting for
Stock Issued to Employees” and related interpretations in accounting for its plans, and accordingly, no
compensation cost has been recognized for the Company’s fixed stock based compensation. Had
compensation cost been determined consistent with SFAS No. 123, “Accounting for Stock-Based
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Compensation,” the Company’s net income would have been reduced to the following pro forma
amounts:

Year Ended December 31,

2001 2000 1999
Net income (millions): As reported $228.2 $215.8 §138.1
Pro forma 201.0 192.3 120.0
Basic earnings per share: As reported 1.86 1.72 1.09
Pro forma 1.64 1.54 0.95
Diluted earnings per share: As reported 1.81 1.67 1.06
Pro forma 1.60 1.49 0.93

Stock option plans

The weighted average fair value of options granted was $16.66, $10.18 and $10.01 for 2001, 2000 and
1999, respectively. The fair value of each option grant is estimated on the date of grant using the
Black-Scholes option pricing model with the following weighted average assumptions used for grants in
2001, 2000 and 1999, respectively: expected option term of 3.1, 2.3 and 5.0 years, volatility of 42.4%,
38.5% and 29.4%, dividend yield of 0% and risk-free interest rate of 3.8%, 6.4% and 5.3%.

In September 1995, the Company established the 1995 Stock Option and Performance Award Plan,
which now provides for the availability of 24,000,000 shares of the Company’s common stock for the
grant of awards to officers, directors and other designated employees. The awards may take the form of
an option, stock appreciation right, limited right, performance share or unit, dividend equivalent, or any
other right, interest or option relating to shares of common stock granted under the plan. The option
prices must be at least equal to the fair market value of the underlying shares on the date of grant.
Options become exercisable and expire as determined by the Compensation Committee of the Board of
Directors at the date of grant.

USCS, prior to its merger with DST, issued stock options under five stock option plans to directors,
officers and key employees of USCS. Under the 1988, 1990, 1993 and 1996 USCS Stock Option Plans,
options were granted at prices and with terms and conditions established by the USCS Board of
Directors at the date of grant. Options under these plans vest over periods of up to sixty months and
expire ten years after the date of grant. Under the USCS Director’s Stock Cption Plan, options were
granted at fair market value and vested annually over three years and expire five years after the date of
grant. Upon completion of the USCS Merger, each outstanding option to purchase USCS common
stock issued pursuant to USCS’ stock option plans was assumed by DST. Each such option now
constitutes an option to acquire, on the same terms and conditions as were applicable under such
assumed option, the number of shares of DST common stock equal to the product of the merger
exchange ratio of 0.62 and the number of shares of USCS common stock subject to such option
rounded down to the nearest whole share. The exercise price per share of DST common stock is equal
to the exercise price per share of such option before the USCS Merger divided by the merger exchange
ratio of 0.62, rounded up to the nearest whole cent. Pursuant to certain change in control provisions in
the USCS Option Plans, approximately 50% of the unvested portions of the options accelerated and
became exercisable at the completion of the USCS Merger.
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Summary stock option activity is presented in the table below (shares in millions):

Year Ended December 31,

2001 2000 1999
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Outstanding at January 1 ........... 123 $2591 110 $1843 106 $14.64
Granted ............. ... .. ..... 4.0 51.30 5.7 33.62 3.0 27.72
Exercised . ..........c.oiiii... (43) 2059 (38) 1620 (22) 1210
Forfeited . . .. .....oviiaii 1) 5699  (0.6) 2433 (04) 2166
Outstanding at December 31 .. ... ... 119 $36.06 123  $2591 110  $18.43
Exercisable at December 31 ......... 6.9 $25.84 6.2  $19.33 7.0  $14.51

Summary information concerning outstanding and exercisable stock options as of December 31, 2001
follows:

Outstanding Options Exercisable Options
Weighted Weighted Weighted
Average Average Average
Range of Number of Remaining Exercise Number of Exercise
Exercise Prices Options Contractual Life Price per Options Price per
m (im millions) (in years) share (in millions) share
$10.09 — $10.76 .. ........ 0.8 3.7 $10.38 0.8 $10.38
1311 — 2087 .......... 0.7 5.2 15.54 0.7 15.40
2390 — 2970 .......... 5.2 7.3 28.15 5.2 28.16
3117 — 4000 .......... 0.4 8.2 37.18
4010 — 4965 .......... 2.3 9.1 45.34
5080 — 5991 .......... 1.2 7.8 55.62 0.2 57.24
60.00 — 6830.......... 1.2 9.0 60.41
7406 — 7406 .......... 0.1 8.9 74.06 .
$10.09 — $7406 . ......... 11.9 7.5 $36.06 6.9 $25.84

Stock purchase plans

The 2000 DST Systems, Inc. Employee Stock Purchase Plan provides the right to subscribe to

2.0 million shares of common stock to substantially all employees of the Company and participating
subsidiaries, except those whose customary employment is less than 20 hours per week or is five
months or less per calendar year, or those who are 5% or greater stockholders of DST. The purchase
price for shares under any stock offering is to be 85% of the average market price on either the
exercise date or the offering date, whichever is lower. Approximately 0.2 million shares were issued
under the Plan in 2001. At December 31, 2001, there were approximately 1.6 million shares available
for future offerings. The fair value of purchase rights granted in 2001 and 2000 was $13.26 and $8.05,
respectively. The fair value of purchase rights granted is estimated on the date of grant using the
Black-Scholes option pricing model with the following weighted average assumptions used for grants in
2001 and 2000, respectively: expected option term of 1.0 and 0.64 year, volatility of 44.2% and 38.7%,
dividend yield of 0% and risk-free interest rate of 3.0% and 6.8%.
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Rights plan

The Company is party to a Stockholders’ Rights Agreement (the “Rights Plan”) dated as of October 6,
1995, and amended as of July 9, 1998, September 10, 1999 and September 25, 2001. Each share of the
Company’s common stock held of record on October 18, 1995 (when Kansas City Southern

Industries, Inc. (“KCSI”) was then the sole stockholder of the Company) and all shares of common
stock issued in and subsequent to the Company’s initial public offering has received one Right. Each
Right entitles its holder to purchase 1/1000th share of preferred stock of the Company, or in some
circumstances, other securities of the Company. In certain circumstances, the Rights entitle their
holders to purchase shares in a surviving entity or its affiliates resulting from transactions in which the
Company is not the surviving entity or disposes of more than 50% of the Company’s assets or earnings
power.

