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SUNGARD

SunGard is a global Iéader in integrated software and processing solutions, primarily for financial services. SunGard
also helps infarmatiap dependent enterprises of all types to ensure the continuity of their business. SunGard serves
more than 20,000 custamers in more than 50 countries, including the world’s 50 largest financial services companies.
SunGard (NYSE:SDS) ls a member of the S&P 500 and has annual revenue of $3 billion. Visit SunGard at

www.sungard.com |
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(1) Includes the effect of busmess acquisitions from the date of each acquisition, except for seven acquisitions in 1999 that were accounted for as poolings of interests
and are included from January 1,1999. There were gighteen acquisitions in 1999, ten acquisitions in 2000, seven acquisitions in 2001, nine acquisitions in 2002 and

nine acquisitions in 2003. See Note 2 of Notes to Consolidated Financial Statements.

(2) Includes a charge for pro ft‘)rma income taxes for periods before the March 1999 acquisition of a Subchapter S corporation. Net income and all net income per share

amounts before March 1999 are presented on a pro forma basis since generally accepted accounting principles require the presentation of pro forma income tax

expense for the acquired cémpany as if it had been a Subchapter C corporation for all periods presented.

|
{3) All revenue amounts include reimbursed expenses (see Note 1 of Notes to Consolidated Financial Statements). Al per-share amounts before June 2001 are adjusted

for the June 2001 two- for-one stock split.

(4) Includes amortization of gopdwnl net of tax, of $10,754, $13,877 and $17,853 in 1999, 2000 and 2001, respectively ($0.04, $0.05 and $0.06 per diluted share,
respectively). See Note 1 of Notes to Consalidated Financial Statements.

(5) 1999 includes merger costs of $39,184 ($71,308 pro forma after tax; $0.27 per diluted share) and an extraordinary gain from the sale of two healthcare information
systems businesses of $16 766 ($10,670 after tax; $0.04 per diluted share). 2000 includes charges of $13,177 (38,547 after tax; $0.03 per diluted share) for
purchased in-process research and development and merger costs. 2001 includes charges of $17,670 ($12 736 after tax; $0.04 per diluted share) for the write-off of
an investment, facility shut‘down and severance costs related to an acquisition and merger costs, offset in part by a break-up fee and a realized gain on short-term
investments sold to fund an acquisition. 2002 includes charges of $11,793 ($8,570 after tax; $0.03 per diluted share) for facility shut-down and severance costs
related to two acquisitions, \along with our share of merger costs associated with our equity interests in two companies before we acquired the remaining equity of
each, net of other income of $2,993 related to a gain on foreign currency purchased to fund an acquisition. 2003 includes merger costs and related items of $333

(3811 after tax; less than $0.01 per diluted share). See Note 2 of Notes to Consolidated Financial Statements.

(6) In January 2004, the Comp}any issued $500 million in senior unsecured notes. See Note 6 of Notes te Consolidated Financial Statements.




Financial Highlights

Revenue Net income Diluted Net Income Per Share
in Dollars

(13 1)) (1)(3)4)(5)

In Mitlions of Dollars In Mitlions of Dollars

We are pleased with our 2003 performance. We are also more aptimistic
about the business climate than we have been in several years.
SunGard entered 2004 on its strongest, most competitive footing ever.
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A Message to Our Stockholders

SunGard achieved sojlid results in 2003.
Revenue reached $3 billibn, a 14 percent
increase over 2002, Net ijncome increased to
$370 million, a gain of 14 percent, and net
income per share rose to :$1.27, an increase
of 13 percent. SunGard’s|financial perform-
ance was noteworthy givén the fact thar the
climare for information technology spending
remained weak in 2003. At the same time,
the August 2003 blackout demonstrated the

| high degree of interdependence of today’s
networked economy and reinforced the need
for information availabili;ry and resilience.
Finally, as the mood of clistomers improved,
many began to focus as r%luch attention on
how to grow their businejss as on how to curt

costs and improve efficiency.

SunGard’s 2003 results are a testament
to the company’s many strengths. We are
particularly proud of the kact that our
company grew stronger dcspite the weak
IT spending environment. We continued
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to expand our business. We enhanced our
already extensive array of solutions and

capabilities through product development
and acquisition. We focused on improving
customer satisfaction, with positive results.
We invested in our substantial technology

infrastructure, a key element of success and

an important source of competitive advantage.

We are pleased with our 2003
performance. We are also more optimistic
about the business climate than we have
been in several years. SunGard entered
2004 on its strongest, most competitive

footing ever.

Our strengths differentiate us

SunGard’s strengths — scale, financial
flexibility and culture — have been honed
throughout its 20-year history. These
strengths benefit customers and contribute

to SunGard’s ability to grow.

First, the sheer scale of our enterprise
is critical to our mission: to be the most
efficient operator of resilient IT solutions.

Our broad range of solutions — applications,

systems and managed services — enables us
to serve customers of every size, geographical
reach and operational complexity. We
deliver those solutions with a degree of
specialization and expertise that fosters deep
and enduring relationships with customers
and helps them compete. SunGard’s infra-
structure provides us and, by extension,

our customers with opportunities to exploit
economies of scale, making us a valued
partner to some of the most demanding

customers in the world.

