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Amdocs Limited is submitting its annual report to shareholders for the fiscal year
ended September 30, 2002. A copy of such annual report is attached hereto as Exhibit
99.1.
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financial highlights
(All data in thousands, except per share data)

2002 200I 2000

Total revenue $1,613,565 $1,533,910 $1,118,320
Operating income™ $ 332,505 $ 379,269 $260,940
Net income* $ 249,034 $ 281,088 $ 190,146
Net cash from ' ol S amafy S 287 c88
operating activities § 412276 $ 337.987 $ 287,583
Diluted ea}mingsr 3 Liz $ 124 $ o088
per share*

("} Excludes amortization of goodwill and purchased intangible assets, and in 2002 and 2000
write-offs of purchased in-process research and development related to acquisitions, and in
2002 restructuring charges related to the cost reduction measures and the consolidation of data
centers and the resulting closure of our Stamferd, Connecticut facility, gain related to the
repurchase of convertible notes and tax effects related to the above, where applicable. Including
the above items, operating income was $49,161, $158,281 and $74,124, net (loss) income was
$(5,061), $66,386 and $5,978, and diluted (loss) earnings per share were $(0.02), $0.29 and
$0.03 for the years ended September 30, 2002, 2001 and 2000, respectively.

our sharenoloers

Fiscal 2002 was a challenging year for Amdocs.

In the face of the continued downturn in the
communications industry, service providers were
hesitant to commit to major new projects, and our
growth faltered. While we did achieve a modest year-
over-year gain in revenue, quarterly revenue declined
in the latter half of the year. Despite the challenges,
Amdocs remains a very strong company and the
market leader in our sector. We are stable and profitable,
on a pro forma basis. We generated substantial cash
flow from operations in fiscal 2002. At the end of the
year, we had over $1 billion in cash balances and short-
term investments. We expanded our customer base
and market share. Importantly, we maintained our
strong investments in R&D, enhancing our product
suite to ensure continued market leadership when
the communications industry transitions into recovery.

Our stability reflects disciplined execution through-
out the organization. We adhered closely to our
business model, working hard on cultivating long-
term customer relationships and ensuring a highly
predictable flow of recurring revenue. We implemented
an extensive cost control program, reducing operational
costs and workforce. We also put in place a new
organizational structure to better align us with the
evolving needs of our customers.

We anticipate that the coming year will continue

to be tough for communications service providers
and suppliers alike. Nevertheless, we remain
committed to the communications market. Our
customers will need new billing, CRM and outsourcing
capabilities to help them reduce costs, enhance
customer loyalty and enable next generation data
services. With our market-leading products and an
energized management team, we are well equipped
to capitalize on these opportunities, while dealing
decisively with the challenges of our current business
environment.
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(*) In 2002, 2001 and 2000 excludes amortization of goodwill and purchased intangible
assets, and in 2002 and 2000 write-offs of purchased in-process research and development
related to acquisitions, and in 2002 restructuring charges related to the cost reduction
measures and the consolidation of data centers and the resulting closure of our Stamford,
Connecticut facility, and in 1997 nonrecurring charges. Including the above items,
operating income was $49.2, $159.3, $74.1 and $27.0, for the years ended September
30, 2002, 2001, 2000 and 1997, respectively.

selected quarterly data

Q4fo2  Qsjoz  Qezfoz  Qijoz  Qafor  Qjor  Qzjor  Qijor

Total Revenue ($ millions) $355.5 $380.1 $455.3 $422.6 $415.4 $404.0 $372.3 $342.2
Pro forma EPS* ($) $0.19 $0.20 $0.37 $0.36 $0.35 $0.33 $o.30 $o.27

[

(") Excludes amortization of goodwill and purchased intangible assets, and in Q1/02 write-off of purchased in-process research and development related to the Clarify acquisition, in
Q1/02 and Q4/02 restructuring charges and in Q4/02 gain related to the repurchase of convertible notes and tax effects related to the above. Including the above, diluted (loss)earnings
per share was $(0.04), $(0.12), $0.12, $0.02, $0.08, $0.08, $0.07 and $0.06 for Q4/02, Q3/02, Q2/02, Q1/02, Q4/01, Q3/01, Q2/01 and Q1/01, respectively.
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customers

Our long-term customer relationships are the heart
of our business model, and are a key factor in ensuring
our financial stability. This business model is based
on a “product-plus-services” approach — we provide
our customers with both the business application
software products, and the services needed to
successfully implement and support these products.
Our customers prefer this approach because it reduces
project risk and cost. This business model allows us
to develop long-term relationships with our customers,
generating recurring revenue flows, while also
providing opportunities for additional projects.

Another important aspect of our business model is
that we target market leaders. Our customer base
includes major projects with industry giants such
as Bell Canada, BellSouth, BT, Deutsche Telekom,
SBC, Telstra, Verizon and Vodafone. The strength
and stability of our tier-one customers reinforces
our own business stability.

Due to operator budget cuts and buying hesitancy, we
were able to win fewer new projects than in previous
years. Nonetheless, we expanded our market presence,
with new customers in all key sectors — billing and
CRM, wireline and mobile, and in all target regions.

GERALD HalDL
cIo
TELE.RING, AUSTRIA

) TELE.RING — THE AMDOCS

| CONVERGENT SYSTEM SUPPORTS
"l TELE.RING IN OFFERING
2 ADVANCED MOBILE, WIRELINE
AND INTERNET SERVICES FOR
CROSS-PRODUCT CUSTOMER
SERVICE, PRICE PLANS,
DISCOUNTS AND BILLING.

—

“Amdocs has the only solution on
the marketplace with the flexibility
to rate and bill telecommunications
voice and data products based on
duration, events or data volume.,”

amdocs annualreport2002
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Our new customers this year include:

Telefénica de Espafia, the national carrier in Spain,
chose Amdocs for integrated voice and data billing.

Cable & Wireless, a global communications service
provider, selected Amdocs to implement end-to-end
billing for its regional operations.

Netia, Poland’s largest alternative provider of fixed-
line telecommunications services, implemented
Amdocs ClarifyCRM for call center operations,
sales and customer care.

TA Orange, a Thailand mobile operator, deployed
Amdocs end-to-end customer care and billing system
for voice and data services.

excelcom, a leading Indonesian mobile provider, chose
Amdocs to implement Amdocs Mobile, including
full prepaid and postpaid capabilities.

We continued to build on our long-term partnerships
with blue-ribbon global operators. With the budget
cuts faced by communications service providers, there
have been reductions in discretionary spending on
some of our existing projects. However, the overall
impact on revenue flows from ongoing support has
been minimal.

At many of our customers, we won additional new
projects, including:

mobilkom austria selected Amdocs to provide the
billing solution for 3G services.




THORSTEN DIRKS

EXECUTIVE DIRECTOR, PRODUCT
& PROCESS INNOVATION

E-PLUS, GERMANY

Vodafone UK implemented Amdocs ClarifyCRM,
with full integration to our previously installed
billing system.

& E-PLUS BENEFITS FROM
INCREASED CUSTOMER LOYALTY,
GREATER EFFICIENCIES AND
. REDUCED COSTS WITH
i AMpocs CLariFYCRM
MANAGING ITS NETWORK
TROUBLE TICKETING
| AND WORKFLOW.

Connex, a Vodafone associate in Romania, selected
Amdocs Enabler for integrated voice and data billing
following their successful rollout of Amdocs
ClarifyCRM.

Both the Vodafone UK and Connex projects reflect
the cross-sell synergies of our Clarify acquisition.

“Amdocs @amﬁy@ M helps us
increase service ﬂ@f@ﬂg and custormer
o roducts loyalty while reducing costs.”

Fiscal 2002 was a year of outstanding achievement
for our products. Our products are shaping the
industry’s agenda with innovations like prepaid-
postpaid convergence, integrated billing for voice, data,
content and commerce services, and out-of-the-box
CRM-billing integration. These are key building blocks
in the construction of our future product vision. Our
future roadmap includes, for instance, intelligent call
centers, integrated content management and enhanced
support for mobile commerce.

During fiscal 2002, we released our new line of billing
products based on Amdocs Enabler, which already
has strong traction in the 2.5G/3G and broadband
markets. Using a dynamic pricing model that can
“rate anything”, Amdocs Enabler provides the flexibility
needed for billing next generation voice, data and
content services. Enabler also drives significant cost
savings and marketing advantages for operators
because it supports prepaid and postpaid operations
on one real-time platform. Designed for modular
expansion, Amdocs Enabler is a fully integrated
component within our end-to-end Amdocs Mobile
and Amdocs Wireline products.

amdocs annual report2002
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(") Includes short-term interest-bearing investments.

“Amdocs is strong. We generate cash and
maintain a solid balance sheet. We are
committed to the highest standards of
financial integrity and transparency.”
RoN MoskoviTz
SENIOR VICE PRESIDENT AND

CHikr FiNaNciaL OFFICER
AMDOCS MANAGEMENT LIMITED
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(*) Free cash flow, defined as cash flow from operations less capital expenditures

and payments on capital leases.




Probably the most significant development this

year was our expansion into the CRM space. Via the
acquisition of Clarify assets from Nortel Networks last
November, we are now positioned as the number one
provider of CRM solutions for the communications
industry. We have dedicated much effort to ensure a
successful integration of the Clarify team and product
line into Amdocs, and we are delighted with the results.
The reception in the market has been very positive.
We also continue to support Clarify’s existing
customers in vertical markets outside of the
communications arena.

The breadth of our product offering, covering billing,
CRM and ordering, allows us to deliver both best-of-
breed and best-of-suite offerings. It’s one thing to
have pre-integration between systems from two
vendors. It's something entirely different to offer
products that are designed to work in harmony,

with a coherent roadmap and vision. As an example,
our ability to offer future-proof CRM-billing integration
is crucial for a market demanding low-risk projects
with low cost of ownership.

Our products are designed with a component-based,
open architecture. This is a key differentiator because
it gives our customers exceptional flexibility. It allows
customers to implement standalone products to solve
specific business needs, while giving them the option
of plugging in additional products, progressively
expanding into a broader pre-integrated solution

in the future.

OLE URNDRUP
VP NETWORK & IT OPERATIONS
SONOFON, DENMARK

SONOFON RELIES ON AMDOCS
CUSTOMER CARE AND BILLING
TO SUPPORT ITS VOICE-DATA
WIRELINE-WIRELESS OPERATIONS
1N DENMARK.

“With Amdocs and cur improved
periormance, Sonofon ranks #1 in

°

customer satisfaction.”
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services

We deliver. Our delivery track record is more crucial
than ever before, with operators willing to invest scarce
budget dollars only where project delivery and ROI
are virtually guaranteed. This year, for example, we
completed the conversion of Nextel’s customer base,
moving ten million subscribers to the Amdocs system.
This was a massive project involving the replacement
of multiple databases and legacy billing systems to
generate operational efficiencies and improve
customer response time, loyalty and retention.

We offer our customers three modes of
implementation for our products:

Product mode: implementation of the product
with out-of-the-box functionality, providing rapid
deployment at minimum cost.

Solution mode: tailoring of the product to meet
customer-specific needs.

Qutsourcing mode: responsibility for the customer’s
system operations, including software and hardware.

We expanded our outsourcing capabilities and
relationships this year, driving long-term partnerships
with leading global customers and making a significant
contribution to our financial results.



organization

We initiated a new organizational structure, aligned
to the changes in the industry. The new structure is
aimed at enhancing our offerings to the market, while
enabling us to expand our customer relationships.
The Company’s operations will be centered around
two main groups, the Offering Group and the Delivery
Group.

The Offering Group is focused on developing and
marketing best-in-class products that meet the current
and future needs of our customers. The Offering
Group is charged with identifying changes in market
needs, and shortening time to market for new products.
The Offering Group is structured to generate synergies
across our product business units, leveraging shared
technologies, product integration and marketing
capabilities.

The Delivery Group is a service-oriented organization,
focused on enhancing the Company’s unparalleled
track record of project delivery. The Delivery Group
is charged with working more closely with our
customers and better understanding their business
processes. Within the Delivery Group, we established
a new customer-facing division to be responsible for
developing the growing Asia Pacific market. We also
established a new Outsourcing Division to focus on
developing this key sector.

We believe that the new structure will ensure that the
Amdocs name continues to be synonymous with the
best product offering and the finest professional service
track record in the communications industry.

Dick LeFave
SENIOR VP & GIO
NEXTEL, USA

NEXTEL, A LEADING INTEGRATED
DIGITAL WIRELESS SERVICE
PROVIDER, RELIES ON AMDOCS
END-TO-END CUSTOMER CARE
AND BILLING AS PART OF A

! SEVEN-YEAR OUTSOURCING
AGREEMENT,

“Amdocs outsourcing saves us time
and money and allows us to focus
on our core business.”

revenue by geographical region

North America
61.9%

Rest of the

N
\\ World 9.2%
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We would like to take this opportunity to thank S
Avi Naor, the retiring President and CEO of Amdocs R&D investment s mitons
Management Limited. Aviled Amdocs from a privately

owned company with annual revenue of $170 million 140
to a public company with annual revenue of $1.6

billion. We are delighted that Avi will continue to serve 120
Amdocs as the Vice'Chairman of the Board of Directors. 100
8o

One of Avi’s greatest legacies was building one of
the strongest and most talented teams of employees 6o
in the technology sector. We thank all Amdocs

employees for the dedication they have shown over 4°

the past year. Our ability to surmount the challenges 20
in our path is in no small measure due to their o b
professionalism and commitment. 1998

Thank you for your support in these difficult times.
We are confident that we will emerge strengthened
from the downturn in the industry. Amdocs is the
market leader in business applications for comm-
unications service providers. We have a customer
base that includes many of the world’s leading carriers.
Our delivery capability and track record are un-
paralleled in the industry. And backed by an ongoing
R&D investment, we offer powerful product suites
that will position us for the eventual recovery of

the market. With our focused management team,
determined employees and financial stability, we

are well positioned to further expand our market
leadership. Our commitment is to convert this market
leadership into enhanced shareholder value.

5}&@&@/ 2. boonor”

Bruce K. ANDERSON Dov BAHARAY

PRESIDENT AND DIRECTOR, AMDOCS LIMITED

CHAIRMAN OF THE BOARD PreEsiDENT AND CHIEF EXEcuTIVE OFFICER
Ampocs LIMITED AMDOCS MANAGEMENT LIMITED
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Amdocs Limited operating and financial review and prospects

forward looking statements

This document contains forward-looking statements (within the meaning of the United States federal
securities laws) that involve substantial risks and uncertainties. You can identify these forward-looking

TS

statements by words such as “expect”, “anticipate”, “believe”, “seek”, “estimate”, “project”, “forecast”,
“continue”, “potential”, “should”, “would”, “could” and “may”, and other words that convey uncertainty
of future events or outcome. Statements that we make in this document that are not statements of
historical fact also may be forward-looking statements. Forward-looking statements are not guarantees
of future performance, and involve risks, uncertainties and assumptions that may cause our actual results
to differ materially from the expectations that we describe in our forward-looking statements. There may
be events in the future that we are not accurately able to predict, or over which we have no control. You
should not place undue reliance on forward-looking statements. We do not promise to notify you if we
learn that our assumptions or projections are wrong for any reason. We disclaim any obligation to update
our forward-looking statements, except where applicable law may otherwise require us to do so.

Important factors that may affect these projections or expectations include, but are not limited to:
changes in the overall economy; changes in competition in markets in which we operate; changes in the
demand for our products and services; the loss of a significant customer; changes in the reguiatory
environment in which our customers operate; changes in technology that impact both the markets we
serve and the types of products and services we offer; financial difficulties of our customers; losses of
key personnel; difficulties in completing or integrating acquisitions; acts of war or terrorism; and consolidation
within the industries in which our customers operate. For a discussion of these important factors, please
read the information set forth under the caption “Risk Factors” in the Form 20-F that we have most
recently filed with the United States Securities and Exchange Commission (“SEC”).

introduction

In this section, we discuss the general financial condition and the results of operations for Amdocs and
its subsidiaries including:

« the factors that affect our business,

« our revenue and costs for the fiscal years ended September 30, 2002, 2001 and 2000,
« the reasons why such revenue and costs were different from year to year,

» the sources of our revenue,

« the impact of changes we have made to our organizational structure,

» how all of this affects our overall financial condition,

» our expenditures for the fiscal years ended September 30, 2002, 2001 and 2000, and
» the sources of our cash to pay for future capital expenditures and possible acquisitions.

In this section, we also analyze and explain the annual changes in the specific line items in our consolidated
statements of operations. You should read this section in conjunction with our consolidated financial statements,
which follow.

13
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Amdocs Limited operating and financial review and prospects (continued)

overview of business and trend information

Our market focus is the communications industry, and we are a leading provider of software products and
services to that industry. The preducts and services that we provide are known as business support systems,
which we refer to as “BSS”. Our BSS products consist primarily of customer care and billing, customer
relationship management and order management systems. We refer to these, collectively, as “CC&B Systems”.
We refer to our customer relationship management products as “CRM” products. Our products also include
a full range of directory sales and publishing systems, which we refer to as “Directory Systems”, for publishers
of both traditional printed yellow page and white page directories and electronic Internet directories.