The Rights, which are automatically attached to common stock, are not exercisable or transferable
separately from shares of common stock until ten days following the earlier of an announcement that a
person or group (an “Acquiring Person”), has acquired, or obtained the right to acquire, beneficial
ownership of 15% or more of the outstanding shares of the Company’s common stock, or ten days
following the commencement or announcement of any person’s intention to make a tender offer or
exchange offer that would result in ownership of 15% or more of the outstanding common stock, unless
the Board of Directors sets a later date in eithér event. The Rights attached to the stock of an
Acquiring Person become void. Stilwell Management, Inc. (“Stilwell”), which holds approximately
33.0% of the outstanding shares of the Company’s common stock, and certain entities affiliated with
Stilwell are in certain circumstances excluded from the definition of an “Acquiring Person” under the
Rights Plan.

The Rights Plan is intended to encourage a potential acquiring person to negotiate directly with the
Board of Directors, but may have certain anti-takeover effects. The Rights Plan could significantly
dilute the interests in the Company of an acquiring person. The Rights Plan may therefore have the
etfect of delaying, deterring or preventing a change in control of the Company.

10. Benefits Plans

The Company sponsors defined contribution plans that cover domestic and non-domestic employees
following the completion of an eligibility period. The total expense under these plans was $17.0 million,
$13.4 million and $15.5 million in 2001, 2000 and 1999, respectively.

EquiServe sponsored a defined contribution and defined benefit cash balance plan covering
substantially all employees following the completion of the eligibility period. The defined contribution
plans provide for employer contributions based primarily on employee participation and are made at
the discretion of the Board of Directors. Total expense under the defined contribution plans was
$1.7 million for the nine months ended December 31, 2001. The EquiServe defined contribution plans
were frozen on December 31, 2001, and EquiServe employees began participating in the DST
sponsored defined contribution plans on January 1, 2002. The EquiServe defined benefit cash balance
plan provides for each eligible employee’s cash balance account to be credited a percentage of the
employee’s compensation based on years of service. At December 31, 2001, the defined benefit plan
had an accumulated benefit obligation of $7.5 million and fair value of plan assets of $7.4 million,
resulting in an accrued liability of $0.1 million. Net periodic pension cost was approximately

$2.2 million for the nine months ended December 31, 2001. The key weighted average assumptions for
2001 was a discount rate of 7.25%, an expected rate of return on plan assets of 9.0% and a salary scale
of 5,0%. The EquiServe defined benefit plan was frozen effective December 31, 2001.
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Prior to 1998, DST participated in a multi-employer ESOP. In January 1998, the Company formed The
DST Systems, Inc. Employee Stock Ownership Plan (“DST ESOP”) and transferred all balances from
DST’s portion of the multi-employer ESOP to the DST ESOP. This plan provides for employer
contributions, made at the discretion of the Board of Directors, based primarily upon employee
participation. The total expense under this plan was $1.0 million in 1999. On January 1, 2000, all active
DST ESOP participants became fully vested and no future contributions to the plan are anticipated.

The Company has active and non-active non-qualified deferred compensation plans for senior
management, certain highly compensated employees and directors. The active plans permit participants
to defer a portion of their compensation and may provide additional life insurance benefits until
termination of their employment, at which time payment of amounts deferred is made in a lump sum
or annual installments. Deferred amounts earn interest at a rate determined by the Board of Directors
or are credited with deemed gains or losses of the underlying hypothetical investments. Amounts
deferred under the plans totaled approximately $24.9 million and $27.1 million at December 31, 2001
and 2000, respectively.

11. Supplemental Cash Flow Information

Supplemental disclosure of cash flow information (in millions):

Year Ended December 31,
2001 2000 1999

Interest paid during the year .. ....... ... ... ... ...... $80 $53 $50
Income taxes paid during the year ... ................. 69.0 775 552

In 2000, the Company acquired the remaining 50% of Corporate Document Systems, Inc. through a
stock for stock exchange. The value of the DST stock on the acquisition date was $5.5 million.

12. Commitments and Contingencies

The Company has future obligations under certain operating leases and software license agreements.
The operating leases, which include facilities, data processing and other equipment, have lease terms
ranging from 1 to 14 years excluding options to extend the leases for various lengths of time. Rental
expense from operating leases was $93.0 million, $91.0 million and $59.7 million for the years ended
December 31, 2001, 2000 and 1999, respectively. Certain leases have clauses that call for the annual
rents to be increased during the term of the lease. Such lease payments are expensed on a straight-line
basis. The Company leases certain facilities from unconsolidated real estate affiliates and incurred
occupancy expenses of $5.8 million, $8.8 million and $8.3 million for the years ended December 31,
2001, 2000 and 1999, respectively.

The Company has letters of credit of $8.0 million, $10.1 million and $8.5 million for the years ended
December 31, 2001, 2000 and 1999, respectively. The letters of credit are secured by the Company’s
debt facility.

The Company entered into an agreement to lease an office facility that has a put option that obligates
the Company to purchase the facility upon proper notice. The purchase price would be approximately
$29 million.

The Company acquired a 6% interest in Wall Street Access in January 2001 for $7.0 million. The
securities purchase agreement with Wall Street Access contains put/call provisions whereby the
Company’s interest in Wall Street Access may be increased to 20% for approximately $16.0 million.
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The Company has entered into agreements with certain officers whereby upon defined circumstances
constituting a change in control of the Company, certain benefit entitlements are automatically funded
and such officers are entitled to specific cash payments upon termination of employment.

The Company has established trusts to provide for the funding of corporate commitments and
entitlements of Company officers, directors, employees and others in the event of a change in control
of the Company. Assets held in such trusts at December 31, 2001 were not significant.