Second, SunGard is financially strong.
Financial strength is important to
customers, giving them confidence in our
ability to be a long-term partner. It also
allows us to invest in product development,
enhance our infrastructure and pursue
acquisition opportunities. To increase our
financial flexibility, we issued $500 million

in unsecured senior notes in January 2004.




“We strive to be the most efficient operator of resilient IT solutions. We leverage our
infrastructure to achieve economies of scale. We work hard at integrating
complementary solutions. We focus on building long-term relationships with
customers. We seek to maintain a strong capital position.”

Finally, the strength and character of
the SunGard culture translate into real
benefits for customers and stockholders.
It is a disciplined, demanding culture that
emanates from our people. Mosc of our
senior managers joined the company as a
result of acquisitions, and their entre-
preneurial experience with launching and
growing businesses permeates SunGard.
Like any successful entrepreneur, SunGard
is successful by being pragmatic and
visionary. We place a premium on pro-
fessional excellence and execution — on

doing things right and running our

businesses well. SunGard’s culture helps
us attract and retain talented employees
who serve customers well, which in turn

generates value for our stockholders.

Responsiveness and leadership
Another aspect of our culture worth
highlighting is that we strive to be a leader

on the critical issues confronting customers.

As noted above, operational resilience
remains a concern for many customers. Last

August’s blackout reminded customers of

the high degree of I'T system interdependence

and the importance of information availability.

As the pioneer and leading provider of
information availability services, SunGard
benefits from this increased awareness.
We offer the full continuum of business
continuity, managed IT services and
professional services to deliver customized

availability solutions to our customers.

Among financial services customers,
efficiency continues to be a priority and is
one of the key benefits SunGard delivers.
In 2003, we continued to improve our

ST .
customers ability to streamline and

automate processing and information flows.

The need for efficiency and resilience is
also leading many enterprises to outsource
IT services and functions — an imporrant
opportunity for SunGard. We offer a
powerful combination: high-quality software
applications and the infrastructure to
operate them on an outsourced basis. Our
tremendous economies of scale in this arena

are exactly what customers want.

James L. Mann and Cristobal Conde




In recent years, our customers focused
almost exclusively on cutt?ng Costs to improve
their competitiveness. As the economic
climate improved in 2003, they began to
pay more attention to growth opportunities.
SunGard solutions help them grow their
businesses. To cite one example, we
developed a wealth management solution
that enables brokers to transform commodi-
tized, commission-driven businesses into
more profitable relationships based on their

advisory capabilities.

Another major challenge for customers
is the growing regulatory lburden. New
mandates are adding to p:‘rocessing and
disclosure requirements. SunGard offers
proven solutions for monjtoring and
tracking investment activities and for
managing related risks ana compliance.
New privacy regulations dre also affecting
all of our customers, espetially those in
financial services and healthcare. We are
committed to supporting|customers in cheir

efforts to comply with these regulations.

SunGard Annual Report 2008
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Many customers are seeking fewer
but more substantial relationships with
their most trusted IT vendors. This plays
to our strengths, including the breadth
and depth of our capabilities and our
ability to integrate complementary prod-
ucts into more comprehensive solutions.
To improve our ability to take advantage
of this trend, we expanded our Global
Account Management program in 2003.
Dedicating senior SunGard professionals
to many of our largest customers helps
us both serve them more effectively and

deepen our relationships with them.

Measuring and improving customer
satisfaction is an ongoing priority at
SunGard. Surveys show that many SunGard
business units have world-class satisfaction
ratings, but not all do. We made progress
on this front in 2003; our relationships

with customers are stronger as a result.

Investing in innovation

One of the most important benefits of
our financial strength is that it enables us to
bring innovation to customers in multiple

ways — product development, infrastructure

investment, and acquisition. Product
development totaled $195 million in 2003,
reflecting a compound annual growth rate
of 11 percent over the past six years. We
invested $212 million in capital expenditures
to strengthen our infrastructure in 2003.

In another active year for acquisitions,
SunGard purchased nine businesses in

2003, and in early 2004 we closed a notable
transaction by acquiring Systems and
Computer Technology Corporation, a leader

in software solutions for higher education.

Our acquisition program is a long-
standing part of SunGard’s strategy, and our
disciplined approach has served us well. We
focus on businesses with solutions and
customers that complement our own. We
seek acquisition candidates that match our
culture and management style, and we avoid
turnaround situations. Our approach and
our record of successful acquisitions are
significant sources of strength for SunGard.
We began 2004 with an active pipeline of

acquisition opportunities.



Going forward

Helping customers meet their challenges
continues to offer substantial opportunities
for SunGard. How well we seize those
opportunities depends on how well we apply
our strengths going forward. Our track
record and the people of SunGard give us

confidence.

In 2003 we celebrated SunGard’s 20th
anniversary as an independent company. In
just two decades, SunGard has become a
multibillion-dollar global company with
more than 10,000 employees. Revenue has
increased at a compound annual rate of 23
percent since 1983. Since SunGard’s initial
public offering 18 years ago, its shares have
appreciated at a compound annual rate of
18 percent. This historical performance
demonstrates the value that SunGard’s

strengths have generated for stockholders.

Performance is the product of many
factors, but people are the most vital
ingredient in turning opportunities into
resules. The people of SunGard deliver

performance because they are professional

and tenacious, focused on execution and
committed to results. They have earned
our gratitude for their dedication and hard

work in 2003.