Our CC&B Systems and our Directory Systems are designed to meet the mission-critical needs of leading
communications service providers. We support a wide range of communications services, including wireline,
wireless, voice, data, broadband, content, electronic and mobile commerce and Internet Protocol (“IP”) based
services. We also support companies that offer multiple service packages, commonly referred to as convergent
services. Because of the complexity of BSS projects and the expertise required for system support, we also
provide extensive customization, implementation, system integration, ongoing support, system enhancement,
maintenance and outsourcing services, such as the operation of data centers and the provision of communications
facility management services, in all cases on either or a combination of a fixed or unit charge basis to our
customers.

As part of our strategy, we may pursue acquisitions and other initiatives in order to offer new products or
services or otherwise enhance our market position or strategic strengths. See the discussion below under the
caption “Acquisitions”.

We derive our revenue principally from:

« the sale of licenses for our products, including initial license fees and incremental license fees resulting
from increases in a customer’s business volume,

o the sale of services related to our products, including customization, implementation and integration
Services,

o recurring revenue from ongoing support and maintenance provided to our customers, and

o providing outsourcing and other related services for our customers.

We usually sell our software as part of an overall solution offered to a customer, in which significant
customization and modification to our software generally is required. As a result, we generally recognize revenue
over the course of these long-term projects. Initial license fee revenue is recognized as work is performed,
using the percentage of completion method of accounting. Subsequent license fee revenue is recognized upon
completion of specified conditions in each contract. Service revenue that involves significant ongoing obligations,
inctuding fees for software customization, implementation and modification, also is recognized as work is
performed, under the percentage of completion method of accounting. Revenue from software solutions that
do not require significant customization and modification is recognized upon delivery. In outsourcing contracts,
we recognize revenue from the operation and maintenance of customers’ billing systems in the period in which
the bills are produced. Revenue from ongoing support services is recognized as work is performed. Revenue
from third-party hardware and software sales is recognized upon delivery. Maintenance revenue is recognized
ratably over the term of the maintenance agreement. As a result of a substantial portion of our revenue being
subject to the percentage of completion accounting method, the size and timing of customer projects and
our progress in completing such projects may significantly affect our annual and quarterly operating resuits.



Amdocs Limited operating and financial review and prospects (continued)

Our business is subject to the effects of general global economic conditions and, in particular, market
conditions in the communications industry. As a result of the slowdown in the communications industry, the
market value, financial resuits and prospects, and capital spending levels of communications companies have
declined or degraded.

The persistence and worsening of the downturn in the communications industry have significantly impacted
our business. Over the past vear, further slowdowns in customer buying decisions stemming from overall
reductions in the capital investment budgets of many communications service providers have led to fewer new
contracts than we had expected, as well as smalier than expected initial spending commitments and reduced
discretionary spending under our contracts with some of our customers. These factors, combined with the
continuing general economic stowdown, resulted in our achieving lower revenue levels than expected during
the second half of fiscal 2002.

Due to our heavy dependence on the communications industry, we can be adversely affected by bankruptcies
or other business failures in that industry. Failures in the communications industry could harm our business
and might have a material adverse effect on our operating results and financial condition.

Total license and service revenue for the fiscal year ended September 30, 2002 was $1,613.6 million,
compared to $1,533.9 million in fiscal 2001 and $1,118.3 million in fiscal 2000.

License and service fees from the sale of CC&B Systems amounted to $1,440.0 million in the year ended
September 30, 2002, compared to $1,379.7 miflion in fiscal 2001 and $986.5 million in fiscal 2000. In fiscal
2002, license and service fees from the sale of CC&B Systems represented 89.2% of our total revenue,
compared to 89.9% in fiscal 2001 and 88.2% in fiscal 2000.

We believe that we are a leading global provider of CC&B Systems. We provide a broad set of CC&B
Systemns, with proven functionality and scalability, accompanied by a comprehensive range of support services.

We believe that the demand for our CC&B Systems is driven by, among other key factors:

o the global penetration of communications service providers,

o the emergence of new communications products and services, especially IP, data and content services,

° technological changes, such as the introduction of wireless Internet services via GPRS (General Packet
Radio Services) and UMTS (Universal Mobile Telecommunications System) technology,

e the business needs of communications service providers to reduce costs and retain customers, and

e a shift from in-house management to vendor sclutions.

We also believe that additional drivers of demand are the continuing trend for communications service
providers to offer to their subscribers multiple service packages, commonly referred to as convergent services
{combinations of voice, broadband, electronic and mobile commerce and IP services), and the ability of our
CC&B Systems to improve productivity and reduce costs of communications providers.

Another key to demand for our CC&B Systems is the practice by certain communications service providers
to outsource entirely their customer care and billing functions.

15
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Amdocs Limited operating and financial review and prospects (continued)

Although we are unable at this time to forecast demand for our CC&B Systems, we could experience
additional revenue softness in the future as a result of the downturn in the communications industry. This
industry-wide downturn had a direct negative impact on our results in fiscal 2002, reducing both the number
of new contracts we have been able to obtain, and the initial spending commitments and discretionary spending
levels of some of our customers. As a result, we expect that revenue attributable to our CC&B Systems will
decrease in the first quarter of fiscal 2003. As of November 30, 2002 we have no clear indication for the second
quarter of fiscal 2003 or subsequent periods. Accordingly, at this point, we cannot predict whether revenue
levels will continue to deteriorate or have stabilized. However, we expect that revenue attributable to our CC&B
Systems in fiscal 2003 will be lower than in fiscal 2002.

License and service fees from the sale of Directory Systems amounted to $173.6 million in the year ended
September 30, 2002, compared to $154.2 million in fiscal 2001 and $131.8 million in fiscal 2000. In fiscal
2002, license and service fees from the sale of Directory Systems represented 10.8% of our total revenue,
compared to 10.1% in fiscal 2001 and 11.8% in fiscal 2000.

We believe that we are a leading provider of Directory Systems in most of the markets that we serve.
We are unable at this time to forecast demand for our Directory Systems and related outsourcing projects for
fiscal 2003 because our results are highly dependent on our ability to secure certain new contracts.

senior management transition and new organizational structure

In March 2002, we announced a senior management transition. Effective July 1, 2002, Dov Baharav, who
previously had served as Chief Financial Officer of Amdocs Management Limited, assumed the role of President
and Chief Executive Officer. Ron Moskovitz, who previously had served as Vice President of Finance for Amdocs
Management Limited, took over the role of Chief Financial Officer. Mr. Baharav replaced Avincam Naor in the
positions of President and Chief Executive Officer of Amdocs Management Limited. Mr. Naor became the Vice
Chairman of our board of directors.

Under the leadership of our new management team and in response to changing market conditions, we
implemented a new organizational structure during the fourth quarter of fiscal 2002. Our operations are now
centered around two main groups, the Offering Group and the Delivery Group. The Offering Group is responsible
for developing and marketing our BSS products, while the Delivery Group is responsible for project and service
delivery to our customers.

operational efficiency and cost reduction program

In October 2001, as part of a plan to achieve increased operational efficiency and to more closely monitor
and reduce costs, we consolidated our Stamford, Connecticut data center into our Champaign, illinois facility,
and we closed the Stamford facility. As a direct result of this closure, we recorded a nonrecurring charge of
$13.3 million in the first quarter of fiscal 2002, primarily for the write-off of leasehold improvements and rent
obligations, with the remainder for employee separation costs.

In addition, in the first quarter of fiscal 2002, as part of a general effort to reduce costs, we have decreased
our overall commitments for employee compensation, through a lesser reliance on fixed compensation programs
and a greater reliance on discretionary arrangements.



Amdocs Limited operating and financial review and prospects (continued)

On June 20, 2002, we announced our intention to implement a cost reduction program to reduce costs
by approximately 10% in response to a decline of our forecasted revenue for the third and fourth quarters of
fiscal 2002. The decline resulted from, among other factors, slowdowns in customer buying decisions in the
third quarter of fiscal 2002, stemming from overall reductions in the capital investment budgets of many
communications service providers, leading to fewer new contracts than we had expected, as well as smaller
than expected initial spending commitments and reduced discretionary spending under our contracts with
some of our customers.

We recorded a charge of $20.9 million in the fourth quarter of fiscal 2002, consisting primarily of employee
separation costs in connection with the elimination of approximately 1,000 positions, with the remainder for
the write-off of leasehold improvements and rent obligations. Except for certain lease termination costs that
will be paid over the respective lease terms, we expect to pay substantially all of the remaining accrual balance
of the cost reduction program in the first quarter of fiscal 2003.

These charges are included in "restructuring charges, in-process research and development and other
indirect acquisition-related costs" for the year ended September 30, 2002.

Implementation of our cost reduction program permitted us to achieve cost savings of approximately $18
million in the fourth quarter of fiscal 2002. We believe that the cost reduction program will create additional
quarterly cost savings of approximately $12 million, which will achieve an overall savings of $30 million each
guarter on an ongoing basis compared to the expense level in the third quarter of fiscal 2002. During the fourth
quarter of fiscal 2002 we notified all affected employees of their termination. However, some of these individuals
remained on our payroll as our employees through the end of the fourth quarter. As a result, the cost savings
achieved in the fourth quarter were partial.

For additional cost reduction measures, see the discussion below under the caption “Subsequent Event”.

adoption of new accounting standards

In June 2001, the Financial Accounting Standards Board (‘FASB”) issued Statements of Financial Accounting
Standards (“SFAS”) No. 141, “Business Combinations” (“SFAS No. 141"), and No. 142, “Goodwill and Other
Intangible Assets” (“SFAS No. 142”).

SFAS No.141 requires that the purchase method of accounting be used for all business combinations
initiated after June 30, 2001.

SFAS No.142 is effective for fiscal years beginning after December 15, 2001. Under SFAS No. 142, goodwill
and intangible assets deemed to have indefinite lives will no longer be amortized but, instead, will be subject
to periodic impairment tests in accordance with the Statement. Other intangible assets will continue to be
amortized over their useful lives.

Other intangible assets, such as workforce-in-place, will be reclassified to goodwill, according to SFAS
No. 141's new definition of intangible assets.
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Effective October 1, 2002 we will adopt SFAS No. 142, Subseqguent to the adoption of the new rules, we
will perform the first of the required periodic impairment tests of goodwill and intangible assets recorded as
of October 1, 2002. Thereafter, a periodic impairment test will be performed at least annually. We have not
yet determined what the effect of these tests will be on our earnings and financial position. We recorded
goodwill and workforce-in-place amoritization of $204.8 million in fiscal 2002, $204.6 million in fiscal 2001 and
$104.3 million in fiscal 2000. See the discussion below under the caption “Acquisitions”.

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44 and 64, Amendment
of FASB Statement No. 13, and Technical Corrections” (“SFAS No. 145"}, SFAS No. 145 eliminates previous
requirements to classify gains and losses from extinguishment of debt as extraordinary items in earnings. Gains
or losses from extinguishment of debt for fiscal years beginning after May 15, 2002 shall not be classified as
extraordinary items unless certain provisions are met. Early adoption was encouraged. We adopted SFAS No.
145 in the fourth quarter of fiscal 2002 in connection with the gain related to the repurchase of our convertible
notes. See the discussion below under the caption “Convertible Notes™.

acquisitions

As part of our strategy, we may pursue acquisitions in order to offer new products or services or otherwise
enhance our market position or strategic strengths.

In November 1899, we acquired International Telecommunication Data Systems, Inc. (“ITDS") in a stock-
for-stock acquisition. The acquisition of ITDS, a leading provider of solutions to communications companies
for outsourcing of billing operations, expanded the scope of our CC&B Systems offerings. We believe that this
acquisition further established our leadership in providing total solutions to the communications industry. The
total purchase price of $189.0 million consisted of the issuance of 6,461,376 ordinary shares, the grant of
options to purchase 1,102,955 ordinary shares and transaction costs. We have since renamed ITDS, Amdocs
Stamford, Inc.

In April 2000, we acquired Solect Technology Group Inc. (“Solect”) in a stock-for-stock acquisition. The
acquisition of Solect, a leading provider of billing and customer care software to IP service providers, including
wireless and application service providers, or ASPs, expanded our IP service provider customer base for CC&B
Systems. In the acquisition, all then outstanding common shares of Solect were exchanged for shares of a
newly issued class of exchangeable shares of Solect. The exchangeable shares entitle hoiders to dividends
and other rights economically equivalent to our ordinary shares, including the right, through a voting trust, to
vote at our shareholder meetings. The exchangeable shares are exchangeable at the option of the holders
into our ordinary shares on a one-for-one basis. The total purchase price of $1,087.7 million consisted of the
issuance of 13,846,302 exchangeable shares, the grant of options to purchase 1,653,662 ordinary shares
and transaction costs. We have since renamed Solect, Amdocs Canada, Inc.

On November 28, 2001, we purchased from Nortel Networks Corporation substantially all of the assets
of its Clarify business (“Clarify”), a leading provider of CRM software to communications companies and other
enterprise sectors. This acquisition positioned us as a leading provider of CRM software to the communications
industry and, through our addition of Clarify’s CRM software to our CC&B Systems offerings, reinforced our
leadership in delivering a comprehensive poertfolio of business software applications. Following the acquisition,
we have continued to sell Clarify’s CRM software to customers other than communication service providers.
Although these customers are not the primary focus of our business, we believe that revenue from such
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customers will slightly increase over time. The total purchase price for Clarify, as of September 30, 2002, was
$212.0 million in cash, including transaction costs of $8.3 million. The purchase price was subject to final price
adjustments that were settled in October 2002 and resulted in an $11.3 million reduction of the purchase price
to $200.7 million in the first quarter of fiscal 2003.

We accounted for the ITDS, Solect and Clarify acquisitions using the purchase method of accounting. We
have included the fair market value of the assets and liabilities acquired in these transactions in our balance
sheet and the results of operations for the acquired entities in our consolidated statements of operations as
of the closing date of each acguisition. In each case, we obtained valuation of the intangible assets acquired.
The value of the acquired technology included both existing technology and in-process research and development.
The valuation of these items was estimated by applying the income forecast method, which considered the
present value of cash flows by product lines. We amortized the fair value of existing technology products over
two years, commencing as of the closing date of the applicable acquisition. We charged as an expense in-
process research and development immediately following the completion of each acquisition in accordance
with FASB Interpretation No. 4, “Applicability of FASB Statement No. 2 to Business Combinations Accounted
for by the Purchase Method”, because in each case such technology had not reached technological feasibility
and had no alternative use. We are amortizing the fair value of customer arrangements and workforce-in-place
over five years in the case of ITDS and three years in the case of Solect and Clarify. These amortizations
commenced on the closing date of the applicable acquisition.

The excess of the purchase price over the fair value of the net assets acquired constitutes goodwill. We
began amortizing goodwill from the ITDS acquisition over & 15-year period and from the Solect acquisition
over a five-year period, in each case commencing on the closing date of the applicable acquisition. According
to the transition provisions of SFAS No. 142, goodwill for acquisitions completed subsequent to June 30, 2001
is not amortized and goodwill for acquisitions completed prior to June 30, 2001 is amortized only through
September 30, 2002. See the discussion above under the caption “Adoption of New Accounting Standards”.
In accordance with these provisions, the goodwill relating to the Clarify acquisition has been not amortized.
Commencing October 1, 2002, as a result of our adoption of SFAS No. 142, we will cease amortizing goodwill
related to the ITDS and Solect acquisitions and all goodwill will be subject to periodic impairment tests. Also
effective October 1, 2002, we adopted SFAS No.141 for acquisitions prior to July 1, 2001, which requires us
to reclassify to goodwill certain other intangible assets, such as workforce-in-place. The amount assigned to
Clarify goodwill was subject to possible purchase price adjustments and other contingencies, which were
settled in October 2002, as discussed above.

No further investments were made in the projects written-off in our acquisitions.

For more information on our acqguisitions, see note 3 to the consolidated financial statements included in
this document.

research and development, patents and licenses

Our research and development activities involve the development of new software modules and product
offerings in response to an identified market demand, either in conjunction with a customer project or as part
of our internal product development programs. We also expend additional amounts on applied research and
software development activities to keep abreast of new technologies in the communications markets and to
provide new and enhanced functionality to our existing product offerings. Research and development expenditures
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were $124.1 miliion, $105.8 million and $74.9 million in the fiscal years ended September 30, 2002, 2001 and
2000, respectively, representing 7.7%, 6.9% and 6.7 %, respectively, of our revenue in these fiscal years. We
believe that our research and development efforts are a key element of our strategy and are essential to our
success. Although we intend to continue to devote resources to research and development as required to
maintain and further strengthen our market position, our research and development budget, like all of our costs,
is sensitive to our overall financial conditicn. A decrease in our total revenue could, in certain circumstances,
lead to reductions in the levels of our research and development expenditures.