The Company and its subsidiaries are involved in various legal proceedings arising in the normal course
of their businesses. While the ultimate outcome of these legal proceedings cannot be predicted with
certainty, it is the opinion of management, after consultation with legal counsel, that the final outcome
in such proceedings, in the aggregate, would not have a material adverse effect on the consolidated
financial condition or results of operations of the Company.

The Company has entered into an agreement to guarantee 100% of a $40 million revolving credit
facility of a 50% owned real estate joint venture. The Company has entered into an agreement with the
other 50% partner in the joint venture, whereby the Company can recover 50% of payments made
pursuant to the guarantee on the revolving credit facility from the joint venture partner. The joint
venture partner has also granted a security interest in its partnership interest in the joint venture as
security for the partner’s obligations under the agreement. At December 31, 2001, borrowings of

$27.5 million were outstanding under this credit facility, which expires in December 2002.

The Company has entered into an agreement to guarantee 50% of a $3.2 million construction loan of a
50% owned joint venture. The construction loan expires in August 2002.

The Company has entered into an agreement to guarantee 49% of a $2.2 million mortgage loan of a
50% owned real estate joint venture. The mortgage loan expires in December 2002.

The Company and State Street have each guaranteed 50% of a lease obligation of IFDS U.K., which
requires IFDS U.K. to make annual rent payments of approximately $2.8 million for the next 15 years
for its use of a commercial office building. The commercial office building is owned by a wholly owned
affiliate of IFDS Canada, and was financed with a $19.5 million mortgage from a bank. The loan has a
floating interest rate based upon LIBOR and fully amortizes over the 15 year term. To fix the rate of
borrowing costs, the IFDS Canada affiliate entered into a 15 year interest rate hedge agreement with
the same bank. The interest rate hedge, which has an initial notional amount value of approximately
$19.5 million and scheduled reductions that coincide with the scheduled principal payments for the
mortgage loan, was entered into for the purpose of fixing the borrowing costs of the mortgage at
approximately 6.3%. The Company and State Street have each guaranteed 50% of the notional
amounts of the interest rate hedge obligations.

The Company’s 50% owned joint ventures are generally governed by sharcholder or partnership
agreements. The agreements generally entitle the Company to elect one-half of the directors to the
board in the case of corporations and to have 50% voting/managing interest in the case of partnerships.

The agreements generally provide that the Company or the other party has the option to establish a
price payable in cash, or a promise to pay cash, for all of the other’s ownership in the joint venture and
to submit an offer, in writing, to the other party to sell to the other party all of its ownership interests
in the joint venture or to purchase all ownership interests owned by the other party at such offering
price. The party receiving the offer generally has a specified period of time to either accept the offer to
purchase, or to elect to purchase the offering party’s stock at the offering price. The Company cannot
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estimate the potential aggregate offering price that it could be required to receive or elect to pay in the
event this option becomes operable, however the amount could be material.

The following table sets forth the Company’s contractual cash obligations including minimum rentals
for the non-cancelable term of all operating leases and obligations under software license agreements
(in millions):

Software

Operating License
Debt Leases Agreements Total
2002 .. $ 635 $ 68.7 $ 277 $159.9
2003 .. . 41.9 58.7 28.8 129.4
2004 ... 184.0 36.8 313 252.1
2005 . . 3.0 19.9 329 55.8
2006 ... 2.8 16.6 15.0 344
Thereafter..................... 11.7 68.9 8.7 89.3
Total .. ... $306.9 $269.6 $144.4 $720.9

Debt includes mortgage notes, revolving credit facilities, acquisition installments and other debt
described in Note 7 above.

The Company’s other commercial commitments are as follows (in millicns):

Standby Other
Letters of Commercial
Credit Guarantees  Commitments Total

2002 ... $ 5.1 $31.6 $45.0 $ 81.7
2003 ... e 1.8 1.9 3.7
2004 .. ... 1.9 19
2005 . ... e 1.9 1.9
2006 .. ... 2.0 2.0
Thereafter. .. ............... 21.7 217
Total .. ........ ... $ 69 $61.0 $45.0 $112.9

|
|

13. Segment and Geographic Information

The Company has several operating business units that offer sophisticated information processing and

software services and products. These business units are reported as three operating segments

(Financial Services, Output Solutions and Customer Management). In addition, investments in certain :
equity securities and financial interests and the Company’s real estate and computer hardware leasing

subsidiaries and affiliates have been aggregated into an Investments and Other Segment. The Company

evaluates the performance of its segments based on income before income taxes, non-recurring items

and interest expense. Intersegment revenues are reflected at rates prescribed by the Company and may
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not be reflective of market rates. Summarized financial information concerning the segments is shown
in the following tables (in millions):