We also want to express our thanks
to Dave Robinson, who retired from
SunGard in January 2004 after a long and
distinguished career, most recently leading
the buy-side division of Investment
Support Systems. Dave played a key role
in the company’s evolution, and his
unique contributions will be missed. Mike
Muratore, another long-time SunGard
executive, who has consistently delivered
strong operating results, was appointed to

head all of Investment Support Systems.

In 2004 we are building on the same
set of strengths that have been a vital part
of our success since 1983. We strive to
be the most efficient operator of resilient

IT solutions. We leverage our infrastructure

to achieve economies of scale. We work
hard at integrating complementary solutions.
We focus on building deep, long-term
relationships with customers. We seek to
generate a high level of recurring revenue
and cash flow and to maintain a strong
capital position to give us the resources to
develop and acquire new products. These
are the elements that enable us to help
customers succeed and enhance stockholder
value. We look forward to putting our
strengths to work in 2004 and the years
ahead for our customers, employees and

stockholders.

C.CL

Cristébal Conde
President and
Chief Executive Officer

%/)«wim%‘

James L. Mann
Chairman of the Board

“The strength and character of the SunGard culture translate into real benefits for customers
and stockholders. It is a disciplined, demanding culture that emanates from our people.
We place a premium on professional excellence and execution, on doing things right and

running our businesses well.”
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Strength in Ef;ficiency:
Investment Support Systems

Efficiency

N

We strive to be the mosl efficient operator of
resilient IT solutions. Our efficiency comes from
economies of scale in serving multiple customers
on shared platforms. Our infrastruclure of

resilient data centers and networks helps to assure
our customers of uninterrupted access to their
information. Qur specialization and expertise in
operating our own software solutions help

our financial services customers improve their

We create competlitive advantage for
our customers as we integrate our
complementary solutions into highly

tailored service offerings that address

competitiveness.

individual customer requirements.

SunGard is a leading provider of IT
solutions that facilitate the trading and
processing of securities for investors
(such as asset managers, h;igh-net—worth
individuals, mutual fundsjand pension
funds) and financial intermediaries
(including banks, brokers, depositaries,
exchanges and traders). We also support
financial and risk management processes
for treasury departments in corporations,

cnergy companies and governments.

Highlights: |

B We serve the world’s 50 largest financial
services companies — alonig with thousands
of other customers active In the financial
markets around the world.

SunGard Annual Report 2003
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# SunGard systems are used to account for

and manage $15 trillion in investment assets.

® Our solutions are integrally involved in
the processing of five million trades every

day on a global basis.

The business of investing involves a vast
universe of participants, encompasses a huge
number of functions and processes, and
faces tremendous pressures in the form of
global competition and regulatory oversight.
All of this translates into an expanding
appetite for information technology in the
quest for operational efficiency, resilience
and compliance — along with, of course,
revenue and profic growth. Collectively,
Investment Support Systems is the largest

line of business at SunGard. We serve our

customers with a comprehensive product

set, a massive [T infrastructure and an

enduring commitment to service,

innovation and excellence.

At its heart, investing is an information
business, so it is no surprise that financial
services companies have long been heavy
users of information technology. Indeed, the
information technology revolution has
brought about a revolution in the very
structure of the financial services industry.
Information has gotten dramatically cheaper
to store, process and transmit, fueling a
tremendous increase in global competition
and transforming financial institutions

from generalists to specialists.
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There are two consequences to this
paradigm shift. The first 1; a much higher
degree of interdependence (asser managers,
for example, have to interface with traders,
clearing firms, depositaries and investors).
The second is a pressing need for efficiency
(enterprises that can generate economies
of scale can win). Addressing both these
consequences demands capabilities chat

SunGard supplies.

Investment Support Systems deploys
leading solutions for protesses related to
the management of securities and invest-
ments. We offer systems to automate the
complex processes associated with brokerage
and trading, managing portfolios and risks,
and accounting for investment assets and

customer accounts. Our|infrastrucrure also

Integration

enables us to be a highly efficient ASP
(application service provider), a way for
customers to outsource the management of
hardware and SunGard applications to our
data centers. Our ASP capabilities represent
another opportunity for us to leverage our

resources to deliver value.

Increasingly, the value we add lies in
the ability to connect solutions within and
among our customers. Some estimates
suggest that 70% of IT budgets is spent on
linking incompatible systems. We are
devoting substantial effort and resources to
integration, which enables us to create
competitive advantage for customers and
to develop deeper, more comprehensive
relationships with them. In addition, to
connect disparate links in the investment

management value chain, SunGard has

leveraged its infrastructure to create the
SunGard Transaction Network, which
facilitates straight-through processing of

securities transactions.

We believe that the trend towards
specialization within the financial services
industry will continue and thar the need
for integration will remain substantial.
Securities and investment industry customers
are also facing more rigorous regulatory
requirements, which invariably necessitate
additional IT resources. Finally, our
custornets are embracing technology as a way
not only to cut costs but also to increase
revenue and gain market share. As the
economic environment improves, investing
for growth should take center stage for

many customers. SunGard is ready to help.

. Our goal is to enable our customers to integrate

| transaction systems within and across institutions to

‘ enable them to achieve straight-through processing.