We regard significant portions of our software products and systems as proprietary. We rely on a combination
of statutory and common law copyright, trademark and trade secret laws, customer licensing agreements,
employee and third-party nondisclosure agreements and other methods to protect our proprietary rights. We
generally enter into confidentiality agreements with our employees, consultants, subcontractors, customers
and potential customers and limit access to, and distribution of, our proprietary information. We believe that
the sophistication and complexity of our BSS offerings make it very difficult to copy such information or to
subject such information to unauthorized use. We maintain sole ownership of our software products.

convertible notes

fn May 2001 we issued $500.0 million aggregate principal amount of 2% Convertible Notes due June 1,
2008 (the “Notes”). We are obligated to pay interest on the Notes semi-annually on June 1 and December 1
of each year. The Notes are our senior unsecured obligations and rank equal in right of payment with all of
our existing and future senior unsecured indebtedness. The Notes are convertible, at the option of the holders
at any time before the maturity date, into our ordinary shares at a conversion rate of 10.8587 shares per $1,000
principal amount of Notes, representing a conversion price of approximately $92.09 per share. The Notes are
subject to redemption at any time on or after June 1, 2006, in whole or in part, at our option, at a redemption
price of 100% of the principal amount plus accrued and unpaid interest. The Notes are subject to repurchase,
at the holder’s option, on June 1, 2004 and June 1, 2006, at a repurchase price equal to 100% of the principal
amount plus accrued and unpaid interest, if any, on such repurchase date. We may choose to pay the
repurchase price in cash, ordinary shares or a combination of cash and ordinary shares.

On July 23, 2002, our board of directors authorized us to repurchase Notes, in such amounts, at such
prices and at such times considered appropriate. Such repurchases may be made on the open market, in
privately negotiated transactions or otherwise, in accordance with any applicable laws and the terms of the
Notes. As of September 30, 2002, we had repurchased $54.9 million aggregate principal amount of the Notes,
at an average price of $880 per $1,000 principal amount. We funded these repurchases, and intend to fund
any future repurchases, with available funds. As of September 30, 2002, $445.1 million aggregate principal
amount of the Notes was outstanding.

share repurchase program

In November 2001, our board of directors approved a twelve-month share repurchase program authorizing
the repurchase of up to 11 million of our ordinary shares, or approximately 5% of our outstanding ordinary
shares as of that date. In Aprit 2002, our board of directors expanded the stock repurchase plan to authorize
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the program, from time to time through November 2002, we were authorized to repurchase shares on the
open market, in privately negotiated transactions or otherwise, in accordance with any applicable laws, and
at times and prices as we deemed appropriate. During 2002 we repurchased 7.7 million of cur ordinary shares
at a weighted average price of $14.13 per share. We funded these repurchases, and intend to fund any future
repurchases, with available funds.

investment

In January 2001 we formed Certen Inc. (“Certen”) with Bell Canada to provide customer care and billing
solutions to Bell Canada and some of its affiiated companies. Certen is owned 90% by Bell Canada and 10%
by us. Commencing on the 30-month anniversary of the transaction, convertible debentures issued by Certen
to us will be convertible into an additional 35% ownership interest in Certen. Our relative ownership interests
might be modiified further through the exercise of a series of contractual rights, commencing on the 30-month
anniversary of the transaction. We are providing the customer care and billing software required by Certen,
including customization, installation, maintenance and other services. We account for our investment in Certen
under the cost method.

adjustment to the basis of investments

In fiscal 2002, we recorded pretax charges of $5.5 million to adjust the carrying value of two investments,
accounted for by us under the cost method. In fiscal 2001, we recorded pretax charges of $6.8 million to
adjust the carrying value of four investments, accounted for by us under the cost method. We periodically
monitor the economic and financial aspects of our interests in all of our investments. Following these adjustments,
as of September 30, 2002, our only remaining investment accounted for under the cost method was Certen.
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operating results

The following table sets forth for the fiscal years ended September 30, 2002, 2001 and 2000 certain
ftems in our consolidated statements of operations reflected as a percentage of total revenue:

Revenue:
License
Service

Operating expenses:
Cost of license
Cost of service
Research and development
Selling, general & administrative
Amortization of goodwill and
purchased intangible assets
Restructuring charges,
in-process research and
development and other indirect
acquisition-related costs

Operating income

Interest income

and other, net

Income before income taxes
Income taxes

Net {loss) income

Year ended September 30,

2002 2001 2000
Pro As Pro As Pro As
forma (*) reported forma(*) reported forma{*) reported
8.5% 9.5% 11.2% 11.2% 11.2% 11.2%
80.5 0.5 88.8 88.8 88.8 88.8
100.0 100.0 100.0 100.0 100.0 100.0
0.3 0.3 04 04 0.5 0.5
57.5 57.5 55.3 55.3 57.2 57.2
7.7 7.7 6.9 6.9 8.7 6.7
13.9 13.9 12.7 12.7 12.3 12.3
- 14.4 — 14.3 - 9.9
- 3.2 — — — 6.8
79.4 97.0 75.3 89.6 76.7 93.4
20.6 3.0 24.7 10.4 23.3 6.6
0.8 1.2 1.4 1.4 1.0 1.0
21.4 4.2 26.1 11.8 24.3 7.6
6.0 4.6 7.8 7.5 7.3 7.1
15.4% (0.3%) 18.3% 4.3% 17.0% 0.5%

(") The above pro forma financial information regarding our operating results is provided as a complement to results
reported in accordance with accounting principles generally accepted in the United States. We use this pro forma
financial information in our internal analysis because it enables us to consistently analyze the critical components
and results of operations and to have a meaningful comparison to prior years. This pro forma financial information
excludes (i} amartization of goodwill and purchased intangible asssts, (i) for fiscal 2002 and 2000 only, $17.4
million and $75.6 million, respectively, for purchased in-process research and development and other indirect
acquisition-related costs, attributable to our acquisitions, (i) for fiscal 2002 only, $13.3 million for & nonrecurring
charge related to the consolidation of data centers and the resulting closure of our Stamford, Connecticut facility,
$20.9 million for restructuring charge related to the cost reduction program, (iv) for fiscal 2002 only, $6.0 million
gain attributable to the repurchase of Notes and (V) all related tax effects attributable to the above of $23.3 mitiion,
$5.3 million and $2.6 million for fiscal 2002, 2001 and 2000, respectively. We refer to the items in clauses (i) and
{iiy collectively, as the “acquisition-related charges”.
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fiscal years ended September 30, 2002 and 2001

Revenue. Total revenue for the year ended September 30, 2002 was $1,613.6 million, an increase of
$79.7 miiiion, or 5.2%, over fiscal 2001. This growth rate was significantly less than the 37.2% revenue increase
we had been able to achieve between fiscal 2000 and 2001, primarily as a result of the pronounced decrease
in our CC&B Systems revenue in the second half of fiscal 2002, partially offset by revenue attributable to our
acquisition of Clarify. While CC&B Systems revenue levels in the first six months of fiscal 2002 were 23.8%
higher than revenue levels for CC&B Systems in the comparable period of fiscal 2001, and 6.3% higher
sequentially based on a comparison of our second 1o our first fiscal quarters of 2002, CC&B Systems revenue
declined significantly in the second six months of fiscal 2002. The Company experienced a $130.6 million, or
16.6%, decline in revenue from our CC&B Systems between the first half and second half of fiscal 2002 and
seguential declines of $65.9 million or 16.3% and $23.0 million or 6.8%, between the second and third fiscal
quarters and third and fourth fiscal quarters of 2002, respectively.

The recent quarterly trends in our total revenue are summarized below (in millions):

Q1 Q2 Q3 Q4
Fiscal 2002 $ 4226 $ 455.3 $ 380.1 $ 355.5
Fiscal 2001 $ 342.2 $ 372.3 $ 404.0 $ 4154

As of November 30, 2002 we expect that total revenue for the first quarter of fiscal 2003 will be in the
range of $333 million to $338 milion. We are unable at this time to forecast beyond the first quarter of fiscal
2003. We could experience stabilization of revenue levels or additional revenue softness in future quarters.
However, we expect that our revenue in fiscal 2003 will be lower than in fiscal 2002,

License revenue decreased from $171.4 million in the year ended September 30, 2001 to $153.7 million
in the year ended September 30, 2002, a decrease of 10.4%, while service revenue increased 7.2% to $1,459.9
million in the year ended September 30, 2002 from $1,362.5 million in the year ended September 30, 2001.
The decrease in license revenue and the smaller than expected growth in service revenue are attributable
primarily to the slowdown in customer buying decisions in the second half of fiscal 2002, stemming from overall
reductions in the capital investment budgets of many communications service providers. This reduction in
investment by our customers has resulted in our obtaining fewer new contracts than expected and smaller

than expected initial spending commitments under contracts with some of our customers. The smaller than -

anticipated increase in service revenue is also attributable, in part, to reduced discretionary spending under
our contracts with some of our customers in the second half of fiscal 2002.

Total CC&B Systems revenue for the year ended September 30, 2002 was $1,440.0 million, an increase
of $60.3 million, or 4.4%, over fiscal 2001. During fiscal 2002, the demand for our CC&B Systems was primarily
driven by the need for communications companies to continue to upgrade their customer care and billing,
CRM software and order management systems in response to competition in the subscriber markets, the need
to offer new data services and the need to improve productivity and operational efficiency. In addition, demanad
for our CC&B Systems was enhanced by our acquisition of Clarify, which added Clarify’'s CRM software to
our CC&B Systems offerings. As a result of the Clarify acquisition, we derived a portion of our CC&B Systems
revenue in fiscal 2002 from customers other than communications service providers. For the year ended
September 30, 2002, $59.9 millicn of our CC&B Systems revenue was attrioutable to such customers. Although
our business is not focused on such non-communications service provider customers, we believe that revenue
from such customers will slightly increase over time.
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Revenue from Directory Systems was $173.6 million for the year ended September 30, 2002, an increase
of $19.3 million, or 12.5%, over fiscal 2001, The increase is attributable primarily to extensions of agreements
with and additional services rendered 1o existing customers.

In the year ended September 30, 2002, revenue from customers in North America, Europe and the rest
of the world accounted for 61.9%, 28.9% and 9.2%, respectively, compared to 53.8%, 35.8% and 10.4%,
respectively, for fiscal 2001. The growth in North American revenue in the year ended September 30, 2002,
was attributable primarily to increased activity from existing customers.

Cost of License. Cost of license for the year ended September 30, 2002 was $5.1 million, a decrease
of $0.6 miilion, or 10.6%, over the cost of license for fiscal 2001. Cost of license includes amortization of
purchased computer software and intellectual property rights, and is decreasing as a result of our amortizing
on a faster than straight-line basis.

Cost of Service. Cost of service for the year ended September 30, 2002 was $928.3 million, an increase
of $80.7 million, or 9.5%, over the cost of service of $847.6 million for fiscal 2001. As a percentage of revenue,
cost of service increased to 57.5% in fiscal 2002 from 55.3% in fiscal 2001. The increase in cost of service
as a percentage of revenue is attributable to the decrease in license revenue and the slight decrease in the
gross margin of our service revenue in the second half of fiscal 2002. As a result of general economic and other
factors negatively impacting our markets, we tock steps to decrease our costs. See the discussion above
under the caption “Operational Efficiency and Cost Reduction Program”.

Research and Development. Research and development expense was primarily comprised of compensation
expense attributable to research and development activities, either in conjunction with customer projects
or as part of our internal product development program. For the year ended September 30, 2002, research
and development expense was $124.1 million, or 7.7% of revenue, compared with $105.8 million, or 6.9%
of revenue, in fiscal 2001. The increase in expense reflects ongoing expenditures primarily for CC&B Systems.
Our research and development budget, like all of our costs, is sensitive to our overall financial condition.
A decrease in our total revenue could, in certain circumstances, lead to reductions in the levels of our research
and development expenditures. See the discussion above under the caption “Research and Development,
Patents and Licenses”.

Selling, General and Administrative. Selling, general and administrative expense was primarily comprised
of compensation expense and increased by 14.3% to $223.6 million, or 13.9% of revenue, in the year ended
September 30, 2002 from $195.6 million, or 12.7% of revenue, in fiscal 2001. The increase in selling, general
and administrative expense as a percentage of revenue is attributable primarily to the increase in our selling
and marketing efforts in fiscal 2002 and, to a lesser degree, to the reduction in our revenue growth, which was
not offset by a corresponding decrease in our selling, general and administrative expense.

Amortization of Goodwill and Purchased Intangible Assets. Amortization of goodwill and purchased
intangible assets for the year ended September 30, 2002 was $231.8 million, compared to $220.0 million in
fiscal 2001. The increase in amortization expense in fiscal 2002 is due to non-goodwill related amortization
resulting from the Clarify acquisition. In accordance with SFAS No. 142, goodwill related to Clarify, an acquisition
completed after June 30, 2001, is not amortized, but is subject to periodic impairment tests. For acquisitions
completed prior to July 1, 2001, under SFAS No. 142 amortization of goodwill and certain other intangibles,
such as workforce-in-place, will cease on October 1, 2002, In fiscal 2002 and 2001, total amortization related
tc such goodwill and workforce-in-place was $204.6 million.
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Effective as of October 1, 2002, we adopted SFAS No. 142 and goodwill related to our acquisitions will no
longer be amortized. Instead, any such goodwill will be subject only to the same periodic impairment tests
now applicable to Clarify-related goodwill. See the discussion above under the caption “Acquisitions”.

Restructuring Charges, In-process Research and Development and Cther Indirect Acquisition-
Related Costs. Restructuring charges, in-process research and development and other indirect acquisition-
related costs in fiscal 2002 consisted of a one-time charge of $17.4 million for write-off of purchased in-process
research and development resulting from the Clarify transaction, a nonrecurring charge of $13.3 million related
to the consolidation of data centers and the resulting closure of our Stamford, Connecticut facility and a
restructuring charge of $20.9 million related to the cost reduction program we implemented in the fourth quarter
of fiscal 2002. See the discussion above under the caption “Operational Efficiency and Cost Reduction Program”.

Operating Income. Operating income for the year ended September 30, 2002, was $49.2 million, compared
to $159.3 million for fiscal 2001, a decrease of 69.1%. The decrease resulted primarily from the reduction in
our revenue growth in fiscal 2002, which was not offset by a corresponding decrease in our costs, as well
as from the Clarify acquisition-related charges and the restructuring charges resulting from the Stamford facility
closing and the implementation of our cost reduction program. Pro forma operating income for the year ended
September 30, 2002, excluding acquisition-related charges and the restructuring charges, was $332.6 million,
or 20.6% of revenue, compared to $379.3 million, or 24.7% of revenue, for fiscal 2001, a decrease of 12.3%.

Interest Income and Other, Net. For the year ended September 30, 2002, interest income and other, net,
was $19.3 million, a decrease of $3.0 million from fiscal 2001, The decrease in interest income and other, net,
is primarily attributable to the full-year interest expense and amortization of debt issuance costs related to our
Notes, compared to four months of these costs in fiscal 2001, The decrease in interest income and other, net,
was partially offset by gain of $6.0 million from the repurchase of our Notes. See the discussion above under
the caption “Convertible Notes”.

Income Taxes. Income taxes for the year ended September 30, 2002 were $73.5 million on pretax income
of $68.5 million. Our blended effective tax rate for fiscal 2002 was 107%, resulting from the non-cash amortization
of goodwill related to acquisitions, much of which is not tax deductible. See the discussion below under the
caption “Effective Tax Rate”. The pro forma effective tax rate for the year ended September 30, 2002, excluding
the acquisition-related charges, the restructuring charges resulting from the Stamford facility closing, the
implementation of our cost reduction program and the gain from the repurchase of our Notes, was 28%. For
the year ended September 30, 2001, income taxes were $115.2 million on income before income taxes of
$181.6 milion. The blended effective tax rate for fiscal 2001 was 63% (due to non-cash amortization of goodwill
related to acquisitions, much of which is not tax deductible) and the pro forma effective tax rate for such period,
excluding acquisition-related charges, was 30%.

Net (Loss) Income. We incurred a net loss of $5.1 million in the year ended September 30, 2002, compared
to net income of $66.4 million in fiscal 2001. The net loss in fiscal 2002 resulted primarily from a decrease in
our license revenue and the reduction in our revenue growth in fiscal 2002, which was not offset by a
corresponding decrease in our costs, as well as from the Clarify acquisition-related charges and the restructuring
charges resulting from the Stamford facility closing and the implementation of the cost reduction program. We
expect that our adoption of SFAS No. 142 as of October 1, 2002 will have a positive impact on our results
of operations in fiscal 2003. As a resuit of the adoption, we will no longer be required to amortize the goodwilt
from any of our acquisitions made prior to July 1, 2001. Instead, any such goodwill will be subject only
to periodic impairment tests, as is the case currently for the goodwill from the Clarify acquisition. See the
discussion above under the caption “Acqguisitions”.
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Pro forma net income for the year ended September 30, 2002, excluding the acquisition-related charges,
the restructuring charges resulting from the Stamford facility closing and the implementation of our cost
reduction program, the gain from the repurchase of our Notes and tax effects related to these items, decreased
by 11.4% from fiscal 2001, to $249.0 million, representing 15.4% of revenue. The decrease in our pro forma
net income was due to a decrease in our revenue growth in the year ended September 30, 2002, caused by
a significant slowdown in our market in the second half of fiscal 2002, which was not offset by a corresponding
decrease in the growth of our costs.