Year Ended December 31, 2001

Financial Qutput Customer Investments/ Consolidated
Services Solutions Management Other Eliminations Total
External revenues . ............... $898.8 $551.6  $198.8 $10.8 $ $1,660.0
Intersegment revenues . . .. ......... 4.9 60.1 293 (94.3)
Total revenues. . ................. 903.7 611.7 198.8 40.1 (94.3) 1,660.0
Costs and expenses . . ............. 606.4  503.7 167.9 23.4 (94.3) 1,207.1
Depreciation and amortization . . . . ... 74.9 425 324 9.6 159.4
Income from operations ........... 2224 65.5 (1.5) 7.1 293.5
Other income, net. . .............. 9.3 2.4 24.5 36.2
Gainonsale of PAS .............. 32.8 32.8
Equity in losses of unconsolidated
affiliates . ......... ... ... ... (1.1) (0.4) (1.5)
Earnings before interest and income
TAXES . o vt $263.4 $ 679 $ (1.5 $31.2 $ $ 361.0
Year Ended December 31, 2000
Financial Qutput Customer Investments/ Consolidated
Services Seclutions Management Other Eliminations Total
External revenues ... ............. $619.5 $538.3  $195.0 $93 $ $1,362.1
Intersegment revenues . ... ......... 1.5 53.9 239 (79.3)
Total revenues. . . ................ 621.0 5922 195.0 33.2 (793) 13621
Costs and expenses . . ............. 3726 4915 163.9 20.2 (79.3) 968.9
Depreciation and amortization . . . ... . 69.1 35.7 16.0 7.8 128.6
Income from operations ........... 179.3 65.0 15.1 5.2 264.6
Other income, net. . .............. 4.5 0.1 0.1 61.6 66.3
Equity in earnings (losses) of
unconsolidated affiliates . ... ... ... 11.3 0.2 (0.1) 11.4
Earnings before interest and income
TAXES . o v et e $195.1 $ 653 § 152 $66.7 $ $ 3423
Year Ended December 31, 1999
Financial Output Customer Investments/ Consolidated
g Services Solutions Management Other Eliminations Total
External revenues . ............... $553.3 $459.3  $203.0 $11.9 $ $1,227.5
Intersegment revenues. . ........... 1.6 529 21.0 (75.9)
Total revenues. . .. ............... 5549 5122 203.0 32.9 (755) 1,2275
Costs and expenses . . ............. 365.6 4302 167.3 17.4 (75.5) 905.0
Depreciation and amortization . . . . ... 66.5 33.0 144 8.9 122.8
Income from operations ........... 122.8 49.0 21.3 6.6 199.7
Other income (loss), net . .......... (1.0) 0.2 (0.6) 14.5 0.1 13.2
Equity in earnings of unconsolidated
affiliates . .......... ... ... ... 6.1 0.2 0.3 6.6
Earnings before interest and income
17: 1 S $127.9 §$ 494 $ 207 $21.4 $ 01 § 2195
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Earnings before interest and income taxes in the segment reporting information above less interest
expense of $7.5 million, $5.6 million and $5.2 million for the years ended December 31, 2001, 2000 and
1999, respectively, is equal to the Company’s income before income taxes and minority interests on a
consolidated basis for the corresponding year.

The Financial Services Segment derives its revenues from two primary products and services. Revenues
from shareowner accounting products and services totaled $795.4 million, $510.3 million and

$434.5 million in 2001, 2000 and 1999, respectively. Revenues from portfolio/investment management
accounting products and services totaled $92.4 million, $91.9 million and $96.6 million in 2001, 2000
and 1999, respectively.

Information concerning principal geographic areas is as follows (in millions):

Year Ended December 31,

2001 2000 1999
Revenues (1):
U, e $1,503.7 $1,189.6 $1,047.1
UK o e e 67.2 55.3 578
Australia . ... .. e 22.9 23.1 16.8
Canada . ... .. e 16.3 36.9 39.4
HongKong ............ ... . 59 4.5 53
Netherlands. ... .... ... .. ... ... ... .. .... 5.0 8.2 9.1
France . ... . e 4.1 1.1 5.5
Spain ... 3.9 0.2 0.6
South Africa . ........... ... ... . ... . ..... 3.7 6.0 57
Japan ... ... ... 3.1 9.3 1.8
Others ... . . e 24.2 279 384

$1,660.0 $1,362.1 $1,227.5

(1) Revenues are attributed to countries based on location of the client.

December 31,

2091 2000
Long-lived assets:
U S $617.6 $399.3
BUrope ... ..o 239 22.7
Canada . ... ... e 5.6 103
Others . . ..o e 79 8.4
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14. Quarterly Financial Data (Unaudited)
(dollars in millions, except per share amounts):
Year Ended December 31, 2001

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

Revenues ....... ... ... ... ... ... i il $371.0 $451.6 $420.8 $416.6 $1,660.0
Costand expenses . . ....... vt 2620 3349 3107 2995  1,2071
Depreciation and amortization . .................. 313 39.2 39.9 49.0 159.4
Income from operations . . .. .................... 77.7 77.5 70.2 68.1 2935
Interestexpense. ......... ... .. (1.2) (1.9) (L.7) 2.7 (7.5)
Other income, net . ......... ... 6.6 7.0 5.9 16.7 36.2
Gainonsale of PAS . ... ... ... ... o L 32.8 32.8
Equity in earnings (losses) of unconsolidated affiliates . . 0.9 0.3 0.5 (32) (1.5)
Income before income taxes . . ......... ... .. ... .. 8§4.0 1157 74.9 78.9 353.5
Income taxes . . . .. vttt 29.5 41.9 26.3 27.6 125.3
NEtINCOME .« . ottt et et et $545 $ 738 $486 $513 $ 2282
Basic average shares outstanding ... .............. 1242 1230 123.0 1204 122.6
Basic earnings per share. . . ......... .. ... ... $044 $ 060 $ 040 $043 $ 1.86(1)
Diluted average shares outstanding . . .. ............ 1285 1263 1258 1229 126.0
Diluted earnings per share . . .................... $042 $058 $039 $042 $ 1.81
Common stock price ranges: High ................ $66.25 $56.21 $59.26 $5045 $ 66.25
Low ............... L. 84437 $41.71 $39.90 $40.03 § 39.90

(1) Earnings per share are computed independently for each of the quarters presented. Accordingly,
the accumulation of 2001 quarterly earnings per share may not equal the total computed for the

year.
Year Ended December 31, 2000
First Second Third Fourth
Quarter Quarter Quarter Quarter Total
Revenues ............. ... ... ... .. $340.4 $337.0 $3355 $349.2 $1,362.1
Costandexpenses ............. .. ... ..., 2451 2412 2380 2446 968.9
Depreciation and amortization .. ................. 31.6 31.7 31.6 33.7 128.6
Income from operations . . . ..................... 63.7 64.1 65.9 70.9 264.6
Interestexpense. .. ........... i (1.4) (1.5) (1.6) (1.1) (5.6)
Otherincome, Det . . .. v it ittt e e e e 21.3 7.5 34 34.1 66.3
Equity in earnings of unconsolidated affiliates . .. ... .. 41 35 2.2 1.6 114
Income before income taxes . .. ..... ... .. ... ... . 87.7 73.6 69.9 1055 336.7
Income taxes . . ....... ... o 315 26.4 251 379 120.9
Net income . ....... e $562 $472 $448 $ 676 $ 2158
Basic average shares outstanding .. ............... 125.8 1255 1250 1248 125.3
Basic earnings pershare. . . ........ ... ... . ...... $045 $ 038 $036 $054 $ 172(1)
Diluted average shares outstanding . . . ............. 1288 1293 1295 1296 129.4
Diluted earnings pershare . . ........... .. ... ... $ 044 $037 $035 $052 § 167(1)
Common stock price ranges: High . ............... $37.50 $42.41 $59.13 $74.06 $ 74.06
Low................. $26.69 $31.94 $38.00 $4928 §$ 26.69