In many instances, these systems are incompatible
and data has to be re-keyed. This is increasingly
expensive, not only in terms of time and money, but
also in the cost of correcting errors or fails.

f
|

1

The SunGard Transaction Network (STN) connects
our buy-side and sell-side systems to help our

customers efficiently trade and settle trades with

each other. The STN connects 1800 asset managers,

| It is also an opportunity for SunGard. We can offer
. our customers the mast robust, integrated straight-

. through-processing solutions to help them improve

their operational efficiency.

700 issuers and 90 broker/dealers to facilitate

straight-through processing and improve efficiency.
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Investment Support Systems Buy-side customers include banks, investment  The principal purpose of most of our systems
In Investment Support Systems, we primarily managers, mutual funds, investment advisors,  is to automate the many detailed processes

serve financial services institutions by pro- insurance companies, lrustees, benefit plan associated with trading securities, managing
cessing their investment and trading trans- administrators and others involved in buying, portfolios and accounting for investment
actions. Our investment support systems holding and managing investments. Sell-side assets. We deliver many of our systems as an
are used by customers on both the buy-side customers include brokers, exchange ASP. Approximately five million trades per
and sell-side of the global financial services members, depositaries, custodians, transfer day are processed by our investment support
industry, as well as corporates, energy agents and others involved in selling, systems al some point in the trade cycle.
companies and governments. brokering and trading investments.

DATA DISTRIBUTOR

‘r Market Data
Distribution
SELF-CLEARING
BROKER System
Trading
Market-Making
System NON-CLEARING
INSTITUTIONAL INVESTOR RETAIL BROKER
, v | , .
Y Portiolio Trading |
. i . rading
Management —e» Cogm;l;::qce CO&Z;:;CE Coéngltl:;ce -«» Market-Making
System Y ¢ ¢ 4 System
Institutional Trade Order ¢ Retail
Investor Perfo_rma_nce Trade Order ¢ Management ———> «——— Trade Order > Web L Investor
Attribution Management System Management Server
System System ¢ System
Processing Processing/ Procising/ Acct?unt
- Accounting Accounting Accounting -«>» Management
System System Netting System System
< I \ System \ }
Global Local Central Processin
Custody > Custody -~ Depositary - S stemg )
System System System ¥
GLOBAL 10CAL ¢
CUSTODIAN CUSTODIAN CLEARER
Settlement
System
\ Y \
Banking/ Banking/
Payment Pgi/’:;;ar:t/ Payment
O Buy-side System Netting System System
O Sell-side BANK BANK
Parties and Systems Involved in a even larger number of systems which need to of a system — in reality many more subsystems are
Hypothetical Equities Trade communicate with each other. This illustrates a involved. Each arrow represents a communication,

Securities transactions typically involve a large number  hypothetical equity transaction between an institutional  which could be a phane conversation, a fax, or an
of interdependent specialist service providers with an and an individual investor. Each box represents a type electronic message — many involve people.
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Strength in Resilience:

Availability Services

J Besilience\

Availability Services customers are
shifting from dependence on back-up
facilities for disaster recovery to builting
resilience into their business processes.

We deliver information availability
solutions for our Availability Services
customers through a comhbination of
strategic consulting, technical expertise
and world-class infrastructure. Our focus
is on economies of scale and deep
functionality.

Our infrastructure is immense, dispersed

and rock-solid: 25,000 miles of global

network backbone, three million square feet

of space in more than 60 facilities around

the warld and the largest mobile recavery

fleet in the industry.

SunGard is a leading provider of
solutions thar help ensurejavailability of
information and continuity of operations for
any company that relies on technology for
the flow of information and processes —

which is to say, any company of any scale.

Highlights: |
B A SunGard facility is within 35 miles of
more than 90% of American companies

with revenues greater than) $1 million.
|

\
W We maintain approximately 20,000 end-
user recovery positions in North America
|

and Europe.

|
'
|
|
\
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B Availability Services has more than 10,000
customers, for which we have conducted
more than 100,000 successful continuity
simulations. We have compiled a 100%
success rate in more than 1,500 actual

recovery situations.

It is 2 24/7 world, where every enter-
prise and every link in the supply chain
demand uninterrupted access to essential
information resources. Moreover, the systems
housing information must be compliant
with today’s continuously evolving regulatory
requirements. In other words, information
availability has emerged as a strategic
imperative and a competitive differentiator

for virtually every enterprise.

SunGard is the pioneer and leader in
this industry. We leverage our in-depth
knowledge of operational resilience along
with our world-class I'T infrastructure to
deliver availability services to all kinds of
customers. We take a consultative approach
to the challenge. We invest substantial effort
in understanding and evaluating the changing
requirements of information availability.

We work hard to understand the specific
requirements of each customer and engineer
a customized availability solution, without
vendor bias, to meet that set of needs. A
global trading operation and a major health
care system both need resilience, but the

implementation for each will be very different.
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From the broadest perspective, we
connect people with infofrmation —
continuously, reliably and securely. Our
mission is to help customers design, build
and maintain a technolog& infrastructure
that never goes down. If disaster strikes,
for example, the blackout that shut down
massive parts of the northeastern United
States and Canada last August, Availabilicy
Services is ready to step in, from rerouting
data on our network to siupplying mobile
units filled with recoveryisystems and
technologies that are driven directly to a

customer site, !