Set forth below is the effect of non-amortization of goodwill and workforce-in-place (in millions, except
per share data):
For the year ended

September 30,
2002 2001
Reported net (joss) income $ (5.1) $ 66.4
Add back: goodwill and workforce-in-place
amortizations 204.6 204.6
Attributable tax effect (2.7) 2.7)
Adjusted net income $ 196.8 $ 268.3
Adjusted basic earnings per share $ 0.89 $ 1.21
Adjusted diluted earnings per share $ 0.88 $ 1.18

Diluted (Loss) Earnings Per Share. Diluted loss per share was $0.02 for the year ended September 30,
2002, compared to diluted earnings per share of $0.29 in fiscal 2001. Pro forma diluted earnings per share
for the year ended September 30, 2002, excluding the acquisition-related charges, the restructuring charges
resulting from the Stamford facility closing and the implementation of the cost reduction program, the gain
from the repurchase of our Notes and tax effects related to these items, decreased by 9.7% from fiscal 2001,
to $1.12 per diluted share. Excluding acquisition-related charges, we expect that our pro forma earnings per
share in the first quarter of fiscal 2003 will be in the range of $0.18 to $0.20. See the discussion above under
the caption “Operational Efficiency and Cost Reduction Program”.

fiscal years ended September 30, 2001 and 2000

Revenue. Total revenue for the year ended September 30, 2001 was $1,533.9 million, an increase of
$415.6 million, or 37.2%, over fiscal 2000. The increase in revenue was due to continued growth in the demand
for our CC&B Systems solutions in our traditional target markets of high-end and mid-tier communications
companies. License revenue increased from $124.8 million in the year ended September 30, 2000 to $171.4
million during fiscal 2001, an increase of 37.3%, and service revenue increased 37.1% from $993.5 million in
the year ended September 30, 2000 to $1,362.5 million in fiscal 2001.

Total CC&B Systems revenue for the year ended September 30, 2001 was $1,379.7 million, an increase
of $383.1 million, or 39.8%, over fiscal 2000. In the year ended September 30, 2001, the demand for our
CC&B Systems was primarily driven by the need for communications companies to upgrade their customer
care and biling, CRM and order management systems in response to competition in the subscriber markets,
the need to offer convergent and IP services, and the need to improve productivity and operational efficiency.
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Revenue from Directory Systems was $154.2 million for the year ended September 30, 2001, an increase
of $22.5 million, or 17.1%, over fiscal 2000. The increase was attributable primarily to extensions of agreements
with and additional services rendered to existing customers.

In the year ended September 30, 2001, revenue from customers in North America, Europe and the rest
of the world accounted for 53.8%, 35.8% and 10.4%, respectively, compared to 45.6%, 42.4% and 12.0%,
respectively, in fiscal 2000. The growth in North America was attributable primarily to revenue we had gained
from forming or expanding relationships with new or existing customers in fiscal 2001.

Cost of License. Cost of license for fiscal 2001 was $5.7 million, which was approximately equal to the
cost of license in the prior fiscal year. Cost of license included amortization of purchased computer software
and intellectual property rights.

Cost of Service. Cost of service for fiscal 2001 was $847.6 million, an increase of $207.7 million, or 32.5%,
over the cost of service of $639.9 million for the year ended September 30, 2000. As a percentage of revenue,
cost of service decreased to 55.3% in the year ended September 30, 2001 from 57.2% in fiscal 2000. The
decrease in cost of service as a percentage of revenue was primarily due to increases in our operational
efficiency in the year ended September 30, 2001. In the second half of fiscal 2001, we adopted a plan to
increase the efficiency of our operations and lower costs by reducing discretionary expenses. As a result of
this plan, we were able to reduce the growth rate of our costs and achieve greater cperational efficiency in
fiscal 2001.

Research and Development. Research and development expense was primarily comprised of compensation
expense attributable to research and development activities, either in conjunction with customer projects
or as part of our internal product development programs. In the year ended September 30, 2001, research
and development expense was $105.8 million, or 6.9% of revenue, compared with $74.9 million, or 6.7% of
revenue, in the previous fiscal year. The increase represented ongoing expenditures primarily for CC&B Systems.

Selling, General and Administrative. Selling, general and administrative expense was primarily comprised
of compensation expense and increased by 42.8% to $195.6 million, or 12.7% of revenue, in the year ended
September 30, 2001, from $137.0 million, or 12.3% of revenue, in fiscal 2000. The increase was attrioutable
primarily to increases in our selling and marketing efforts in the year ended September 30, 2001.

Amortization of Goodwill and Purchased Intangible Assets. Amortization of goodwill and purchased
intangible assets for the year ended September 30, 2001 was $220.0 million, compared to $111.2 million in
fiscal 2000. Amortization of goodwill and purchased intangible assets relates to the acquisitions of ITDS and
Solect. The increase in amortization of goodwill and purchased intangible assets in fiscal 2001 was due to

the full-year amortization period applied in fiscal 2001 compared to a shorter amortization period in fiscal 2000.

In-process Research and Development and Other Indirect Acquisition-Related Costs. No in-process
research and development and other indirect acquisition-related costs were incurred in fiscal 2001. In fiscal
2000 such costs consisted of a nonrecurring charge of $75.6 million related to the acquisitions of ITDS and
Solect.

2




28

Amdocs Limited operating and financial review and prospects (continued)

Operating Income. Operating income in the year ended September 30, 2001 was $159.3 million, compared
to $74.1 million in fiscal 2000, an increase of 115%, primarily due to the effect of a nonrecurring charge for
write-off of purchased in-process research and development related to the acquisitions of ITDS and Sofect
in fiscal 2000. Pro forma operating income for the year ended September 30, 2001, excluding ITDS and Solect
acquisition-related charges, was $379.3 million, or 24.7% of revenue, compared to $260.9 million, or 23.3%
of revenue, for fiscal 2000, an increase of 45.4%.

Interest Income and Other, Net. In the year ended September 30, 2001, interest income and other, net,
was $22.3 million, an increase of $11.6 million over fiscal 2000. The increase in interest income and other, net,
was primarily attributable to the increase in our cash eguivalents and short-term interest-bearing investments
partially offset by overall interest rate declines.

Income Taxes. Income taxes in the year ended September 30, 2001 were $115.2 million on income before
income taxes of $181.6 million. Our effective tax rate in the year ended September 30, 2001 was 63%, resulting
from the non-cash amortization of goodwill related to the ITDS and Solect acquisitions, much of which is not
tax deductible. In the year ended September 30, 2000, income taxes were $78.9 million on income before
income taxes of $84.9 million. In the year ended September 30, 2000, the effective tax rate (based on the ratio
between income taxes and income before income taxes, excluding nonrecurring charges for write-offs of
purchased in-process research and development and other indirect acquisition-related costs) was 49%. The
pro forma effective tax rate for fiscal 2001 and 2000, exciuding ITDS and Solect acquisition-related charges,
was 30%. See the discussion below under the caption “Effective Tax Rate”.

Net Income. Net income was $66.4 million in the year ended September 30, 2001, compared to net
income of $6.0 million in the previous fiscal year. Pro forma net income in fiscal 2001, excluding ITDS and
Solect acquisition-related charges, increased by 47.8% over fiscal 2000, reaching $281.1 million, representing
18.3% of revenue.

Diluted Earnings per Share. Diluted earnings per share were $0.29 for the year ended September 30,
2001, compared to $0.03 in fiscal 2000. Pro forma diluted earnings per share in the year ended September
30, 2001, excluding {TDS and Solect acquisition-related charges, increased by 40.9% from the year ended
September 30, 2000, reaching $1.24 per diluted share.

liquidity and capital resources

Cash, cash equivalents and short-term interest-bearing investments totaled $1,047.8 million as of September
30, 2002, compared to $1,110.1 million as of September 30, 2001. The decrease is attributable primarily to
the use of $371.4 million in cash to acquire Clarify and to repurchase our shares and Notes, which was partially
offset by positive cash flows from operations. Net cash provided by operating activities amounted to $412.3
million for fiscal 2002 and $338.0 million for fiscal 2001. The increase in cash flows from operations
was primarily due to a decrease in working capital. We currently intend to retain our future operating cash flows
to support the further expansion of our business including new outsourcing deals and acquisitions, although
we may also use a portion of our cash for future repurchases of our outstanding securities. See the discussions
above under the captions “Share Repurchase Program” and “Convertible Notes”.
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As of September 30, 2002, we had positive working capital of $938.6 million, compared to positive working
capital of $1,059.9 million as of September 30, 2001. The decrease is attributable primarily to cash paid for
the acquisition of Clarify and the implementation of our share and Notes repurchase programs. We believe
that our current cash balances, cash generated from operations and our current lines of credit will provide
sufficient resources to meet our liquidity needs for the next fiscal year.

As of September 30, 2002, $445.1 milion aggregate principal amount of the Notes was outstanding. In
July 2002, our board of directors authorized us to repurchase outstanding Notes, in such amounts, at such
prices and at such times considered appropriate by us. During the fourth quarter of fiscal 2002 we repurchased
$54.9 million aggregate principal amount of the Notes. We funded these repurchases, and intend to fund any
future repurchases, with avaiiable funds. On June 1, 2004, the holders of our Notes may require us to redeem
their Notes. See the discussion above under the caption “Convertible Notes”.

As of September 30, 2002, we had available short-term general revolving lines of credit totaling $40.0
million, none of which were outstanding. In addition, as of September 30, 2002 we had credit facilities totaling
$43.8 million, fimited for the use of letters of credit and bank guarantees from various banks. Outstanding
letters of credit and bank guarantees as of September 30, 2002 totaled $24.5 million. These were mostly
supported by a combination of the credit facilities described above and compensating cash balances that we
maintain with the issuing banks.

As of September 30, 2002, we had outstanding long-term obligations of $25.5 million in connection with
leasing arrangements.

The following table summarizes our contractual obligations as of September 30, 2002 and the effect such
obligations are expected to have on our liquidity and cash flows in future periods (in millions):

Cash Payments Due by Period

Less than Over
Total 1 year 1-3 years 4-5 years 5 years

Contractual Obligations
Convertible notes (¥) $ 4451 $ - $ 445.1 $ - $ -
Capital lease obligations 25,5 10.3 13.0 2.2 -
Non-cancelable operating leases 204.2 43.8 77.2 56.8 26.4
$ 674.8 $ 54.1 $535.3 $ 59.0 $ 264

(") June 1, 2004 is the earliest date that the holders of our Notes may require us to redeem their Notes.
See the discussion above under the caption “Convertible Notes”.

Our capital expenditures, were approximately $59 million in fiscal 2002. These expenditures consisted
primarily of purchases of computer equipment and, to a lesser degree, vehicles and leasehold improvements.
We funded our capital expenditures principally from operating cash flows and capital leasing arrangements.
We do not anticipate any changes to this policy in the foreseeable future.
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Our accounts receivable afiowance for fiscal 2002 was adjusted upward by approximately $22.1 miiion,
from the allowance as of September 30, 2001. The increase in our accounts receivable allowance is primarily
a result of our purchase accounting treatment of the Clarify acquisition as well as allowances for instances
where collectibility was not reasonably assured.

net deferred tax assets

As of September 30, 2002, deferred tax assets of $10.7 million derived primarily from carry-forward net
operating losses derived by our Canadian subsidiary were offset by valuation allowances due to the uncertainty
of realizing any tax benefit for such losses. When realization of the tax benefits associated with such net
operating losses is deemed probable, the valuation allowance will be released. In September 2002 we have
refeased valuation allowances of deferred tax assets derived from carry-forward operating losses relating to
losses incurred by Solect prior to our acquisition of that company in April 2000, resulting in an offsetting
reduction of the goodwill recorded in the Solect acquisition of approximately $9.0 million. The release of these
valuation allowances was made based on our estimation that we will be able 1o realize the tax benefits associated
with those net operating losses.

effective tax rate

Our blended effective tax rate was 107% for the year ended September 30, 2002, compared to 63% for
fiscal 2001. These high effective tax rates were primarily attributable to amortization of goodwill related to
our acquisitions, much of which is not tax deductible. in the year ended September 30, 2002 our effective
tax rate was also adversely affected by the fixed non-deductible expenditures representing a larger component
of our pretax income. Our overall pro forma effective tax rate for fiscal year 2002 was 28% compared to our
historical pro forma effective tax rate of 30%, due to the corporate income tax rates in the various countries
in which we operate and changes in the relative magnitude of our business in those countries.

We expect a reduction in our pro forma effective tax rate in fiscal 2003 from 28% to 25%. The reduction
is due to our continued expansion into countries with lower effective tax rates.

critical accounting policies

QOur discussion and analysis of our financial condition and results of operations are based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these financial statements requires us to make estimates,
assumptions and judgments that affect the reported amounts of assets, liabilities, revenue and expenses, and
related disclosure of contingent liabilities. On a regular basis, we evaluate and may revise our estimates. We
base our estimates on historical experience and various other assumptions that we believe 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. Actual results could differ materially from the estimates
under different assumptions or conditions.
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We believe that the estimates, assumptions and judgments involved in the accounting policies described
below have the greatest potential impact on our financial statements, so we consider these to be our critical
accounting policies. These policies require that we make estimates in the preparation of our financial statements
as of a given date.

Our critical accounting policies are as follows:

o Revenue recognition and contract accounting
Doubtful accounts

o Tax accounting

Derivative and hedge accounting

Realizability of long-lived assets

-]

o

(]

Below, we discuss these policies further, as well as the estimates and judgments involved. We also have
other key accounting policies. We believe that, compared to the critical accounting policies listed above, the
other policies either do not generally require us to make estimates and judgments that are as difficult or as
subjective, or it is less likely that they would have a material impact on our reported results of operations for
a given period.

Revenue recognition and contract accounting

~ Our revenue recognition policy is significant because our revenue is a key component of our results
of operations. We follow very specific and detailed guidelines, several of which are discussed above, in
measuring revenue; however, certain judgments affect the application of our revenue recognition policy.

A significant portion of our revenue is recognized over the course of long-term projects, under the percentage
of completion method of accounting. The percentage of completion method requires significant judgment,
such as estimations of progress-to-completion, contract revenue and contract costs.

Our revenue recognition policy takes into consideration the creditworthiness and past transaction history
of each customer in determining the probability of collection as a criterion of revenue recognition. This
determination requires the exercise of judgment, which affects our revenue recognition. If we determine that
collection of a fee is not reasonably assured, we defer the revenue recognition until the time collection becomes
reasonably assured, which is generally upon receipt of cash.

For arrangements with multiple obligations, we allocate revenue to each component based upon its fair
value, which is determined in reliance on the specific objective evidence for that element. Such determination
is judgmental and is typically based on normal pricing and discounting practices for those elements in similar
arrangements.

Revenue from third-party hardware and software sales is recorded at a gross or net amount according to
certain indicators. The application of these indicators for gross and net reporting of revenue depends on the
relative facts and circumstances and requires significant judgment.

Doubtful accounts
The allowance for doubtful accounts is for estimated losses resulting from the inability of our customers
to make required payments. We evaluate accounts receivable to determine if they will ultimately be collected.
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In performing this evaluation, significant judgments and estimates are involved, such as past experience, credit
guality of the customer, age of the receivable balance and current economic conditions that may affect a
customer’s ability to pay. If collection is not reasonably assured at the time the transaction is consummated,
we do not recognize revenue until collection becomes reasonably assured. If the financial condition of our
customers were 1o deteriorate, resulting in an impairment of their ability to make payments, additional allowances
may be required. The allowance for doubtful accounts is established through a charge to selling, general and
administrative expenses.

Tax accounting

As part of the process of preparing our consolidated financial statements we are required to estimate our
income tax expense in each of the jurisdictions in which we operate. In the ordinary course of a global business,
there are many transactions and calculations where the ultimate tax cutcome is uncertain. Some of these
uncertainties arise as a consequence of revenue sharing and reimbursement arrangements among related
entities, the process of identifying items of revenue and expenses that qualify for preferential tax treatment and
segregation of foreign and domestic income and expense to avoid double taxation. This process involves us
estimating our actual current tax exposure together with assessing temporary differences resulting from differing
treatment of items, such as deferred revenue, for tax and accounting differences. These differences result in
deferred tax assets and liabilities, which are included within our consolidated balance sheet. We record a
valuation allowance to reduce our deferred tax assets to the amount of future tax benefit that is more likely
than not to be realized.

Although we believe that our estimates are reasonable and that we have considered future taxable income
and ongoing prudent and feasible tax strategies in estimating our tax outcome and in assessing the need for
the valuation allowance, there is no assurance that the final tax outcome and the valuation allowance will not
be different than those which are reflected in our historical income tax provisions and accruals. Such differences
could have a material effect on our income tax provision, net income and cash balances in the period in which
such determination is made.

Derivative and hedge accounting

Approximately 10% of our revenue and 35% of our operating expenses (excluding acquisition-related
charges and restructuring charges) are not denominated in U.S. dollars or linked to the U.S. dollar. We enter
into foreign exchange forward contracts to hedge a significant portion of our foreign currency exposure to
minimize fluctuations in revenue and expenses. The majority of our hedging arrangements are classified as
cash flow hedges. Accordingly, changes in the fair value of these forward exchange contracts are recorded
in other comprehensive income. We estimate the fair value of such derivative contracts by reference to forward
and spot rates quoted in active markets.

Establishing and accounting for foreign exchange contracts involve judgments, such as determining the
nature of the exposure, assessing its amount and timing, and evaluating the effectiveness of the hedging
arrangement.

Although we believe that our estimates are accurate and meet the requirement of hedge accounting, actual
results differ from these estimates, and such difference could cause fluctuation of our recorded revenue and
expenses.
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Realizability of long-lived assets

We are required to assess the impairment of long-lived assets, tangible and intangible, on an annual basis,
and potentially more frequently if events or changes in circumstances indicate that the carrying value may
not be recoverable. We assess the impairment based on number of factors, including significant changes
in the manner of our use of the acquired assets or the strategy of our overall business, significant negative
industry or econcmic trends and significant decline in our share price for a sustained period.