(1) Earnings per share are computed independently for each of the quarters presented. Accordingly,
the accumulation of 2000 quarterly earnings per share may not equal the total computed for the
year.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

PART III

lItem 10. Directors and Executive Officers of the Compamny

The Company has incorporated by reference certain information in response or partial response to the
Items under this Part IIT of this Annual Report on Form 10-K pursuant to General Instruction G (3) of
this Form 10-K and Rule 12b-23 under the Exchange Act. The Company’s definitive proxy statement in
connection with its annual meeting of stockholders scheduled for May 14, 2002 (the “Definitive Proxy
Statement™), will be filed with the Securities and Exchange Commission no later than 120 days after
December 31, 2001.

(a) Directors of the Company

The information set forth in response to Item 401 of Regulation S-K under the headings “Proposal—
Election of Two Directors” and “The Board of Directors” in the Company’s Definitive Proxy Statement
is hereby incorporated herein by reference in partial response to this Item 10.

(b) Executive Officers of the Company

The information set forth in response to Item 401 of Regulation S-K under the heading “Executive
Officers and Significant Employees of the Company” in Part I of this Form 10-K is incorporated herein
by reference in partial response to this Item 10.

(¢) Compliance with Section 16(a) of the Exchange Act

The information set forth in response to Item 405 of Regulation S-K under the heading “Other
Matters—Section 16(a) Beneficial Ownership Reporting Compliance” in the Company’s Definitive
Proxy Statement is hereby incorporated herein by reference in partial response to this Item 10.

Item 11. Executive Compensation

The information set forth in response to Item 402 of Regulation S-K under “The Board of Directors—
Compensation of Directors” and under “Executive Compensation Matters” in the Company’s Proxy
Statement (other than the “DST Compensation Committee Report on Executive Compensation” and
the “Stock Performance Graph”) is hereby incorporated herein by reference in response to this

Item 11. '

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information set forth in response to Item 403 of Regulation S-K under the heading “Principal
Stockholders and Stockholdings of Management” in the Company’s Proxy Statement is hereby
incorporated herein by reference in response to this Item 12.

The Company has no knowledge of any arrangement the operation of which may at a subsequent date
result in a change of control of the Company.
Item 13. Certain Relationships and Related Transactions

The information set forth in response to Item 404 of Regulation S-K under the heading “The Board of
Directors—Compensation Committee Interlocks and Insider Participation; Certain Business
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Relationships” in the Company’s Proxy Statement is incorporated herein by reference in response to
this Item 13.

PART IV
Item 14, Exhibits, Financial Statement Schedules and Reports om Form §-K

(a) List of Documents filed as part of this Report

(1) Consolidated Financial Statements

The consolidated financial statements and related notes, together with the report of
PricewaterhouseCoopers LLP, appear in Part II Item 8 Financial Statements and Supplementary
Data of this Form 10-K.

(2) Consolidated Financial Statement Schedules

All schedules have been omitted because they are not applicable, are insignificant or the required
information is shown in the consolidated financial statements or notes thereto.

(3) List of Exhibits

The Company has incorporated by reference herein certain exhibits as specified below pursuant to
Rule 12b-32 under the Exchange Act.

2. Plan of acquisition, reorganization, arrangement, liquidation or succession

2 The Company’s Agreement and Plan of Merger, dated September 2, 1998 by and among DST
Systems, Inc., DST Acquisitions, Inc. and USCS International, Inc, which is attached as
Exhibit 2 to the Company’s Registration Statement on Form S-4 dated November 20, 1998,
{Commission File No. 333-67611) (“S-4"), is hereby incorporated by reference as Exhibit 2.

3. Articles of Incorporation and by-laws

31 The Company’s Amended Delaware Certificate of Incorporation, as restated (“Certificate”),
which is attached as Exhibit 3.1 to the Company’s Registration Statement filed on
September 1, 1995, as amended (Registration No. 33-96526) (the “IPO Registration
Statement”), is hereby incorporated by reference as Exhibit 3.1.

3.1.1  The Company’s Certificate of Amendment dated May 9, 2000 of Certificate, which is attached
as Exhibit 3.1 to the Company’s Form 10-Q dated May 15, 2000 (Commission File
No. 1-4036), is hereby incorporated by reference as Exhibit 3.1.1.

32 The Company’s Amended and Restated By-laws as adopted August 28, 1995 and amended
and restated December 12, 2000, which are attached as Exhibit 3.2 to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2000 (Commission File No. 1-4036),
is hereby incorporated by reference as Exhibit 3.2.

4. Instruments defining the rights of security holders, including indentures

4.1 The Registration Rights Agreement dated October 24, 1995, between Kansas City Southern
Industries, Inc. (“KCSI”) and the Company (“KCSI Registration Rights Agreement”), which
is attached as Exhibit 4.1 to the Company’s IPC Registration Statement, is hereby
incorporated by reference as Exhibit 4.1.
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4.1.2

42

4.3

43.1

4.3.2

43.3

434

4.4

4.5

4.6

4.7

The First Amendment dated June 30, 1999 to the KCSI Registration Rights Agreement, which
amendment is attached as Exhibit 4.15.1 to the Company’s Form 10-Q dated August 13, 1999,
is hereby incorporated by reference as Exhibit 4.1.1.

The Assignment, Consent and Acceptance dated August 11, 1999 pertaining to the KCSI
Registration Rights Agreement and among the Company, KCSI, and Stilwell Financial, Inc.,
which is attached as Exhibit 4.15.2 to the Company’s Form 10-Q dated August 13, 1999
(Commission File No. 1-4036), is hereby incorporated by reference as Exhibit 4.1.2.