Several elements set Availabilicy Services
apart. Our infrastructure; dispersed through-
out North America and Europe, provides

local access to global resojurces. We are 100%

Availability Continuum

vendor-neutral with regards to hardware and
operating systems. Finally, our customized,

consultative approach ensures that customers
get the availability solution most appropriate

to their strategic needs.

In 2003 we significantly enhanced our
infrastructure through ongoing capital
investment spending, which totaled more
than $150 million during the year. We
expanded our presence in London and New
York and revamped our London Technology
Center to integrate the 2002 acquisition of
Guardian iT. In 2004 we are focused on
streamlining our account management team.
Our goal is to provide customers with a
single focal point to design, implement and

manage the best possible availability solution.

Two trends are driving the need for

availability. First, of course, is the growing

SunGard’s managed services solutions integrate support

services with proven technologies to provide faster

and more accurate recoveries than traditional methods,

reducing recovery time from days to minutes and

allowing business to continue with mare current data.

No matter what the cause of a business interruption,
SunGard can help recover systems and data quickly and

cost effectively, with geographically dispersed recovery

facilities and experienced technical support. Business

continuity planning not only helps ensure that employees

have the data they need, but also includes provisions for

employees who may be displaced by a disaster.

importance of continuous, resilient operations.
In an information-driven economy, it is
simply not enough to have good data
backups to get up and running in case of
catastrophe; companies must eliminate
service interruptions. Next, escalating
regulatory requirements and corporate
oversight have also made resilience a business
imperative. Both of these dynamics leverage
SunGard’s strengths. Moreover, our
experience shows that our availability
solutions are more reliable and more cost-
effective than in-house solutions. Qur
solutions combine in-depth expertise with
the benefits of real economies of scale to
offer a compelling return on investment. We
simplify the challenge of availability and

deliver demonstrable results to our customers.

Having invented the business continuity

industry twenty-five years ago, SunGard is now the
leader in the U.S. and a leader in major European
countries as well. We can handle the most
complex computing requirements, supporting hoth

hardware and operating systems, under one roof.

SunGard Annua;/ Report 2003




Availability Services

SunGard Availability Services is the pioneer
and leading provider of information-
availability services, helping to ensure that
more than 10,000 clients in North America
and Europe have uninterrupted access fo their

business-critical information systems.

With over 3 million square feet of hardened
facilities, SunGard offers a complete range of
information availability services for more
than 30 technology platforms, from 48-hour
disaster recovery hotsites to always-on,

PROFESSIONAL SERVICES

high-availability infrastructure, co-location
and electronic vaulting services. SunGard also
provides technology and systems management
services for application and data center
outsourcing, as well as business continuity
consulting services and planning soffware.

Availability fnformation . Continuity Business
o . Planning
Engineering Security Software Program Impact
Services Services Management Analysis
BUSINESS CONTINUITY MANAGED IT SERVICES
- RN )
End User Disaster Systems Security
Space Recovery Management Services
Mobile Storage T Information
Recovery Services QOutsourcing Management
- J J
INFRASTRUCTURE
4 )
Data Netwaork Monitorin Technical
Centers Services g Services
- J
Availability Services

SunGard delivers a complete portfolio of services to meet customer requirements. Whether helping to ensure that systems are
always on, or recovering them, SunGard offers the services and expertise to tailor solutions to each customer’s unique needs.
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Strength in S)uecializatian:
Higher Education & Public Sector Systems

AN

| Specialization

SunGard’s initial entry into higher education was its
acquisition in 1995 of Bi-Tech Software, which provides

financial, payroll and human resources systems to

colleges, universities and governments. In 1999, we

added BSR, a provider of advancement systems to

higher education. These companies convinced us of

the attractiveness of higher education as an area for

further investment.

Adding HTE to our other public sector operating unils gives

SunGard a comprehensive array of products and services

for the entire public sector. HTE has a great reputation

in the public sector industry for public safety and justice
as well as for financial management applications.

SunGard provides a broad range of
innovative software solutions to more
than 2,000 government offices,
agencies, and utility companies

throughout North America.

SunGard serves a widé range of higher
education institutions and} public sector
entities including local, state and federal
governments, school districts and nenprofit
organizations. We providei these entities with
a growing range of enterpfise—wide system
solutions for functions such as accounting,
human resources manager;nent, payroll,
udility billing, land management, student
administration, fundraisinjg, and grant and
project management. }
Highlights: |
B SunGard acquired H.T.E. Inc.(HTE), a
highly regarded leader in information
technology solutions for local governments,

fire and police departments and municipal

16 SunGard Annual Report 2003
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utilities. This acquisition was a major step in
strengthening SunGard’s offerings in the

public sector.

B The acquisition in early 2004 of Systems
8 Computer Technology Corporation
(SCT), a global provider of systems designed
to meet the needs of colleges and
universities, made SunGard the leading

provider of systems for higher education.

Higher education institutions and
public sector entities such as local
governments, revenue districts and school
districts represent another substantial set of
opportunities for technology solutions from
SunGard. Their needs range from basic
capabilities like general ledger systems to

much more specialized challenges: utility

billing, public safety and justice systems and
student administration solutions, to name a
few examples. SunGard has been acquiring
companies and developing solutions for
these segments since 1995. Recent acqui-
sitions substantially increased our presence

in higher education and the public sector.