Upon determination that the carrying value of a long-lived asset may not be recoverable based upon a
comparison of fair value to the carrying amount of the asset, an impariment charge is made. We measure
fair value based on a projected future cash flow using a discount rate determined by our management to be
commensurate with the risk inherent in our current business model.

Within the context of these critical accounting policies, we are not currently aware of any reasonably likely
events or circumstances, which would result in materially different amounts being reported.

currency fluctuations

Approximately 80% of our revenue is in U.S. dollars or linked to the U.S. dollar. Therefore, the dollar is
our functional currency. Approximately 65% of our operating expenses (excluding acquisition-related charges
and restructuring charges) are paid in dollars or linked to dollars. Other significant currencies in which we
receive revenue Or pay expenses are Australian dollars, British pounds, Canadian dollars, the euro (ECU) and
Israeli shekels. Historically, the effect of fluctuations in currency exchange rates has had a minimal impact on
our operations. As more of our customers seek contracts that are denominated in currencies such as the ECU
and not the U.S. dollar, our exposure to fluctuations in currency exchange rates could increase. In managing
our foreign exchange risk, we enter from time to time into various foreign exchange contracts. As of September
30, 2002, we had substantially hedged our significant exposures in currencies other than the U.S. dollar.

foreign currency risk

We enter into foreign exchange forward contracts to hedge most of our foreign currency exposure. We
use such contracts to hedge exposure to changes in foreign currency exchange rates associated with revenue
denominated in a foreign currency, primarily British pounds and the ECU, and anticipated costs to be incurred
in a foreign currency, primarily Australian dollars, Canadian doilars and Israeli shekels. We also use forward
contracts to hedge the impact of the variability in exchange rates on certain accounts receivables, denominated
in British pounds and the ECU, and on the investment in Certen convertible debentures denominated in
Canadian dollars. We seek to minimize the risk that the anticipated cash flow from sales of our products and
services and cash flow required for our expenses denominated in a currency other than our functional currency
will be affected by changes in exchange rates. See note 22 to our Consolidated Financial Statements included
elsewhere in this report. The following table summarizes our foreign currency forward exchange agreements
as of September 30, 2002. All the forward contracts are expected to mature during fiscal 2003. The table
below (all dollar amounts in millions) presents the notional amounts, and fair value of the total derivative
instruments as of September 30, 2002. Notional values are calculated based on forward rates as of September
30, 2002, U.S. dollar translated.
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As of September 30, 2002

Notional

Amount
Transtated to Fair Value
U.S. Dollar {*)  of Derivatives
Revenue $ 89 $(0.9)
Costs (145.8) 8.7)
Balance sheet items 41.2 0.5
$ (95.7) $(7.1)

(*) Positive notional amounts represent forward contracts to sell foreign currency. Negative notional amounts
represent forward contracts to buy foreign currency.

interest rate risk

Our interest expenses and income are sensitive to changes in interest rates, as all of our cash reserves
and borrowings, other than the Notes, are subject to interest rate changes. Excess liquidity is invested in short-
term interest-bearing investments. Such short-term interest-bearing investments consist primarity of treasury
notes, federal agency securities, corporate bonds and money market funds and currently bear minimal interest
rate risk. As of September 30, 2002, we had nothing outstanding on either our revolving lines of credit or our
short-term credit facilities, and $25.5 million recorded as long-term lease obligations, which in the aggregate
bear minimal interest rate risk.

subsequent event

On November 27, 2002 we announced a series of measures designed to reduce costs and improve
productivity. As part of this plan, we will reduce our workforce by approximately 400 positions out of a total
workforce of 9,000 employees. The reductions will be from different centers around the world. In addition, we
will implement other cost reduction measures, including travel cuts and reductions in other discretionary costs.

litigation

Beginning on June 24, 2002, a number of complaints were filed by holders of our ordinary shares against
us and four of our officers and directors, in the United States District Courts for the Eastern District of Missouri
and the Southern District of New York. The complaints allege violations of the Securities Exchange Act of 1934,
as amended, and Rule 10b-5 promulgated thereunder. Each plaintiff seeks to represent a putative class
of all purchasers of our ordinary shares between July 18, 2000 (or, in some of the complaints, July 24, 2001}
and June 20, 2002. The complaints generally allege that, during that period, we and the individual defendants
made false or misleading statements, in press releases and Securities and Exchange Commission filings,
regarding among other things our future prospects, backlog, revenue, gross margin, acquisitions and accounting
practices. Each plaintiff seeks unspecified monetary damages and other relief against all defendants.
The parties in the New York cases have stipulated to transfer them to the Eastern District of Missouri.
The court has not yet appointed a lead plaintiff. We dispute the allegations of wrongdoing in these complaints
and intend to defend ourself vigorously.




Amdocs Limited report of independent auditors

To the board of directors and shareholders
Amdocs Limited

We have audited the accompanying consolidated balance sheets of Amdocs Limited as of September
30, 2002 and 2001, and the related consolidated statements of operations, changes in shareholders’ equity
and cash flows for each of the three years in the period ended September 30, 2002. 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 in accordance with auditing standards generally accepted in the United States.

Those standards 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. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Amdocs Limited as of September 30, 2002 and 2001, and the consolidated results of its
operations and its cash flows for each of the three years in the period ended September 30, 2002, in conformity
with accounting principles generally accepted in the United States.

Ernst & Young LLP
New York, New York
October 31, 2002
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Amdocs Limited consolidated balance sheets (in thousands, except per share data)

Assets
Current assets:
Cash and cash equivalents
Short-term interest-bearing investments
Accounts receivable, net (%)
Deferred income taxes and taxes receivable
Prepaid expenses and other current assets ()
Total current assets

Equipment, vehicles and leasehold improvements, net
Deferred income taxes
Goodwill and other intangible assets, net
Other noncurrent assets (%)
Total assets

Liabilities and shareholders’ equity

Current liabilities:

Accounts payable and accrued expenses

Accrued perscnnel costs

Deferred revenue

Short-term portion of capital lease obligations

Deferred income taxes and taxes payable
Total current liabilities

Convertible notes
Deferred income taxes
Noncurrent liabilities and other
Total liabilities
Shareholders’ equity:
Preferred Shares - Authorized 25,000 shares; £0.01 par value;
0 shares issued and outstanaing
Ordinary Shares - Authorized 550,000 shares; £0.01 par value;
223,316 and 222,628 issued and 215,583 and 222,628
outstanding, in 2002 and 2001, respectively
Additional paid-in capital
Treasury stock
Accumulated other comprehensive loss
Unearned compensation
Accumulated deficit
Total shareholders’ equity
Total liabilities and shareholders’ equity

(*) See note 4.

As of September 30,
2002 2001
$ 468,655 $ 872,998
581,164 237,069
312,732 384,851
48,154 38,916
72,198 38,045
1,480,901 1,571,879
160,802 173,695
37,582 19,722
750,530 788,187
110,179 70,953
$2,540,094  $2,624,436
$ 192,129 § 166,527
86,942 103,990
148,580 140,033
10,347 10,400
103,315 91,026
542,323 511,976
445,054 500,000
12,363 7,410
124,079 92,959
1,123,819 1,112,345
3,572 3,560
1,818,345 1,806,290
(109,281) -
(108) (6,382)
- (185)
(296,253) {(291,192)
1,416,275 1,512,091
$2,540,084  $2,624,436

The accompanying notes are an integral part of these consoclidated financial statements.




Amdocs Limited consolidated statements of operations (in thousands, except per share data)

Revenue:
License (%)
Service (%)

Operating expenses:
Cost of license
Cost of service (1
Research and development
Selling, general and administrative (%)
Amortization of goodwill and purchased intangible assets
Restructuring charges, in-process research
and development and other indirect acquisition-related costs

Operating income
Interest income and other, net (%)

Income before income taxes
Income taxes

Net (loss) income

Basic (loss) earnings per share

Diluted (loss) earnings per share

Basic weighted average number of shares outstanding

Diluted weighted average number of shares outstanding

(*) See note 4.

Year ended September 30,

2002 2001 2000

$ 153,664 $ 171,430 $124,822
1,459,901 1,362,480 993,498
1,613,565 1,633,910 1,118,320
5,054 5,651 5,624
928,283 847,591 639,900
124,082 106,807 74,852
223,551 195,592 137,004
231,804 219,988 111,199
51,630 - 75,617
1,564,404 1,374,629 1,044,196
49,161 159,281 74,124
19,298 22,286 10,734
68,459 181,567 84,858
73,520 115,181 78,880

$ (5061) & 66386 $ 5978
$ 0.02) § 030 8 0.03
$ 002) $ 029 § 0.03
220,361 222,002 212,005
220,361 226,832 216,935

The accompanying notes are an integral part of these consolidated financial statements.
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Amdocs Limited consolidated statements of changes in shareholders’ equity (in thousands)

Accumulated

Additional Other Total
Ordinary Shares Paid-in Treasury Comprehensive Uneamed  Accumulated Shareholders'
Shares Amount Capital Stock Income {Loss) Compensation Deficit Equily
Balance as of Qctober 71,1999 198,800  $3,181 $489099 § — $(1,157) $(3,830) $(363556) § 123737
Comprehensive income:
Net income - - - — — — 5978 5978

Decreage in unrealized loss
on derivative instruments,

net of $1,000 tax - — — - 2,333 — — 2,333
Increase in unrealized loss
on cash equivalents

income, net of $(7) tax — - - - (7 — — (a7
Comprehensive income 8.294
Employee stock options _—
exercised 2,058 33 21,327 — — — - 21,360
Tax benefit of stock options
exercised — - 10,825 - — — - 10,825
Issuance of Ordinary Shares
related to acquisitions, net 20,307 325 1,263,330 — — — — 1,263,655
Stock options granted — - 235 - — - - 235
Amortization of unearned
compensation — — — — — 2.666 — 2666
Batance s of Seplember 30,2000 221165 3539 1784816 - 1,159 (1,164) (357,578) 1,430,772
Comprehensive income:
Net income - — — — — — 66,385 66,386
Decrease in unrealized gain on
derivatives, net of $(3,891) tax — — — — (9,078) - - (9,078)

Increase in unrealized gain
on cash equivalents and
short-term interest-bearing
investments, net of $659 tax - — — — 1537 — - 1537
Comprehensive income
Employee stock options

58,845

exercised 1,483 P4l 13,046 — — — — 13,967
Tax benefit of stock options

exercised — — 7,345 — — — — 7.345
Stock options granted — — 183 — — — — 183
Amortization of unearned

compensation — — — — — _979 = 9719
Balance as of September 30, 2001 222,628 3,560 1,806,250 - (6,382) (185) (291,192) 1,512,091
Comprehensive income:

Net loss - - - - - - (5,061) (5,081)

Decrease in unrealized loss

on foreign currency hedging

contracts, net of $1,357 tax - - - - 2,682 - - 2,682
Decrease in unrealized loss on

cash equivalents and short-

term interest-bearing invest-

ments, net of $1,336 tax - - - - 3,502 - - _3.502
Comprehensive income 1.213
Employee stock options
exercised 887 12 5,149 - - - - 5,161
Tax benefit of stock options
exercised - - 5,808 - - - - 5,508

Expense related to vesting of

stock options - - 28 - - - - o8
Repurchase of shares (7,732) - - (109,281) - - - (109,281)
Amortization of unearned

compensation - - - - — 185 - 185
Balance as of September 30, 2002 215,583 §$3,572 $1,818,345 §$(108,281) $ (108) § —  $(295,253) $1,415,275

As of September 30, 2002, 2001 and 2000, accumulated other comprehensive income (loss) is comprised of unrealized gain (loss)
on derivatives, net of tax, of $(5,220), $(7,902) and $1,176 and unrealized gain (loss) on cash equivalents and short-term interest-
bearing investments, net of tax, of $5,112, $1,520 and $(17), as of September 30, 2002, 2001 and 2000, respectively.

88 The accompanying notes are an integral part of these consolidated financial statements.




Amdocs Limited consolidated statements of cash flows (in thousands)

Year ended September 30,
2002 2001 2000

Cash Fiow from Operating Activities:

Net (loss) income $ (,061) $ 6633 $§ 50978
Reconciliation of net {loss) income to net cash provided by

operating activities:

Depreciation and amortization 309,821 282,625 155,359
Adjustment to the basis of investments 5,500 6,750 —

In-process research and development expenses 17,400 — 70,319
Loss on sale of equipment 549 593 148
Gain on repurchase of convertible notes (6,012) - -

Deferred income taxes (1,665) 5,018 {(1,196)
Tax benefit of stock options exercised 6,808 7,345 10,825
Unrealized other comprehensive income (loss) 8,967 (10,773) 3,309

Net changes in operating assets and liabilities,
net of amounts acquired:

Accounts receivable 97,055 (121,751} (29,763)
Prepaid expenses and other current assets (22,992) (3,718) (12,408)
Other noncurrent assets (9,875) (7,826) {10,861
Accounts payable and accrued expenses (2,461) 71,772 38,852
Deferred revenue (21,253) 6,487 24,313
Income taxes payable (4,798) 20,703 16,071
Noncurrent liabilities and other 40,293 14,376 16,642
Net cash provided by operating activities 412,275 337,987 287,588

Cash Flow from investing Activities:
Proceeds from sale of equipment, vehicles and

leasehold improvements 1,785 2,082 1,280
Payments for purchase of equipment, vehicles,

leasehold improvements and other (58,562) (91,891) (62,740)
Purchase of short-term interest-bearing investments, net (344,095) (237,069) —_
Investment in noncurrent assets (39,584) (12,291} (9,000)
Net cash (paid for) acquired in acquisitions _(213,180) — 67,791
Net cash used in investing activities (653,626) (339,189) (2,669)

Cash Flow from Financing Activities:

Proceeds from employee stock options exercised 5,161 13,967 21,360
Repurchase of shares (108,281) - —
Repurchase of convertible notes (48,934) - -
Payments under short-term finance arrangements — (20,000)  (284,464)
Borrowings under short-term finance arrangements — — 301,933
Net proceeds from issue of long-term convertible notes — 488,000 —
Principal payments on capital lease obligations {11,839) (10,067) {6,622)
Net cash (used in) provided by financing activities (164,993) 471,900 32,207
Net (decrease) increase in cash and cash eqguivalents (406,343) 470,698 317,126
Cash and cash equivalents at beginning of year 872,998 402,300 85,174
Cash and cash equivalents at end of year $ 466,655 $872,998  $402,300

The accompanying notes are an integral part of these consolidated financial statements.
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Amdocs Limited consolidated statements of cash flows (continued) (in thousands)

Year ended September 30,

2002 2001 2000
Supplementary Cash Flow Infcrmation
Interest and Income Taxes Paid
Cash paid for;
Income taxes, net of refunds $ 75,371 $ 77,429 $ 49,262
Interest 11,221 2,901 2,614

non-cash investing and financing activities

Capital lease obligations of $2,245, $13,116 and $15,732 were incurred during the years ended September
30, 2002, 2001 and 2000, respectively, when the Company (as defined below) entered into lease agreements
for vehicles.

In fiscal 2000, the Company issued 6,461 Ordinary Shares and options to acquire 1,103 Ordinary Shares
in connection with the acquisition of ITDS (as defined below). The Company issued 13,846 exchangeable
shares and options to acquire 1,654 Ordinary Shares in connection with the acquisition of Solect (as defined
below). See note 3.

The accompanying notes are an integral part of these consolidated financial statements.




Amdocs Limited notes to consolidated financial statements (in thousands, except per share data)
September 30, 2002

note 1- nature of entity

Amdocs Limited (the “Company”} is a leading provider of software products and services to the communications
industry. The Company and its subsidiaries operate in one business segment, providing business support
systems and related services primarily for the communication industry. The Company designs, develops,
markets, supports, operates and provides outsourcing of information system solutions primarily to leading
communications companies throughout the world.

The Company is a Guernsey corporation, which directly or indirectly holds several wholly owned subsidiaries
in the Asia-Pacific region, Europe, Israel, Latin America and North America. The majority of the Company’s
customers are in North America, Europe, Latin America and the Asia-Pacific region. The Company’'s main
production and operating facilities are located in Israel, the United States (U.S.), Cyprus, Canada and Ireland.

note 2 - summary of significant accounting policies

Basis of Presentation
The consolidated financial statements are prepared in accordance with accounting principies generally
accepted in the United States. '

Consolidation
The financial statements include the accounts of the Company and its wholly owned subsidiaries.
All significant intercompany transactions and balances have been eliminated in consolidation.

Functional Currency
As the U.S. dollar is the predominant currency by which the Company’s revenue and expenses are
denominated, the U.S. dollar is the functional currency for the Company and its subsidiaries.

Cash and Cash Equivalents
Cash and cash equivalents consist of cash and interest-bearing investments with insignificant interest rate
risk and original maturities of 90 days or less.

Investments

When excess funds are available, the Company invests in short-term interest-bearing investments. The
Company classifies all of its short-term interest-bearing investments as available-for-sale securities. Such short-
term interest-bearing investments consist primarily of treasury notes, federal agency securities, corporate
bonds and money market funds, which are stated at market value. Unrealized gains and losses are comprised
of the difference between market value and amortized costs of such securities and are reflected, net of tax,
as "other comprehensive income (10ss)” in shareholders’ equity. Realized gains and losses on short-term interest-
bearing investments are included in earnings and are derived using the specific identification method for
determining the cost of securities.