The Certificate of Designations dated October 16, 1995, establishing the Series A Preferred
Stock of the Company, which is attached as Exhibit 4.3 to the Company’s IPO Registration
Statement, is hereby incorporated by reference as Exhibit 4.2.

The summary of the preferred share purchase rights set forth in the Company’s Registration
Statement on Form 8-A dated November 15, 1995 and Form 8-A12B dated January 21, 1998
(collectively, the “Form 8-A”) (Commission File No. 1-14036), and the related Rights
Agreement dated as of October 6, 1995, between the Company and State Street Bank and
Trust Company, as rights agent (“Rights Agreement”), which is attached as Exhibit 4.4 to the
Company’s [PO Registration Statement, are hereby incorporated by reference as Exhibit 4.3.

The First Amendment dated as of July 9, 1998 to the Rights Agreement, which amendment is
attached as Exhibit 99 to Amendment No. 1 dated July 30, 1998 to the Form 8-A
(Commiission File No. 1-14036), is hereby incorporated by reference as Exhibit 4.3.1.

The Second Amendment dated as of September 10, 1999 to the Rights Agreement, which
amendment is attached as Exhibit 99 to Amendment No. 2 dated September 27, 1999 to the
Form 8-A (Commission File No. 1-14036), is hereby incorporated by reference as

Exhibit 4.3.2.

The Third Amendment dated as of September 25, 2001 to the Rights Agreement, which
amendment is attached as Exhibit 99 to Amendment No. 3 dated November 26, 2001 to the

Form 8-A (Commission File No. 1-14036), is hereby incorporated by reference as
Exhibit 4.3.3.

The Assignment, Acceptance and Consent dated as of November 7, 2001 and among the
Company, State Street Bank and Trust Company, and EquiServe Trust Company, N.A., and
pertaining to the Rights Agreement, is attached hereto as Exhibit 4.3.4.

The Registration Rights Agreement dated October 31, 1995, between the Company and UMB
Bank, N.A. (“UMB?”) as trustee of The Employee Stock Ownership Plan of DST

Systems, Inc., which is attached as Exhibit 4.4 to the Company’s Annual Report for the year
ended December 31, 1995 (Commission File No. 1-14036), is hereby incorporated by
reference as Exhibit 4.4.

The description of the Company’s common stock, par value $0.01 per share, set forth in the
Company’s Registration Statement on Form 8-A dated October 30, 1995 and Form 8-A12B
dated January 21, 1998 (Commission File No. 1-14036), is hereby incorporated by reference as
Exhibit 4.5.

Paragraphs fourth, fifth, sixth, seventh, tenth, eleventh, and twelfth of Exhibit 3.1 are hereby
incorporated by reference as Exhibit 4.6.

Article I, Sections 1, 2, 3, and 11 of Article II, Article V, Article VIII, Article IX of
Exhibit 3.2 are hereby incorporated by reference as Exhibit 4.7.
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4.8 The Affiliate Agreement with James C. Castle, dated October 28, 1998, which is attached as
Exhibit 4.10 to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1998 (Commission File No. 1-14036), is hereby incorporated by reference as
Exhibit 4.8.

4.9 The Affiliate Agreement with George L. Argyros, Sr., dated September 3, 1998, which is
attached as Exhibit 4.11 to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1998 (Commission File No. 1-14036), is hereby incorporated by reference as
Exhibit 4.9.

4.10 The Registration Rights Agreement with George L. Argyros, Sr., James C. Castle and certain
other individuals dated December 21, 1998, which is attached as Exhibit 4.15 to the
Company’s Annual Report on Form 10-K for the year ended December 31, 1998 (Commission
File No. 1-14036), is hereby incorporated by reference as Exhibit 4.10.

The Company agrees to furnish to the Commission a copy of any long-term debt agreements that do
not exceed 10 percent of the total assets of the Company upon request.

9. Voting Trust Agreement
Not applicable.

10. Material Contracts

10.1 The Agreement between State Street Boston Financial Corporation and Data-Sys-Tance dated
June 1, 1974 (“State Street Agreement’), which is attached as Exhibit 10.14 to the Company’s
JPO Registration Statement, is hereby incorporated by reference as Exhibit 10.1.

10.1.1  The Amendment dated October 1, 1987 to the State Street Agreement, which amendment is
attached as Exhibit 10.14.1 to the Company’s IPO Registration Statement, is hereby
incorporated by reference as Exhibit 10.1.1.

10.1.2  The Amendment dated February 6, 1992 to the State Street Agreement, which amendment is
attached as Exhibit 10.3.2 to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1998 (Commission File No. 1-14036), is hereby incorporated by reference as
Exhibit 10.1.2. Portions of this agreement are subject to confidential treatment.

10.2 The Agreement among the Company, Financial Holding Corporation, KCSI and Argus Health
Systems, Inc. dated June 30, 1989, which is attached as Exhibit 10.16 to the Company’s IPO
Registration Statement, is hereby incorporated by reference as Exhibit 10.2.

10.3 The Stock Transfer Restriction and Option Agreement between the Company, Argus Health
Systems, Inc. and Financial Holding Corporation dated June 30, 1989, which is attached as
Exhibit 10.16.1 to the Company’s IPC Registration Statement, is hereby incorporated by
reference as Exhibit 10.3.

10.4 The Company’s Executive Plan, effective as of October 31, 1995 and terminated effective
December 31, 1995, which is attached as Exhibit 10.2 to the Company’s Annual Report on
Form 10-K for the year ended December 31, 1995 (Commission File No. 1-14036), is hereby
incorporated by reference as Exhibit 10.4.

10.5 The Company’s Executive Incentive Plan as amended and restated as of February 26, 2002, is
attached hereto as Exhibit 10.5.