In March 2003 we acquired HTE, which
provides software systems and solutions to
municipal governments, agencies and utilities.
This business offers a particularly strong
solution set to help governments manage the
public safety and justice functions. The
acquisition of SCT in 2004 complements our
other solutions in higher education and

makes us a major force in this space.
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SCT provides colleges and universities with
user-friendly digital campus solutions that
enable students, faculty, staff, administrators,

alumni and others to “selfiserve” a host

For customers in higher education and
the public sector, it is a distinct advantage
to work with a specialized provider that

understands the intricacies of their enter-

ERP (enterprise resource planning)
applications, which makes our solutions
easier, cheaper and ultimately more effective

to implement. SunGard is well-positioned

of functions. prise. SunGard solutions are more focused competitively to serve these customers.
on their specific needs than generic
STUDENT ADMINISTRATION COMMUNITY SERVICES
1 ‘
Student Regulatory Class Home Property | Constituent
Demographics Reporting Scheduling Access Appraisal Intemet
Access
Standardized - A . Parks/
Gradebook Attendance Test Scores Discipline Licensing Recreation
=
. Report Code Planning &
) Transcripts Cards Enforcement Zoning
College Special Tax Billing .
‘ Tracking Education & Collections Permits
UTILITIES PUBLIC SAFETY
' Fire
Customer Utility Customer Records Fire Incident Wwe!gss Resources
A e Internet : Mobile ..
Relations Billing Management Reporting . Activity
Access Solutions .
Tracking
Regulato Facility Human Demographics GIS Fire Field
guatory Payroll grap . Prevention/ .
Compliance |} Management Resources Module Mapping . Reporting
Inspections
General Applicant Asset Purchasing/ Parkin Public Computer Emergency
Ledger/ Tf;ckin Management Inventol ; Probation Tlcketg Defender Aidad Medical
Budget 9 g v Dispatch Services
Citizen Municipal
Reporting Cash Fleet Accgunts Internet Court Prosecutor
Receipts Management Receivable
Access Management
[
FINANCIALS ,
I Jail Jury Superior
Management {} Management Court
Management
JUSTICE

Higher Education & Public Sector Systems
SunGard Higher Education and Public Sector
Systems serves a wide range of customers —
institutions of higher education, school
districts, nonprofit organizations, and local,
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state and federal government agencies —

with a growing range of specialized enterprise
resource planning and administrative
solutions for functions such as accounting,

human resources, payroll, utility billing,
land management, student administration,
fundraising, and grant and project
management.




INVESTMENT SUPPORT SYSTEMS

Brokerage & Trading

SunGard Brokerage Services
New York, New York
212.566.1600

SunGard Business Integration
New York, New York
212.977.7386

SunGard Securities Processing
Bedford, Massachusetts

781.275.7444

SunGard Trading Systems
Jersey City, New Jersey
201.499.5900

Wealth Management

SunGard Market Data Services
Mount Laurel, New Jersey
856.235.7300

SunGard Asset Management Systems
Birmingham, Alabama
205.437.7500

SunGard Securities Finance
Salem, New Hampshire
603.898.5380

Wichita, Kansas
316.609.7800

Treasury & Risk Management

SunGard Energy Systems SunGard eP!
Houston, Texas Livingston, New Jersey
713.210.8000 973.994.2390

Investment Management

SunGard Investment Management Systems
Hinsdale, lllinois
630.20.3100

Geneva, Switzerland
41.22.929.8300

Benetit, Insurance & Investor Accounting

SunGard Employee Benefit Systems
Birmingham, Alabama
205.437.7500

Miami, Florida
305.858.8200

SunGard Workflow Solutions
Birmingham, Alabama
205.870.4100

SunGard Insurance Systems/FDP

SunGard Financial Networks
Hinsdale, illinois
$30.920.3100

SunGard Futures Systems
Chicago, inois
312.577.6100

SunGard Online Investment Systems
Salt Lake City, Utah
801.955.6100

SunGard Wealth Management Services

SunGard Trading & Risk Systems
London, England
44.20.7337.6000

SunGard Treasury Systems
Calabasas, California
818.223.2300

SunGard Investment Management Systems (Europe)

SunGard Insurance Systems
Atlanta, Georgia
770.587.6800

SunGard Investor Accounting Systems
Wayne, Pennsylvania
610.975.3000

AVAILABILITY SERVICES

HIGHER EDUCATION & PUBLIC SECTOR SYSTEMS

SunGard Availability Services
Wayne, Pennsylvania
484.582.2000

SunGard Availability Services {U.K.) Limited
Bracknell, England
44.20.8080.8888

SunGard Higher Education &
Public Sector Systems
Hilton Head, South Carolina
843.689.3182

SunGard SCT
Malvern, Pennsylvania
610.647.5930

SunGard Qutput Solutions
Birmingham, Alabama
205.307.6800

SUNGARD
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SunGard is a global leader in integrated software and I
|

RIS helps information-dependent enterprises of all types to :
prisure the continuity of their business. SunGard serves more I

than 20,000 pmers in more than 50 countries, including

SunGard (NYSE:SDS) is a member of the S&P 500 and has |
qnnual revenue of $3 billion. I
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Quarterly Financial Infoermation (Unaudited)