From time to time the Company also has made certain investments in non-publicly traded companies.
These investments are included in other noncurrent assets in the Company's balance sheet and are generally
carried at cost. The Company monitors these investments for impairment and makes appropriate reductions
in carrying values if necessary.

41




42

Amdocs Limited notes to consolidated financial statements (continued)
(in thousands, except per share data)

Equipment, Vehicles and Leasehold Improvements

Equipment, vehicles and leasehold improvements are stated at cost. Assets under capital leases are
recorded at the present value of the future minimum lease payments at the date of acquisition. Depreciation
is computed using the straight-line method over the estimated useful life of the asset, which ranges from 2
to 10 years and includes the amortization of assets under capitalized leases. Leasehold improvements are
amortized over the shorter of the estimated useful lives or the term of the related lease. Management reviews
property and equipment and other long-lived assets on a pericdic basis to determine whether events or changes
in circumstances indicate that the carrying amount of such assets may not be recoverable.

Goodwill and Other Intangible Assets

The total purchase price of product line or business acquisitions accounted for using the purchase method
is allocated first to identifiable assets and liabilities based on estimated fair values. The excess of the purchase
price over the fair value of net assets of purchased businesses is recorded as goodwill. Goodwill associated
with acquisitions completed prior to July 1, 2001 was amortized on a straight-line basis over its estimated
useful life. For future goodwill amortization, see the discussion below under the caption “Adoption of New
Accounting Standards”.

Other intangible assets consist primarily of purchased computer software, intellectual property rights, core
technology and customer arrangements.

Purchased computer software is reported at the lower of amortized cost or net realizable value, and is
amortized over its estimated useful life based on the pro-rata amount of the future revenue expected to be
realized from the software. This accounting policy results in accelerated amortization of purchased computer
software as compared to the straight-line method.

Intellectual property rights, core technology, workforce-in-place and customer arrangements acquired by
the Company are amortized over their estimated useful lives on a straight-line basis.

Through the end of fiscal 2002, the Company considered whether there are indicators of impairment that
would require the comparison of the estimated net realizable value of goodwill and other intangible assets to
their carrying value under Statement of Financial Accounting Standards (*SFAS”) No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of’. Any impairment would be
recognized when the expected future operating cash flows derived from such intangible assets is tess than
their carrying value.

Comprehensive Income

The Company accounts for comprehensive income under the provisions of SFAS No. 130, “Reporting
Comprehensive Income”, which established standards for the reporting and display of comprehensive income
and its components. Comprehensive income represents the change in shareholders’ equity during a period
from transactions and other events and circumstances from nonowner sources. It includes all changes in equity
except those resulting from investments by owners and distributions to owners.




Amdocs Limited notes to consolidated financial statements (continued)
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Convertible Notes

The Company presents the outstanding principle amount of the convertible notes as part of noncurrent
liabilities. Accrued interest on the convertible notes is included in “accounts payable and accrued expenses”.
The Company amortizes the issuance cost related to the convertible notes on a straight-line basis over the
term of the convertible notes. Gain or loss on repurchase of convertible notes represents the difference between
the principal amount and the purchase price. Such gain, aggregating $6,012, is included in “interest income
and other, net”. The unamortized issuance cost calculated on a pro-rata basis, related to the repurchased
convertible notes, is included in “interest income and other, net”.

Treasury Stock

The Company repurchases its Crdinary Shares from time to time on the open market and holds such shares
as treasury stock. The Company presents the cost to repurchase treasury stock as a reduction of shareholders'’
equity.

income Taxes

The Company records deferred income taxes to reflect the net tax effects of temporary differences between
the carrying amounts of assets and liabilities for financial reporting and tax purposes. Deferred taxes are
computed based on tax rates anticipated to be in effect {under applicable laws at the time the financial
statements are prepared) when the deferred taxes are expected to be paid or realized. A valuation allowance
is provided for deferred tax assets if it is more likely than not these items will either expire before the Company
is able to realize their benefit, or that future deductibility is uncertain. In the event that a valuation allowance
relating to a business acquisition is subsequently reduced, the adjustment will reduce the original amount
allocated to goodwill.

Deferred tax liabilities and assets are classified as current or noncurrent based on the classification of the
related asset or liability for financial reporting, or according to the expected reversal dates of the specific
temporary differences, if not related to an asset or liability for financial reporting, and also include anticipated
with holding taxes due on subsidiaries’ earnings when paid as dividends to the Company.

Revenue Recognition

The Company usually sells its software as part of an overall solution offered to a customer, in which
significant customization and modification to the Company's software is required. As a result, revenue generally
is recognized over the course of these long-term projects in conformity with Accounting Research Bulletin
(“ARB") No. 45 “Long Term Construction-Type Contracts”, Statement of Position (“SOP”) 81-1 “Accounting
for Performance of Construction-Type and Certain Production-Type Contracts” and SOP 97-2 “Software
Revenue Recognition”. Losses are recognized on contracts in the period in which the loss is identified in
accordance with SOP 81-1. Initial license fee for software revenue is recognized as work is performed, under
the percentage of completion method of accounting. Subsequent license fee revenue is recognized upon
completion of the specified conditions in each contract. Service revenue that involves significant ongoing
obligations, including fees for customization, implementation and modification, is recognized as work is
performed, under the percentage of completion method of accounting. Revenue from software solutions that
does not require significant customization and modification, is recognized upon delivery, in accordance with
the principles emphasized in Staff Accounting Bulletin (“SAB”) 101 “Revenue Recognition in Financial Statements”
and SOP 97-2. In outsourcing contracts, revenue from operation and maintenance of customers’ biling systems
is recognized in the period in which the bills are produced. Revenue from ongoing support services is recognized
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as work is performed. Revenue from third-party hardware and software sales is recognized upon delivery, and
recorded at gross or net amount according to the criteria established in Emerging Issues Task Force (“EITF")
99-18 “Recording Revenue Gross as a Principal versus Net as an Agent” and SAB 101. Maintenance revenue
is recognized ratably over the term of the maintenance agreement, which in most cases is one year or less.
As a result of a substantial portion of the Company's revenue being subject to the percentage of completion
accounting method, the Company’s annual and quarterly operating results may be significantly affected by
the size and timing of customer projects and the Company’s progress in completing such projects.

Many of the Company’s agreements include multiple obligaticns. For these multiple elements arrangements,
the fair value of each component is determined based on specific objective evidence for that element and
revenue is allocated to each component based upon its fair value. The revenue associated with each element
is recognized using the respective methodology discussed above.

Deferred revenue represents billings to customers for licenses, services and third-party products for which
revenue has not been recognized. Unbilled accounts receivable include all amounts that had not been billed
as of the balance sheet date due to contractual or other arrangements with customers. Allowances that are
netted against accounts receivable, represent amounts provided for accounts which their collectibility is not
reasonably assured.

Included in service revenue are sales of third-party products. Revenue from sales of such products includes
third-party computer hardware and computer software products and was less than 10 percent of total revenue
in each of fiscal 2002, 2001 and 2000.

Cost of License and Cost of Service

Cost of license and service consists of all costs associated with providing services to customers, including
identified losses on contracts and warranty expense. Estimated losses on contracts are recognized in the
period in which the loss is identified in accordance with SOP 81-1. Estimated costs related tc warranty
obligations are initially provided at the time the product is delivered and are revised to reflect subsequent
changes in circumstances and estimates. Cost of license includes royalty payments to software suppliers,
amortization of purchased computer software and intellectual property rights.

Included in cost of service are costs of third-party products associated with reselling third-party computer
hardware and software products to customers, when revenue from third-party products is recorded at the
gross amount, Customers purchasing third-party products from the Company generally do so in conjunction
with the purchase of services.

Research and Development

Research and development expenditures consist of costs incurred in the development of new software
modules and product offerings, either in conjunction with customer projects or as part of the Company's
internal product development programs. Research and development costs, which are incurred in conjunction
with a customer project, are expensed as incurred.
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Based on the Company’s product development process, technological feasibility, as defined in SFAS No.
86, “Accounting for the Costs of Computer Software 1o be Sold, Leased or Otherwise Marketed”, is established
upon completion of a detailed program design or, in the absence thereof, completion of a working model.
Costs incurred by the Company after achieving technological feasibility and before the product is ready for
customer release have been insignificant.

Stock-Based Compensation

The Company accounts for stock-based compensation in accordance with Accounting Principles Board
("APB") Opinion No. 25, “Accounting for Stock [ssued to Employees”. Pursuant to this accounting standard,
the Company records deferred compensation for share options granted to employees at the date of grant
based on the difference between the exercise price of the options and the market value of the underlying
shares at that date. Deferred compensation is amortized to compensation expense over the vesting period
of the underlying options. No compensation expense is recorded for stock options that are granted to employees
and directors at an exercise price equal to the fair market value of the Ordinary Shares at the time of the grant.
See note 18 for pro forma disclosures required in accordance with SFAS No. 123, “Accounting for Stock-
Based Compensation”. Compensation expenses that are deductible in a tax return in a period different from
the one in which they are reported as expenses in measuring net income are temporary differences that result
in deferred taxes. To the extent that compensation is not recorded for stock-based compensation, the benefit
of the related tax deduction is recorded as an increase to additional paid-in capital in the period of the tax
reduction.

Fair Value of Financial Instruments

The financial instruments of the Company consist mainly of cash and cash equivalents, short-term interest-
bearing investments, accounts receivable, short-term financing arrangements, forward exchange contracts,
lease obligations and convertible notes. In view of their nature, the fair value of the financial instruments,
excluding the convertible notes {for which the fair value at September 30, 2002 is approximately $400,000),
included in the accounts of the Company does not significantly vary from their carrying amount. The fair values
of the Company’s foreign currency exchange contracts are estimated based on quoted market prices of
comparable contracts.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentration of credit risk consist principally
of trade receivables. The Company invests its excess cash primarily in highly liquid U.S. dollar-denominated
securities with major U.S. institutions. The Company does not expect any credit losses with respect to these
items. The Company’s revenue is generated primarily in North America and Europe. To a lesser extent, revenue
is generated in the Asia-Pacific region and Latin America. Most customers are among the largest comimunications
and directory publishing companies in the world (or are owned by them). The Company’s business is subject
to the effects of general global economic conditions and, in particular, market conditions in the communications
industry. The Company performs cngoing credit analyses of its customer base and generally does not require
collateral.

Earnings per Share

The Company accounts for earnings per share based on SFAS No. 128 "Earnings per Share”. SFAS No.
128 requires companies to compute earnings per share under two different methods, basic and diluted earnings
per share, and to disclose the methodology used for the calculations. Basic earnings per share are calculated
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using the weighted average number of shares outstanding during the period. Diluted earnings per share is
computed on the basis of the weighted average number of shares cutstanding and the effect of dilutive
outstanding stock options using the treasury stock method and the effect of dilutive outstanding convertible
notes using the if-converted method.

Derivatives and Hedging

The Company accounts for derivatives and hedging based on SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities”. SFAS No. 133 requires the Company to recognize all derivatives on the
balance sheet at fair value. If a derivative meets the definition of a hedge and is so designated, depending on
the nature of the hedge, changes in the fair value of the derivative will either be offset against the change in
fair value of the hedged assets, liabilities, or firm commitments through earnings or recognized in other
comprehensive income until the hedged item is recognized in earnings. The ineffective portion of a derivative's
change in fair value is recognized in earnings.

Reclassifications
Certain amounts in prior years' financial statements have been reclassified to conform to the current year's
presentation.

Adoption of New Accounting Standards
In June 2001, the Financial Accounting Standards Board ("FASB”) issued SFAS No. 141, “Business
Combinations” and SFAS No. 142, “Goodwill and Other intangible Assets”.

SFAS No.141 requires that the purchase method of accounting be used for all business combinations
initiated after June 30, 2001.

SFAS No. 142 is effective for fiscal years beginning after December 15, 2001. Under SFAS No. 142, goodwill
and intangible assets deemed to have indefinite lives will no longer be amortized but will be subject to periodic
impairment tests in accordance with the Statement. Other intangible assets will continue to be amortized over
their useful lives.

Other intangible assets, such as workforce-in-place, will be reclassified to goodwill, according to SFAS No.
141's new definition of intangible assets.

Effective October 1, 2002 the Company wilt adopt SFAS No. 142. Subsequent to the adoption of the new
rules, the Company will perform the first of the required periodic impairment tests of goodwill and intangible
assets recorded as of October 1, 2002. Thereafter, a periodic impairment test will be performed at least annually.
The Company has not yet determined what the effect of these tests will be on its earnings and financial position.
The Company recorded $204,561, $204,566 and $104,268, of goodwill and workforce-in-place amortization
during the years ended September 30, 2002, 2001 and 2000, respectively.
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Set forth below is the effect of non-amortization of goodwill and workforce-in-place:

Year ended September 30,

2002 2001 2000
Reported net (loss) income $ (5061) ¢ 6638 $ 5978
Add back: goodwill and workforce-in-place amortizations 204,561 204,566 104,268
Attributable tax effect (2,717) (2,717) (2,088)
Adjusted net income $ 196,783 $ 268,235 $ 108,158
Adjusted basic earnings per share $ 0.8 $ 1.21 $ 051
Adjusted diluted earnings per share $ 0.88 $ 118 § 0.50

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44 and 64, Amendment
of FASB Statement No. 13, and Technical Corrections”. SFAS No. 145 eliminates previous requirements to
classify gains and losses from extinguishment of debt as extraordinary items in earnings. Gains or losses from
extinguishment of debt for fiscal years beginning after May 15, 2002 shall not be classified as extraordinary

items unless certain provisions are met. Early adoption was encouraged. The Company adopted SFAS No.

145 in the fourth quarter of fiscal 2002 in connection with the gain related to the repurchase of its convertible
notes. See note 12.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles 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 dates of the financial statements and the reported

amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates.
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note 3 - acquisitions
ITDS

On November 30, 1999, the Company acquired International Telecommunication Data Systems, Inc. (“ITDS”),
a leading provider of solutions to communications companies for outsourcing of billing operations. The total
purchase price of $189,034, based on a per share price of $28.25 for the Company’s Ordinary Shares, consisted
of the issuance of 6,461 Ordinary Shares, the grant of options to purchase 1,103 Ordinary Shares and
transaction costs. The acquisition was accounted for using the purchase method of accounting. The fair market
value of ITDS’ assets and liabilities has been included in the Company's balance sheet and the resuits of ITDS’
operations are included in the Company’s consolidated statement of income, commencing on December 1,
1999. The value of acquired technology, which was independently determined, included both existing technology
and in-process research and development. The valuation of these technologies was made by applying the
income forecast method, which considered the present value of cash flows by product lines. The fair value
of core technology was valued at $12,342 and was fully amortized over approximately two years commencing
on December 1, 1999, Purchased in-process research and development, valued at $19,876, was charged
as an expense immediately following the completion of the acquisition, in accordance with FASB Interpretation
No. 4, “Applicability of FASB Statement No. 2 to Business Combinations Accounted for by the Purchase
Method” (“FIN 4”), since this technology had not reached technological feasibility and had no alternative use.
This technology required additional development, coding and testing efforts before technological feasibitity
could be determined. The fair value of customer base was valued at $647 and the fair value of workforce-in-
place was valued at $5,407, each of which is being amortized over five years commencing on December 1,
1999, The excess of the purchase price over the fair value of the net assets acquired, or goodwill, of $70,835
is being amortized over 15 years commencing on December 1, 1999, Effective October 1, 2002, SFAS No.
142 will be adopted by the Company. Under SFAS No. 142, amortization of goodwill will cease for acquisitions
completed prior to July 1, 2001. As a result, commencing fiscal 2003, goodwill related to the ITDS acquisition
will no longer be amortized, but will be subject to periodic impairment tests. Other intangible assets, such as
workforce-in-place, will be reclassified to goodwill, according to SFAS No. 141's new definition of intangible
assets.

Solect

On April 5, 2000, the Company acquired Solect Technology Group Inc. (“Solect”), a leading provider of
customer care and billing software to IP service providers. Under the terms of the combination agreesment, all
then outstanding Solect common shares were exchanged for shares of a newly issued class of exchangeable
shares of Solect. The Solect exchangeable shares entitle holders to dividends and other rights economically
equivalent to the Company’s Ordinary Shares, including the right, through a voting trust, to vote at the Company's
shareholder meetings, and are exchangeable at the option of holders into the Company’s Ordinary Shares on
a one-for-one basis. The total purchase price of $1,087,711, based on a per share price of $69.875 for the
Company's Ordinary Shares, included the issuance of 13,8486 exchangeable shares, the grant of options to
purchase 1,654 Ordinary Shares, as well as transaction costs. The acquisition was accounted for using the
purchase method of accounting. The fair market value of Solect’s assets and liabilities has been included in
the Company’s balance sheet and the results of Solect’s operations are included in the Company’s consolidated
statement of income, commencing on April 6, 2000. The value of acquired technology, which was independently
determined, included both existing technology and in-process research and development. The valuation of
these items was made by applying the income forecast method, which considered the present value of cash
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flows by product lines. The fair value of core technology was valued at $18,259 and was fully amortized over
two years commencing on April 6, 2000. Purchased in-process research and development, valued at $50,443,
was charged as an expense immediately following the completion of the acquisition in accordance with FIN
4, since this technology had not reached technological feasibility and had no alternative use. This technology
required varying additional development, coding and testing efforts before technological feasibility could be
determined. The fair value of customer base was valued at $1,211 and the fair value of workforce-in-place
was valued at $3,259, each of which is being amortized over three years commencing on April 6, 2000. The
excess of the purchase price over the fair value of net assets acquired, or goodwill, of $985,271 is being
amortized over five years commencing on April 8, 2000. As a result of the adoption of SFAS No. 142,
commencing fiscal 2003, goodwill related to the Solect acquisition will no longer be amortized, but will be
subject to periodic impairment tests. Other intangible assets, such as workforce-in-place, will be reclassified
as goodwill, according to SFAS No. 141’s new definition of intangible assets.