10.6 The Company’s Supplemental Executive Retirement Plan effective January 1, 1999
(“Executive Retirement Plan”), which is attached as Exhibit 10.12 to the Company’s Annual

Report on Form 10-K for the year ended December 31, 1999 (Commission File No. 1-14036),
is hereby incorporated by reference as Exhibit 10.6.
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10.6.1

10.7

10.8

109

10.10

10.11

10.11.1

10.11.2

10.12

10.13

10.14

10.15

10.15.1

10.16

10.16.1

The First Amendment dated as of February 26, 2002 to the Executive Retirement Plan is
attached hereto as Exhibit 10.6.1.

The Company’s Directors’ Deferred Fee Plan, amended and restated as of February 26, 2002,
is attached hereto as Exhibit 10.7.

The USCS International, Inc. Deferred Compensation Plan, which is attached as Exhibit 10.7
to USCS International, Inc.’s Annual Report on Form 10-K for the year ended December 31,
1997 (Commission File No. 000-28268), is hereby incorporated by reference as Exhibit 10.8.

The USCS International, Inc. Bonus Deferral Plan, which is attached as Exhibit 4.1 to USCS
International, Inc.’s Registration Statement on Form S-8 dated August 29, 1997 (Registration
No. 333-34801), is hereby incorporated by reference as Exhibit 10.9.

The Boston EquiServe, L.E Deferred Compensation Plan, dated as of January 1, 1995, is
attached hereto as Exhibit 10.10.

The form of Trust Agreement between the Company as settlor and UMB as Trustee dated
December 31, 1987, with amendments through November 1, 1995 (“Officer Trust”), which is
attached as Exhibit 10.20 to the Company’s [PO Registration Statement, is hereby
incorporated by reference as Exhibit 10.11.

The Eighth Amendment dated December 31, 1998 to the Officer Trust, which amendment is
attached as Exhibit 10.16.1 to the Company’s Annual Report on Form 10-K for the year
ended December 31, 1998 (Commission File No. 1-14036), is hereby incorporated by
reference as Exhibit 10.11.1.

The Ninth Amendment dated December 11, 2001 to the Officer Trust is attached hereto as
Exhibit 10.11.2.

The Employment Agreement between the Company and Thomas A. McDonnell dated as of
January 1, 2001, is attached hereto as Exhibit 10.12.

The Employment Agreement between the Company and Thomas A. McCullough dated as of
January 1, 2001, is attached hereto as Exhibit 10.13.

The Employment Agreement between the Company and Charles W. Schellhorn, dated

April 1, 1992, as amended October 9, 1995, which is attached as Exhibit 10.12 to the
Company’s Annual Report on Form 10-K for the year ended December 31, 1996 (Commission
File No. 1-14036), is hereby incorporated by reference as Exhibit 10.14.

The USCS International, Inc. 1996 Directors’ Stock Cption Plan (the “USCS Directors’
Option Plan”) dated as of April 18, 1996, which is attached as Exhibit 10.5 to USCS
International, Inc.’s Registration Statement on Form S-1 (Registration No. 333-3842) dated
May 29, 1996, is hereby incorporated by reference as Exhibit 10.15.*

The First Amendment dated February 22, 1998, to the USCS Directors’ Option Plan, which
amendment is attached as Exhibit 4.6.2 to the Company’s Registration Statement on Form S-8
dated March 2, 1999 (Registration No. 333-73241), is hereby incorporated by reference as
Exhibit 10.15.1.* ‘

The USCS International, Inc. 1988 Incentive Stock Option Plan (“the 1988 USCS Option
Plan™) dated July 1, 1988, as amended and restated as of March 5, 1997, which is attached as
Exhibit 4.6.1 to the Company’s Registration Statement on Form S-8 dated December 21, 1998
(Registration No. 333-69393), is hereby incorporated by reference as Exhibit 10.16.*

The Amendment dated January 22, 1998, to the 1988 USCS Option Plan, which amendment
is attached as exhibit 4.6.2 to the Company’s Registration Statement on Form S-8 dated
December 21, 1998 (amendment Registration No. 333-69393), is hereby incorporated by
reference as Exhibit 10.16.1.*
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10.17

10.17.1

10.18

10.18.1

10.19

10.19.1

10.19.2

10.19.3

10.20

10.21

10.22

The USCS International, Inc. 1990 Stock Option Plan (“the 1990 USCS Option Plan™) dated
December 31, 1990, as amended and restated as of March 5, 1997, which is attached as
Exhibit 4.7.1 to the Company’s Registration Statement on Form S-8 dated December 21, 1998
(Registration No. 333-69393), is hereby incorporated by reference as Exhibit 10.17.*

The Amendment dated January 22, 1998, to the 1990 USCS Option Plan, which amendment
is attached as exhibit 4.7.2 to the Company’s Registration Statement on Form S-§ dated
December 21, 1998 (Registration No. 333-69393), is hereby incorporated by reference as
Exhibit 10.17.1.*

The USCS International, Inc. 1993 Incentive Stock Option Plan (“the 1993 USCS Option
Plan”) dated May 18, 1993, as amended and restated as of March 5, 1997, which is attached
as Exhibit 4.8.1 to the Company’s Registration Statement on Form S-8 dated December 21,
1998 (Registration No. 333-69393), is hereby incorporated by reference as Exhibit 10.18.*

The Amendment dated January 22, 1998, to the 1993 USCS Option Plan, which amendment
is attached as exhibit 4.8.2 to the Company’s Registration Statement on Form S-8 dated
December 21, 1998 (Registration No. 333-69393), is hereby incorporated by reference as
Exhibit 10.18.1.*

The USCS International, Inc. 1996 Stock Option Plan (“the 1996 USCS COption Plan”) dated
April 12, 1996, which is attached as Exhibit 4.9.1 to the Company’s Registration Statement on
Form S-8 dated December 21, 1998 (Registration No. 333-69393), is hereby incorporated by
reference as Exhibit 10.19.*

The Amendment dated July 25, 1996, to the 1996 USCS Option Plan, which amendment is
attached as Exhibit 4.9.2 to the Company’s Registration Statement on Form S-8 dated
December 21, 1998 (Registration No. 333-69393), is hereby incorporated by reference as
Exhibit 10.19.1.*