First Second Third Fourth

{in thousands, except per-share amounls) © Quarter Quarter Quarter Quarter
2003V
Revenue $ 674,561 $ 733,963 $ 742,427 $ 804,301
Gross profic? 371,151 412,186 421,070 458,920
Income before income taxes 125,684 149,469 154,363 185,608
Net income 76,039 89,880 92,365 112,026
Diluted net income per common share® 0.26 0.31 0.31 0.38
2002?
Revenue - 5608223 $623328  $659915  §701,771
Gross profic® - 353,007 356715 365808 415,868
Income before income taxes- ‘ 114,789 137,464 129,983 - 161,061
Net income _ - 70,021 - 81,684 78,078 95,858
Diluted net income per common share 0.24 0.28 0.27 0.33

@ Includes merger costs and other acquisition-related items of $1,296, $3 602 and $(4,565) during the second, third and fourth quarters, respectively ($781,
$2,886, and $(2,856) after tax; or less than $0.01, £0.01 and $(0.01) per diluted share in the second, third and fourth quarters, respectively). See Note 2 of
Notes to Consolidated Financial Statements. .

? Includes merger costs and other acquisition-related items of $1,677, $(590), $10,5 19 and $187 during the firse, second, third and fourth quarters, respectively
{$1,023, $542, $6,926 and '$79 after tax, respectively; or $0.01 and $0.02 per diluted share in the first and third quarters, respectively, and less than $0.01 per
diluted share in the second and fourth quarters). See Note 2 of Notes to Consolidated Financial Statements.

3 Gross profit equals revenue less cost of sales and direct operating expenses.

® The sum of the quartérs does not equal the full-year total due o rounding,

Stock Information

Our common stock is listed on the New York Stock Exchange under the symbol SDS. At March 3, 2004, we had
approximately 7,850 stockholders of record. No dividends have ever been paid on our-common stock. Our policy is to retain

earnings for use in our business.

The accompanying table indicates high and low sales prices per share of our common stock, as reported on the New York

Stock Exchange.

Calendar Year 2003 ’ *Calendar Year 2002

First Quarter $ 25.09 $17.50 First Quarter $ 35.10 $27.20
Second Quarter 26.76 20.00 - \ -Second Qu:irter ‘ ©33.10 22.90
Third Quarter : 29.60 25.00 Third Quarter 26.48 v 18.60
Fourth Quarter 29.16 2599 Fourth Quarter 24.70 14.70

The closing price of our common stock on March 3, 2004, as reported on the New York Stock Exchange, was $29.12 per share.
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Management's Discussion-and -Analysis |
of Financial Condition and Results of Operations

Introduction

We are a global leader in integrated software and processing solutrons, primarily for financial services. We also help

information-dependent enterprises of all types to ensure the continuity of their business. We serve more than 20, 000 customers

in over 50 countries. We have three segments: Investment Support Systems, Availability Services, and Higher Education and

Pubhc Sector Systems

- In Investment Support Systemsl (ISS), we primarily serve financial services institutions through a broad range of ‘
complementary software solutions that process their investment and trading transactions. These solutions are grouped. into '
the following business areas: brokerage and trading syStems wealth management systems;: treasury and risk management
' systems; investment management systems; and beneﬁt, insurance and investor accounting systems. The prmcrpal purpose
of most of these systems is to automate the many detailed processes associated with trading securities, managing portfolios

and accounting for investment assets. We deliver many of our systems as an apphcatlon service. provrder

In Avaﬂabxlrty Services (AS), we prrmarrly serve 1nformatron -dependent enrerprrses of all types by helpmg to ensure the

- continuity of their.business. We provrde a continuum of mformanon availability services for all major computing platforms.

We also provide managed IT services and professronal services, mcludmg acting as an application service provider for a number

" of our investment support systems.

In Higher Education and Public Sector Systems (HE/PS), we primarily provide specialized enterprise resource planning and '

admiinistrative solutions for higher education, school districts, governments and nonprofits. On February 12, 2004, we acquired
Systems & Computer Technology Corporatron (SCT), a leadrng global provider of technology solutions for hrgher education.

See Note 2 of Notes to Consolidated Financial Statements

The following discussion includes historical and certain forward-looking informition that should be read together with the
accompanying Consolidated Financial Statements and related footnotes and the discussion below of certain risks and
uncertainties that could cause furure operating results to differ materially from historical results or the expected results indicated

. by forward-looking statements.

Use of Estimat‘e‘s"énd Critiéal_ Accnﬂnting Policies

The preparation of ﬁnancial statements in conformity with accounting principles. generally accepted in the United States
of America requrres us to make many estimates and judgments that affect the reported amounts of assets, liabilities, revenue
~and expenses. Those estimates and Judgments are based on historical experrence, future expectatrons and other factors and
assumptions we believe to be reasonable under the circumstances. We review our estimates and judgments on an ongoing basis
and revise them when necessary. Actual results may differ from the original or revised estimates. A'summiry of our significant
accounting policies is contained in Note 1 of Notes to'Consolidated Financial Statements. A descriptibn of the most critical

policies follows. Our management has discussed the critical accounting policies described below with our audit committee.
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Intangible Assets and Purchase Accounting

We seek to grow through both internal development and the acquisition of businesses that broaden or complement our
product lines. During the three years ended December 31, 2003, we spent approximately $1.6 billion, net of cash acquired, to’
purchase 25 businesses. Purchase accounting requires that all assets and liabilities be recorded at fair value on the acquisition date, -
including identifiable intangible assets separate from goodwill. Identifiable inta{n'gible assets generally include software, customer
contracts and relationships (grouped together as customer base) and noncompétition agreements, Goodwill represents the excess
of cost over the fair value of net assets acquired. For significant acquisitions, we obtain independent appraisals and valuarions of

the intangible (and certain tangible) assets acquired and certain assumed obligations.