Set forth below is the unaudited pro forma revenue, operating income, net l0ss and loss per share figures
for the year ended September 30, 2000, as if ITDS and Solect had been acquired as of October 1, 1998,
excluding the write-off of purchased in-process research and development and other indirect acquisition-related
costs:

Year ended
September 30, 2000

Revenue $1,152,783
Operating income 41,516
Net loss (25,516)
Basic loss per share 0.12)
Diluted loss per share 0.12)
Clarify

On November 28, 2001, the Company purchased from Nortel Networks Corporation substantially all of the
assets of its Clarify business (“Clarify”), a leading provider of Customer Relationship Management (“CRM”)
software to communications companies and other enterprise sectors. This acquisition positioned the Company
as a leading provider of CRM software to the communications industry and, through the addition of Clarify’s
CRM software to the Company’s Business Support Systems offerings, reinforced the Company's leadership
in delivering a comprehensive portfolio of business software applications. Following the acquisition, the Company
has continued to sell Clarify's CRM software to customers other than communications service providers,
although this is not the focus of the Company's business and, as a result, it believes that revenue from such
customers will slightly increase over time. The aggregate initial pdrohase price for Clarify as of September 30,
2002 was $212,000 in cash, including transaction costs of $8,250. The purchase price was subject to final
price adjustments that were settled in October 2002 and resulted in an $11,265 reduction of the purchase
price to $200,735 in the first quarter of fiscal 2003. The acquisition was accounted for as a business combination
using the purchase method of accounting, as required by SFAS No. 141, The fair market value of Clarify’'s
assets and liabilities has been included in the Company's balance sheet and the results of Clarify’s operations
are included in the Company’s consolidated statements of operations, commencing on November 29, 2001.
The Company obtained a valuation of the intangible assets acquired in the Clarify transaction. The value of
acquired technology included both existing technology and in-process research and development. The valuation
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of these items was made by applying the income forecast method, which considered the present value of cash

flows by product lines. Of the $65,600 of acquired identifiable intangible assets, $17,400 was assigned to in-
process research and development and was written off as of the closing date of the acquisition, in accordance
with FIN 4. The fair value assigned to core technology was $13,400 and is being amortized over two years
commencing on Novembper 28, 2001, The fair value assigned to customer arrangements was $34,800 and

is being amortized over three years commencing on November 28, 2001, The excess of the purchase price
over the fair value of the net assets acquired, or goodwill, as of September 30, 2002, was $161,258, of which

$156,478 is tax deductible. The amount assigned to goodwill was subject to possible purchase price adjustments
and other contingencies, which were settled in October 2002, as discussed above. The goodwill is accounted
for under SFAS No. 142, In accordance with SFAS No. 142, gocdwill from acquisitions after June 30, 2001

is no fonger amortized, but is subject to periodic impairment tests. Under the transition provisions of SFAS
No. 142, goodwill for acquisitions prior to July 1, 2001 will continue to be amortized only through September
30, 2002. As a result, goodwill associated with the acquisition of Clarify is not amortized, while goodwill
associated with other acquisitions by the Company will be amortized only through the end of fiscal 2002.

The following is the preliminary allocation of the purchase price and deferred tax liability:

Net liabilities acquired $(11,987)
Ceore technology 13,400
Customer arrangements 34,800
In-process research and development 17,400
Deferred tax liability (2,871)
Goodwill 161,258

$ 212,000

As discussed above, the purchase price was subject to final price adjustments that were settled in October
2002. The purchase price allocation above is not final and will be affected by these adjustments.

Set forth below is the unaudited pro forma revenue, operating income, net income (loss) and per share
figures for the years ended September 30, 2002 and 2001, as if Clarify had been acquired as of October 1,
2000, excluding the write-off of purchased in-process research and development:

Year ended September 30,

2002 2001
Revenue $1,633,565 $1,776,063
Operating income 54,962 27,218
Net income (loss) 2,753 (33,521}
Basic earnings (loss) per share 0.01 (0.15)
Diluted earnings (loss) per share 0.01 (0.15)

As a result of SFAS No. 142, goodwill associated with acquisitions completed after June 30, 2001 is not
amortized and, accordingly, the pro forma information above reflects no amortization of goodwill related to the
Clarify acqguisition.
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note 4 - related party transactions

The following related party balances are included in the balance sheets:
As of September 30,

2002 2001
Accounts receivable, including unbitled of $100 and $4,479 in 2002
and 2001, respectively $55,458 $104,096
Prepaid expenses and other current assets (1) 1,550 -
Other noncurrent assets (2) 48,453 10,091

(1) Consists of interest receivable accrued on convertible debentures issued to the Company by Certen Inc.
(“Certen”), a company formed by Bell Canada and the Company in January 2001.

(2) Consists of an investment in Certen in equity and convertible debentures. The investment in Certen is
accounted for under the cost method, based on the Company's 10% ownership of Certen. As part of its
original commitment, the total additional financial investment the Company will be making in Certen is
approximately $5,000, translated from Canadian dollars, which is the functional currency for the Certen
transaction. The Company’s exposure to currency fluctuation with respect to the convertible debenture
component of this investment has been substantially hedged.

The Company licenses software and provides computer systems integration and related services to affiliates
of SBC Communications, Inc., including Certen. The following related party revenue is included in the statements

of operations:

Year ended September 30,

Revenue: 2002 2001 2000
License
Service $ 30,551 $ 37,356 $ 15,888

314,341 264,278 144,859

The following related party expenses are included in the statements of operations:

Year ended September 30,
2002 2001 2000
Operating expenses (i):
Cost of service $2,642 $3,232 $2,814
Selling, general and administrative 336 663 700
interest income and other, net (2) 1,886 89 -

(1) The Company leases office space on a month-to-month basis and purchases other miscellaneous
support services from affiliates of a certain shareholder.

(2) Represents interest and exchange rate differences, net of hedging, on the convertible debentures issued
in connection with the Certen transaction. Absent hedging, these amounts would be $1,402, $89 and $0
for the years ended September 30, 2002, 2001 and 2000, respectively.
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note 5 - short-term interest-bearing investments

Short-term interest-bearing investments consisted of the following:

Amortized Cost

Market Value

Federal agencies

U.S. government treasuries

Corporate bonds

Mortgages (including government and corporate)
Municipal bonds

Other

Allowance for unrealized gain
Total

As of September 30, As of September 30,
2002 2001 2002 2001
$110,743 $192,005 $112,092 $ 193,537
77,279 - 79,276 -
100,544 29,692 102,646 30,468
254,593 - 256,027 -
13,543 - 13,543 -
17,355 13,053 17,580 13,064
574,057 234,840 581,164 237,089
7,107 2,229 - -
$581,164 $237,069 $581,164 $237,069

As of September 30, 2002, short-term interest-bearing investments had the following expected maturity

dates:
Market Value

2003 $ 280,204
2004 155,887
2005 90,386
2006 44,841
2007 0,846
Total $ 581,164

note 6 - accounts receivable, net

Accounts receivable, net consists of the following:

Accounts receivable - billed
Accounts receivable - unbilled
Less - allowances

Accounts receivable, net

As of September 30,
2002 2001
$314,828 $365,697
24,144 23,272
(26,240) (4,118)
$312,732  $ 384,851
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note 7 - equipment, vehicles and leasehold improvements, net

Components of equipment, vehicles and leasehold improvements, net are:

As of September 30,
2002 2001
Computer equipment $211,010 $171,155
Vehicles furnished to employees 53,696 54,140
Leasehold improvements 54,319 49,137
Furniture and fixtures 38,672 31,434
357,697 305,866
Less accumulated depreciation 196,795 132,171

$160,902 $ 173,695

The Company has entered into various arrangements for the leasing of vehicles for periods of five years,
carrying interest rates of LIBOR plus an interest rate ranging 0.5% to 0.9% (between 2.29% to 2.69% as of
September 30, 2002). The Company has accounted for these as capital leases and amortization costs have
been included in depreciation expense. Vehicles under capital lease arrangements had cost of $49,582 and
$52,165 with related accumulated depreciation of $21,520 and $15,351 as of September 30, 2002 and 2001,
respectively.

Capital lease payments, excluding interest, due over the next five years are as follows:

For the years ended September 30,

2003 $ 10,347
2004 6,639
2005 6,304
2006 2,079
2007 118
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note 8 - goodwill and other intangible assets, net

Goodwill and other intangible assets, net are:

Estimated
useful life As of September 30,
(in years) 2002 2001
Goodwill (1) (2) 5-15 $1,208,469 $1,057,314
Intellectual property rights and purchased
computer software 2-10 91,758 77,358
Other intangible assets 3-5 47,378 12,403
1,347,605 1,147,075
Less accumulated amortization 597,075 358,888
$ 750,530 $ 788,187

(1)In accordance with SFAS No. 142, goodwill from acquisitions completed after June 30, 2001 is not
amortized, but is subject to periodic impairment tests. Under SFAS No.142, amortization of goodwill will
cease, for acquisitions completed prior to July 1, 2001, on October 1, 2002.

(2) In September 2002, the Company recorded an offsetting reduction of the goodwill related to Sclect acquisition

due to a release of tax valuation allowance. See note 10.

note 9 - other noncurrent assets

Other noncurrent assets consist of the following:

Funded employee benefit costs (1)

Noncurrent investments, at cost (2) (3)

Noncurrent investment in convertible debentures (2)
Convertible notes issuance cost, net

Restricted cash and cash equivalents (4)

Other

(1) See note 16.

As of September 30,
2002 2001
$ 40,495 $ 33,624
7,586 6,964
40,857 7,827
5,934 10,667
5,072 4,818
10,225 7,053
$ 110,179 $ 70,953

(2) Consists of certain investments in non-publicly traded companies under the cost method, including investment
in Certen. In January 2001 the Company and Bell Canada formed Certen to provide customer care and
billing solutions to Beli Canada and some of its affiliated companies. Certen is owned 90% by Bell Canada
and 10% by the Company. Commencing on the 30-month anniversary of the transaction, convertible
debentures issued by Certen to the Company will be convertible into an additional 35% ownership interest
in Certen. The relative ownership interests of the Company might further be modified through the exercise

of a series of contractual rights, commencing on the 30-month anniversary of the transaction.
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The Company provides the customer care and billing software required by Certen, including customization,
installation, maintenance and other services. The Company accounts for the investment in Certen under
the cost method. See note 4.

{3) In fiscal 2002, the Company recorded pretax charges of $5,500 to adjust the carrying value of two investments,
accounted for by the Company under the cost method. In fiscal 2001, the Company recorded pretax
charges of $6,750 to adjust the carrying value of four investments, accounted for by the Company under
the cost method. Following these adjustments, as of September 30, 2002, the Company had one remaining
investment, the investment in Certen, accounted for under the cost method. The Company continues to
monitor the economic and financial aspects of its remaining interests in this investment.

(4) The Company was required to maintain restricted cash and cash equivalents balances relating to letters
of credit and bank guarantees.

note 10 - income taxes
The provision for income taxes consists of the following:

Year ended September 30,

2002 2001 2000
Current $ 75,185 $ 110,163 $ 80,076
Deferred (1,665) 5,018 (1,196}

$ 73,520 $ 115,181 $ 78,880

Allincome taxes are from continuing operations reported by the Company in the applicable taxing jurisdiction.
Income taxes also include anticipated withholding taxes due on subsidiaries’ earnings when paid as dividends
to the Company.

Deferred income taxes are comprised of the following components:

As of September 30,

2002 2001

Deferred tax assets:

Deferred revenue $ 23,303 $ 18,033
Accrued employee costs 18,367 20,589
Intangible assets, computer software and intellectual property 14,720 6,553
Net operating loss carry forwards 22,657 30,358
Other 11,899 10,275
Valuation allowances (10,704) (27,907)
Total deferred tax assets 81,312 57,901
Deferred tax liabilities:

Anticipated withholdings on subsidiaries’ earnings (42,149) (32,730)
Intangible assets, computer software and intellectual property {(10,007) (7,410)
Other (8,522) (2,185)
Total deferred tax liabilities (60,678) (42,325)
Net deferred tax assets $ 20,634 $ 15,576
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The effective income tax rate varied from the statuory Guernsey tax rate as follows:

Year ended September 30,
2002 2001 2000

Statutory Guernsey tax rate 20% 20% 20%
Guernsey tax-exempt status (20) {20) (20)
Foreign taxes 28 30 30
Income tax rate before effect of acquisition-

related costs and restructuring charges 28 30 30
Effect of acguisition-related costs 48 33 19
Income tax rate before restructuring charges, in-process research and

development and gain from the repurchase of convertible notes 76 63 49
Restructuring charges,in-process research and

development and gain from the repurchase of convertible notes 31 - 44
Effective income tax rate 107% 63% 93%

These high effective tax rates were primarily attributable to amortization of goodwill related to the Company’s
acquisitions, much of which is not tax deductible. In the year ended September 30, 2002 the Company’s
effective tax rate was also adversely affected by the fixed non-deductible expenditures representing a larger
component of the Company’s pretax income.

As of September 30, 2002, the Company had deferred tax assets of $22,657 derived primarily from
Canadian net operating loss carry-forwards. The net operating loss carry-forwards will expire within eight to
ten years. Until fiscal 2002 the realization of these assets through future taxable earnings was uncertain, and
as a result a valuation allowance was recorded. As of September 30, 2002, the Company estimated that
operating losses acqguired in the Solect transaction would be realized through future taxable earnings. As a
result, related valuation allowance of $8,957 was released as an offsetting reduction of the goodwill recorded
in the Solect transaction. The remainder of the valuation allowance of $10,704 is related to Canadian operating
losses other than those acquired in the Solect transaction.

note 11 - short-term financing arrangements
The Company’s financing transactions are described below:

As of September 30, 2002, the Company had available short-term general revolving lines of credit totaling
$40,000. During fiscal 2002 and as of September 30, 2002, there was no outstanding balance under any of
these credit lines.

In addition, as of September 30, 2002, the Company had credit facilities totaling $43,840, limited for the
use of letters of credit and bank guarantees from various banks. Outstanding letters of credit and bank
guarantees as of September 30, 2002 totaled $24,460. These were mostly supported by a combination of
the credit facilities described above and restricted cash balances that the Company maintains with the issuing
banks. See note 9.
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note 12 - convertible notes

In May 2001 the Company issued $500,000 aggregate principal amount of 2% Convertible Notes due June
1, 2008 ({the "Notes”). The Company is obligated to pay interest on the Notes semi-annually on June 1 and
December 1 of each year. The Notes are senior unsecured obligations of the Company and rank equal in right
of payment with all of existing and future senior unsecured indebtedness of the Company. The Notes are
convertible, at the option of the holders at any time before the maturity date, into Ordinary Shares of the
Company at a conversion rate of 10.8587 shares per one thousand dollars prinicpal amount, representing a
conversion price of approximately $92.0Q per share. The Notes are subject to redemption at any time on or
after June 1, 20086, in whole or in part, at the option of the Company, at a redemption price of 100% of the
principal amount plus accrued and unpaid interest. The Notes are subject to repurchase, at the holders’ option,
ondJune 1, 2004 and June 1, 20086, at a repurchase price equal to 100% of the principal amount plus accrued
and unpaid interest, if any, on such repurchase date. The Company may choose to pay the repurchase price
in cash, Ordinary Shares or a combination of cash and Ordinary Shares.

On July 23, 2002, the board of directors authorized the Company to repurchase the Notes, in such amounts,
at such prices and at such times considered appropriate. Such repurchases may be made on the open market,
in privately negotiated transactions or otherwise, in accordance with any applicable laws and the terms of the
Notes. During the fourth quarter of fiscal 2002, the Company had repurchased $54,946 aggregate principal
amount of the Notes at an average price of $830 per $1,000 principal amount, resulting in a gain of $6,012.
See note 14, The Company funded these repurchases, and intends to fund any fututre repurchases, with
available funds. As of September 30, 2002, $445,054 aggregate principal amount of the Notes was outstanding.

note 13 - noncurrent liabilities and other

Noncurrent liabilities and other consist of the following:

As of September 30,

2002 2001
Accrued employee costs $ 66,850 $ 62,663
Noncurrent customer advances 24,146 -
Long-term portion of capital lease obligations 15,138 24,779
Noncurrent forward exchange obligations - 2,265
Accrued lease obligations 14,031 2,166
Other 3,814 1,086

$ 124,079 $ 92,959
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note 14- interest income and other, net

Interest income and other, net consists of the following:

Year ended September 30,

2002 2001 2000
Interest income $ 31,856 $ 32,156 $ 14,254
Interest expense {16,004) (8,678) (2,528)
Gain from repurchase of Notes {7) 6,012 - -
Other, net (2,566) (1,192) (992)

$ 19,298 $ 22,286 $ 10,734

{*) See note 12

note 15 - contingencies
Commitments

The Company leases office space under non-cancelable operating leases in various countries in which it
does business. Future minimum non-cancelable lease payments required after October 1, 2002 are as follows:

For the years ended September 30,

2003 $ 43,794
2004 40,681
2005 36,540
2006 32,845
2007 23,805
Thereafter 26,416

$204,181

Future minimum non-cancelable lease payments, as stated above, do not reflect committed future sublease
income of $2,634, $2,681, $1,794, $1,444, $314 and $1,746 for the years ended September 30, 2003, 2004,
2005, 2006, 2007 and thereafter, respectively. Of the $192,968 net operating leases, net of $11,213 of sublease
income, $11,087 has been included in accrued restructuring charges as of September 30, 2002.