The Amendment dated January 23, 1997, to the 1996 USCS Option Plan, which amendment
is attached as Exhibit 4.9.3 to the Company’s Registration Statement on Form S-8 dated
December 21, 1998 (Registration No. 333-69393), is hereby incorporated by reference as
Exhibit 10.19.2.*

The Amendment dated January 22, 1998, to the 1996 USCS Option Plan, which amendment
is attached as Exhibit 4.9.4 to the Company’s Registration Statement on Form S-8 dated
December 21, 1998 (Registration No. 333-69393), is hereby incorporated by reference as
Exhibit 10.19.3.*

The Company’s 1995 Stock Option and Performance Award Plan, amended and restated as of
September 25, 2001, which is attached as Exhibit 10.26 to the Company’s Form 10-Q dated
November 14, 2001 (Commission File No. 1-14036), is hereby incorporated by reference as
Exhibit 10.20.

The Employment Agreement between the Company and J. Michael Winn, dated June 23,
1993, which is attached as Exhibit 10.31 to the Company’s Annual Report on Form 10-K for
the year ended December 31, 1999 (Commission File No. 1-14036), is hereby incorporated by
reference as Exhibit 10.21.

Agreement for Purchase and Sale of Partnership Interests, dated December 7, 2000, among
the Company, Fleet National Bank, BancBoston Services, Inc. and DST EquiServe, Inc.,
which is attached as Exhibit 10.28 to the Company’s Annual Report on Form 10-K for the
year ended December 31, 2000 (Commission File No. 1-14036), is hereby incorporated by
reference as Exhibit 10.22. Portions of this agreement are subject to confidential treatment.
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10.23 Agreement for Purchase and Sale of Partnership Interests, dated December 7, 2000, among
the Company, First Chicago Trust Company of New York, FCTC General, In¢c. and DST
EquiServe, Inc., which is attached as Exhibit 10.29 to the Company’s Annual Report on
Form 10-K for the year ended December 31, 2000 (Commission File No. 1-14036), is hereby
incorporated by reference as Exhibit 10.23. Portions of this agreement are subject to
confidential treatment.

*  The agreements and the amendments thereto are included as exhibits only to the extent that they
are incorporated into the option agreements assumed by the Company with its acquisition of
USCS.

11. Statement re computation of per share earnings

Not applicable.

12. Statements re computation of ratios

Not applicable.

13. Annual report to security holders, Form 10-Q or quarterly report to security holders
Not applicable.

16. Letter re change in certifying accountamt

Not applicable.

18. Letter re change in accounting principles

Not applicable.

21. Subsidiaries of the Company
The list of the Company’s significant subsidiaries is attached hereto as Exhibit 21.1.

22, Published report regarding matters submitted to vote of security holders

Not applicable.

23. Consents of experts and counsel

The consent of PricewaterhouseCoopers LLP is attached hereto as Exhibit 23.1.

24, Power of attorney

Not applicable.

99. Additional exhibits
Not applicable.
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(b) Reports on Form 8-K during the last calemdar quarter

The Company filed a Form 8-K dated October 24, 2001, under Item 5 of such form, reporting the
announcement of financial results for the quarter ended September 30, 2001.

The Company filed a Form 8-K dated November 16, 2001, under Item S of such form, reporting the
announcement of the resignation of George L. Argyros, who became a director of the Registrant on
December 21, 1998, because of his nomination to serve as United States Ambassador to Spain.

The Company filed a Form 8-K dated December 11, 2001, under Item 5 of such form, reporting that
the Registrant’s Board of Directors (the “Board”) has decreased the size of the Board to seven

(7) directors.
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SIGNATURES

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

authorized.

Dated: February 26, 2002

DST SYSTEMS, INC.

/s/ Thomas A. McDonnell

Thomas A, McDonnell
President, Principal Executive Officer,
Chief Executive Officer and Director

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the Company and in the capacities indicated on February 26,

2002.

/s/ A, Edward Allinson

/s/ Thomas A. McDonnell

A. Edward Allinsomn
Director

/s/ Michael G. Fitt

Thomas A. McDonnell
President, Principal Executive Officer, Chief
Executive Officer and Director

/s/ Thomas A. McCullough

Michael G. Fitt
Director

/s/ William C. Nelson

Thomas A. McCullough
Executive Vice President, Chief Operating
Officer and Director

/s/ Kenneth V. Hager

William C. Nelson
Director

/s/ M. Jeannine Standjord

Kenneth V. Hager
Vice President, Chief Financial Officer
and Treasurer (Principal Financial Officer)

/s/ Gregg Wm. Givens

M. Jeannine Standjord
Director

/s/ James C. Castle

James C. Castle
Director

Gregg Wm. Givens
Vice President and Chief Accounting Officer
(Principal Accounting Officer)




DST Systems, Inc.,
2001 Form 10-K Annual Report
Index to Exhibits

The following Exhibits are attached hereto.* See Part IV of this Annual Report on Form 10-K for a
complete list of exhibits.

Exhibit Number Document

43.4 The Assignment, Acceptance and Consent dated as of November 7, 2001 and among
the Company, State Street Bank and Trust Company, and EquiServe Trust Company,
N.A., and pertaining to the Rights Agreement

10.5 The Company’s Executive Incentive Plan as amended and restated on February 26, 2002

10.6.1 The First Amendment dated as of February 26, 2002 to the Executive Retirement Plan

10.7 The Company’s Directors’ Deferred Fee Plan, amended and restated as of February 26,
2002

10.10 The Boston EquiServe, L.P. Deferred Compensation Plan, dated as of January 1, 1995

10.11.2 The Ninth Amendment dated December 11, 2001 to the Officer Trust

10.12 The Employment Agreement between the Company and Thomas A. McDonnell dated
as of January 1, 2001

10.13 The Employment Agreement between the Company and Thomas A. McCullough dated
as of January 1, 2001

211 Subsidiaries of the Company

231 Consent of Independent Accountants

*  The above exhibits are not included in this Form 10-X, but are on file with the Securities and
Exchange Commission.
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