Rent expense, including accruals for future lease losses, was approximately $39,141, $40,506 and $20,400
for fiscal 2002, 2001 and 2000, respectively.

Litigation

Beginning on June 24, 2002, a number of complaints were filed by holders of the Company's Ordinary
Shares against the Company and four of its officers and directors, in the United States District Courts for the
Eastern District of Missouri and the Southern District of New York. The complaints allege violations of the
Securities Exchange Act of 1934, as amended, and Rule 10b-5 promulgated thereunder. Each plaintiff seeks
t0 represent a putative class of all purchasers of the Company's Ordinary Shares between July 18, 2000 (or,
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in some of the complaints, July 24, 2001) and June 20, 2002. The complaints generally allege that, during
that period, the Company and the individual defendants made false or misieading statements, in press releases
and Securities and Exchange Commission filings, regarding among other things the Company’s future prospects,
backlog, revenue, gross margin, acquisitions and accounting practices. Each plaintiff seeks unspecified monetary
damages and other relief against all defendants. The parties in the New York cases have stipulated to transfer
them to the Eastern District of Missouri. The court has not yet appointed a lead plaintiff. The Company disputes
the allegations of wrongdoing in these complaints and intends tc defend itself vigorously.

note 16 - employee benefits

The Company accrues severance pay for the employees of its Israeli operations in accordance with Israeli
law and certain employment procedures on the basis of the latest monthly salary paid to these employees and
the length of time that they have worked for the Israeli operations. The severance pay liability, which is included
in noncurrent liabilities and other, is partially funded by amounts on deposit with insurance companies, which
are included in other noncurrent assets. Severance expenses were approximately $9,953, $17,242 and $17,614
for fiscal 2002, 2001 and 2000, respectively.

The Company sponsors defined contribution plans covering certain employees in the U.S., U.K. and Canada.

The plans provide for Company matching contributions based upon a percentage of the employees’ voluntary
contributions. The Company’s fiscal 2002, 2001 and 2000 plan contributions were not significant.

note 17 - capital transactions

The following are details of the Ordinary Shares issued and outstanding:

As of September 30,
2002 2001
Voting Ordinary Shares 220,780 211,849
Non-Voting Ordinary Shares 2,535 10,779
Ordinary Shares issued 223,315 222,628
Less - treasury stock (7,732} -
Ordinary Shares outstanding 215,583 222,628

All-the Non-Voting Ordinary Shares are held by a single shareholder. Under the Company’s Articles of
Association, upon the transfer or sale of such shares to ancther party, the shares automatically convert to
Voting Ordinary Shares.

The Company’s capital transactions are described below:
On November 30, 1999 the Company issued 8,461 Ordinary Shares in connection with the acquisition of
TDS. On April 5, 2000 the Company issued 13,846 exchangeable shares in connection with the acquisition

of Solect. See note 3.

Total proceeds from the exercise of employee stock options amounted to $5,161, $13,967 and $21,360
in fiscal 2002, 2001 and 2000, respectively.
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On November 86, 2001, the Company announced that its board of directors had approved a twelve-month
share repurchase program authorizing the repurchase of up to 11,000 Ordinary Shares, or approximately 5%
of the Company's outstanding Ordinary Shares as of that date. On April 23, 2002, the Company announced
that its board of directors had expanded the existing stock repurchase plan to authorize the purchase of up
to 20,000 shares, or approximately 9% of the Company’s outstanding Ordinary Shares. Under the program,
from time to time through November 2002, the Company was authorized to repurchase shares on the open
market, in privately negotiated transactions or otherwise, in accordance with any applicable laws, and at times
and prices considered appropriate by the Company. During fiscal 2002 the Company repurchased 7,732
Ordinary Shares, at an average price of $14.13 per share. The Company funded these repurchases, and
intends to fund any future repurchases, with available funds.

note 18 - stock option and incentive plan

In January 1998, the Company first adopted, and in each of January 1999, January 2000 and January
2001 the Company has amended, the Amdocs Limited 1998 Stock Option and Incentive Plan (the “Plan”).
Under the provisions of the Plan, 32,300 Ordinary Shares are available to be granted to officers, directors,
employees and consultants. Such options fully vest over one to nine years and have a term of ten vears.

On November 30, 1999, the Company issued additional options to purchase 1,103 Ordinary Shares in
connection with the acquisition of ITDS to replace issued ITDS options. On April &, 2000, the Company issued
additional options to purchase 1,654 Ordinary Shares in connection with the acquisition of Solect to replace
issued Solect options. See note 3.

The following table summarizes information about share options, as well as changes during the years ended
September 30, 2002, 2001 and 2000:

Number of Weighted
Share Average
Options Exercise Price

Outstanding as of October 1, 1999 6,236.9 $ 11.75
Granted 4,948.7 52.82
Options exchanged in acquistions 2,758.7 18.24
Excercised (2,067.5) 10.38
Forfeited ' (656.7) 30.11
Outstanding as of September 30, 2000 11,228.1 30.62
Granted 5,745.2 50.15
Excercised (1,462.8) 9.73
Forfeited (1,359.3) 49.59
Outstanding as of September 30, 2001 14,151.2 38.89
Granted 16,648.5 23.88
Exercised (688.9) 7.49
Forfeited (2,418.8) 44.02
Outstanding as of September 30, 2002 27,692.0 30.30
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Exercisable as of

Outstanding as of September 30, 2002 September 30, 2002
Weighted

average Weighted Weighted

remaining average average

Exercise Number contractual exercise Number exercise

price outstanding life (in years) price exercisable price

$ 0-3.01 993.9 570 § 2.02 857.3 $ 195
6.40-18.60 6,163.5 9.23 8.70 766.1 11.93
20.85-28.60 4,238.3 8.41 26.36 418.7 23.91
30.94-31.90 6,257.0 9.20 31.01 4.6 30.84
33.07-47.25 5,732.8 8.51 37.63 1,256.6 38.29
47.90-65.01 3,528.4 7.98 58.58 1,240.1 58.34
66.25-78.31 778.1 7.81 71.04 358.5 71.03

The weighted average grant-date fair value of the 16,648.5, 5,745.2 and 4,948.7 options granted in

The Company utilized the Black-Scholes option-pricing model to estimate fair value, utilizing the following
assumptions for the year (all in weighted averages):

Year ended September 30,

The following table summarizes information about share options outstanding as of September 30, 2002:

fiscal 2002, 2001 and 2000, respectively, amounted to $10.83, $23.07 and $35.71, respectively, per option.

2002 2001 2000
Risk-free interest rate 2.85% 515% 5.75%
Expected life of options 2.89 3.26 3.23
Expected annual volatility 0.756 0.660 1.086
Expected dividend yield None None None

Had compensation cost for the Company’s options been determined based on fair value at the grant
dates for awards made in fiscal 2002, 2001 and 2000 in accordance with SFAS No. 123, the Company’s
pro forma net loss and loss per share would have been as follows:

Year ended September 30,

2002 2001 2000

Pro forma net loss $(115,224) $(3,502) $(23,022)
Pro forma diluted loss per share (0.52) (0.02) 0.11)
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note 19 - (loss) earnings per share
The following table sets forth the computation of basic and diluted (loss}) earnings per share:

Year ended September 30,

2002 2001 2000
Numerator:
Net (loss) income $ (5,061) $ 6638 $§ 50978
Denominator:
Denominator for basic (loss) earnings per share —
weighted average number of shares outstanding (1) 220,361 222,002 212,005
Effect of dilutive stock options granted (2) - 4,830 4,930
Denominator for dilutive (foss) earnings per share -
adjusted weighted average shares and assumed conversions (1) 220,361 226,832 216,935
Basic (loss) earnings per share $ (0.02) $§ 030 $ 003
Diluted (loss} earnings per share $ (002 $ 029 § 0.03

(1) The weighted average number of shares outstanding includes exchangeable shares issued to shareholders
of Amdocs Canada, Inc. (formerly Solect) pursuant to the Company’s acquisition of Solect in April 2000,
which are exchangeable for the Company's Ordinary Shares on a one-for-one basis.

(2) Due to net loss, 2,201 anti-dilutive securities are excluded from the computation of diluted average number
of shares outstanding.

The effect of the Notes on diluted (loss) earnings per share was anti-dilutive for the years ended September
30, 2002 and 2001, and therefore was not included in the calculation above. The weighted average effect of
the repurchase of Ordinary Shares by the Company has been included in the calculation of basic (loss) earnings
per share. See note 17.
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note 20 - segment information and sales to significant customers

The Company and its subsidiaries operate in one business segment, providing business support systems
and related services primarliy for the communications industry.

Geographic information
The following is a summary of revenue and long-lived assets by geographic area. Revenue is attributed to
geographic region based on the location of the customers.

Year ended September 30,

2002 2001 2000
Revenue
North America $ 992,037 $ 825309 $ 510,129
Europe 466,098 549,106 474,300
Rest of the world 148,430 159,495 133,891
Total $1,613,565 $ 1,533,910 $1,118,320
Long-lived Assets
North America (1) $ 842,782 $ 866,846 § 1,041,383
Israel (2) 77,988 88,794 85,518
Rest of the world 60,346 43,571 33,466
Total $ 981,116 $ 999,211 $ 1,160,367

(1) Primarily goodwill, computer software and intellectual property rights.
(2) Primarily computers and vehicles.

Revenue and Customer Information

Customer care and billing, customer relationship management or CRM, and order management systems
{collectively, “CC&B"} include systems for wireline, wireless, voice, data, broadband, content, electronic and
mobile commerce and IP services. Directory includes directory sales and publishing systems for publishers
of both traditional printed yellow pages and white pages directories and electronic Internet directories.

Year ended September 30,

2002 2001 2000
CC&B $1,439,980 $1,379.654 $ 986,553
Directory 173,585 154,256 131,767
Total $1,613,565 $1,533,910 $1,118,320
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Saies to Significant Customers
The following table summarizes the percentage of sales to significant customers groups (when they exceed
10 percent of total revenue for the year).

Year ended September 30,

2002 2001 2000
Nextel Communications group 12% 10% (%
SBC Communications Inc. group, a related party 11 13 13
Vodafone group 10 11 14

(*} Less than 10 percent of total revenue

note 21 - operational efficiency and cost reduction program

In October 2001, as part of a plan to achieve increased operational efficiency and to maore closely monitor
and reduce costs, the Company consolidated its Stamford, Connecticut data center into its Champaign, lincis
facility, and closed the Stamford facility. As a direct result of this closure, the Company recorded a nonrecurring
charge of $13,311 in the first quarter of fiscal 2002, primarily for the write-off of leasehold improvements and
rent obligations, with the remainder for employee separation costs. In addition, as part of a general effort to
reduce costs, the Company has decreased its overall commitments for employee compensation, through a
lesser reliance on fixed compensation programs and a greater reliance on discretionary arrangements.

On June 20, 2002, the Company announced its intention to implement a cost reduction program to reduce
costs by approximately 10% in response to a decline of the Company's forecasted revenue for the third and
fourth quarters of fiscal 2002. The decline resulted from, among other factors, slowdowns in customer buying
decisions in the third quarter of fiscal 2002, stemming from overall reductions in the capital investment budgets
of many communications service providers, leading to fewer new contracts for the Company than it had
expected, as well as smaller than expected initial spending commitments and reduced discretionary spending
under the Company's contracts with some of its customers.

The Company recorded a charge of $20,919 in the fourth quarter of fiscal 2002, consisting primarily of
employee separation costs in connection with the elimination of approximately one thousand positions of
software and information technology specialists and administrative professionals that have been eliminated
by the Company, with the remainder for the write-off of leasehold improvements and rent obligations. Except
for certain lease termination costs that will be paid over the respective lease terms, the Company expects to
pay substantially all of the remaining accrual balance of the cost reduction program in the first quarter of fiscal
2003.

These charges are included in “restructuring charges, in-process research and development and other
indirect acquisition-related costs” for the year ended September 30, 2002,
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As of September 30, 2002, the remaining restructuring expense reserves were $14,884. The remaining
employee separation costs are expected to be paid out through the first quarter of fiscal 2003. Facility related
costs are expected to be paid out through April 2012, Actual future cash requirements may differ materially
from the accrual as of September 30, 2002, particularly if actual sublease income is significantly different from
current estimates.

A summary of restructuring activities along with respective remaining reserves follows:

Restructuring Balance as of
Charges September 30,

Plan 1(*) Plan 2(* Cash Non-cash 2002
Employee separation costs $ 2,530 $11,353 $ (10,525) § - $ 3,357
Facilities 6,255 7,880 (3,048) - 11,087
Asset write-offs 4,126 1,584 - {6,710) -
Other 400 102 62) - 440
$13,311  $20,919 $ (13,635 $(5,710) $ 14,884

{*) Plan 1 refers to the closure of the Stamford facility in the first quarter of fiscal 2002. Plan 2 refers to the
cost reduction program implemented in the fourth quarter of fiscal 2002.

For additional cost reduction measures, see note 24.

note 22 - financial instruments

The Company enters into forward contracts to sell foreign currency in order to hedge its exposure associated
with some firm commitments from customers in non-U.S. dollar-based currencies and treats these for accounting
purposes as fair value hedges. The Company also enters into forward contracts in foreign currency to reduce
the exposure associated with estimated receipts from customers and with anticipated costs (primarily personnel
costs), in non-U.S. dollar-based currencies and treats these as cash flow hedges. The derivative financial
instruments are afforded hedge accounting because they are effective in managing foreign exchange risks and
are appropriately assigned 1o the underlying exposures. The Company does not engage in currency speculation.
Generally, the Company measures the differential between forward rates and spot rates on forward exchange
contracts as the inherent ineffectiveness of a hedging arrangement. Accordingly, changes in the fair value of
forward exchange contracts, which are classified as fair value hedges, offset the change in the fair value of
the hedged item to the extent of the arrangement’s effectiveness. The effective portion of the change in the
fair value of forward exchange contracts, which are classified as cash flow hedges, is recorded as comprehensive
income until the underlying transaction is recognized in earnings. Forward contracts, which are not designated
as hedging instruments under SFAS No. 133, are used to hedge the impact of the variability in exchange rates
on certain accounts receivables and investment in Certen convertible debentures denominated in foreign
currencies.

The fair values of the forward derivatives were $(7,125) and $(11,298) on September 30, 2002 and 2001,
respectively. The Company currently enters into forward exchange contracts exclusively with major financial
institutions.
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During fiscal 2002 and 2001, there were no significant gains or losses recognized in earnings for hedge
ineffectiveness, and the Company did not recognize in earnings any significant gains or losses resulting from
a hedged firm commitment that no longer qualified as a fair value hedge. During fiscal 2002, the Company
recognized in earnings $25 loss resulting from hedged forecasted cash flows that no longer qualified as cash
flow hedges.

Derivatives gains and losses, that are included in other comprehensive income, are reclassified into earnings
at the time the forecasted revenue or operation expenses are recognized. The Company estimates that a

$4,874 derivative net loss included in other comprehensive income will be reclassified into earnings within the
next twelve months.

note 23 - selected quarterly results of operations (unaudited)

The following are details of the unaudited quarterly results of operations for the three months ended:

September 30, June 30, March 31, December 31,

2002 (¥)

Revenue $ 355,520 $380,135 $ 455,269 $ 422,641
Operating (loss) income (25,385) 2,503 50,813 21,229
Net (loss) income (8,988) (26,851) 26,441 4,334
Basic and diluted (loss) earnings per share (0.04) 0.12) 0.12 0.02
2001

Revenue $ 415,447 $404,007 $ 372,289 $ 342,167
Operating income 49,529 44 864 37,356 27,632
Net income 19,905 18,492 15,413 12,576
Basic and diluted earnings per share 0.09 0.08 0.07 0.06

() In fiscal 2002, the fiscal quarters ended December 31, 2001 and September 30, 2002 included restructuring
charges, purchased in-process research and development expense and gain from the repurchase of Notes
of $30,711, $20,919 and $6,012, respectively.

note 24 - subsequent event

On November 27, 2002 the Company announced a series of measures designed to reduce costs and
improve productivity. As part of this plan, the Company will reduce its workforce by approximately 400 positions
out of a total workforce of 9,000 employees. The reductions will be from different centers around the world.
In addition, the Company will implement other cost reduction measures, including travel cuts and reductions
in other discretionary costs.
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