The estimated fair values and useful lives of identified intangible assets are based on many factors, including estimates and
assumptions of future operating performance and cash flows of the acquired business, estimates of cost avoidance, the nature of
the business acquired, the specific characteristics of the identified intangible assets and our historical experience and that of the
acquired business. The estimates and assumptions used to determine the 'fa’ir values and useful lives of identified intangible assets
could change due to numerous factors, including product demand, market conditions, regulations affecting the business model
of our brokerage operatibns, technological developments, economic conditions and competition. The carrying values and useful .
lives for amortization of identified intangible assets are reviewed on an ongoing basis, and any resulting changes in estimates

could have a material effect on our financial results.

When circumstances change or at least annually, we compare the carrying value of goodwill of each reporting unit to its
estimated fair value to determine whether the carrying value is greater than the respective estimated fair value. If goodwill exceeds
the estimated fair value, it would be impaired, and some or all of the goodwill would be written off as a charge to operations,
which could have a material effect on our financial results. The estimate of fair value requires various assumptions including the
use of projections of.future cash flows and discount rates that reflect the risks associated with achieving the future cash flows.

Changes in the underlying business could affect these estimates, which in turn could affect the fair value of the reporting unit.
We believe that there was no impairment of identified intangible assets or goodwill at December 31, 2003.

In connection with certain acquisitions, we have accrued the estimated costs of closing certain facilicies. Costs for closing
leased facilities are estimated based on the condition and remaining lease term of each facility, the expected closure date, and
an assessment of relevant markert conditions, including an estimate of any sub-lease rental income we can reasonably expect to
obtain given the market conditions at the time of the ‘acquisit’ion. Costs for closing owned facilities are based on the difference
between the estimated net proceeds from a sale of the facility and its carrying value. These estimates are based on an assessment
of the condition of the facility, its location and relevant market conditions. The estimated cost of closing our existing facilities is
included in merger costs, and the estimated cost of closing acquired facilities is included in goodwill. Merger costs or goodwill
_could change due to the finalization of plans for closing facilities and completion of valuations within one year after the
acquisition, as well as the settlement of lease obligationé or sale of owned facilities. A change in market conditions after the
acquisition date could éhange the estimated costs for closing faciliries.and would result in a charge or credit to merger costs,

which could have a material effect on our financial results.
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Revenue Recognition-

We generate services revenue from’ évailability‘services, processing services, software maintenance and rentals, professional
services, broker/dealer fees and hardware rentals. All services revenue is measured and recorded as the services are provided,

“according to contractually stated amounts, which friayv be fixed, variable or.a combination of both. Revenue is recorded based on

the fair value of each.element as the services are provided. Fair value is détermined based on the sales price of each element when
sold separately. AS services revenue consists of fixed rﬁonihly fees based upon the specific computer configuration or business
process for which the service is being proyided, and the related costs are incurred ratably over the contract period. In a disaster,
the customer is éontractually obligated to pay additional fees, which generally cover our incremental costs of supporting the
customer. durmg the disaster. ISS services revenue includes monthly fees, which may include a fixed minimum fee and/or variable

fees based on a' measure of volume or actmty, such as the number of users, accounts, trades, transactions or hours of service.

For fixed-fee professional services contracts, secvices revenue is kécorded based upon the estimated percentage of completion,
-measured by the actual number of hours incurred divided by the total estimated number of hours for the project. When fixed-fee
contracts include both professional services and software and require  significant amount of program modification or customization,
installation, systems integration or related services, the professional services and license revenue is recorded based upon the
estimated percentage of completion, measured in the manner described above. Changes in the estimated costs or hours to complete

the contract are reflected in the period during. Wthh the change becomes known. Losses, if any, are recognized immediately.

License fees result from contracts that permit the customes to use our software products at its site. Generally, these contracts -
are multiple~elemcnt arrangements since they usually provide for ﬁprofessiénal services and ohgoing software maintenance. In these
instances, license fees are recognized upon the signing of the contract and dehvery of the software if the license fee is ﬁxed collection

is probable, and there i is sufficient evidence of the fair value of each undelivéred element. Revenue is recorded over the contract
period when customer payments are extended beyond normal bﬂhng terms, or when there is significant acceptance, technology
or service risk. Revenue also is recorded over the contract period in those instances where the software is bundled together with

computer equipment or other post-delivery services, and there is not sufficient evidence of the fair value of each element.

W believe that our revenue recognition practices comply with the complex and evolving rules governing revenue
recognition. Future interpretations of existing accounting standards, riew standards or changes in our business practices could

result in changes in our revenue recognition accounting policies that could have a matérial effect on our financial results.
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Reshlts of Operations

The following table sets forth, for the periods indicated, certain amounts included in our Consolidated Statements of
Income, the relative percentage that those amounts represent to total revenue (unless otherwise indicated), and the percentage
change in those amounts from period to period. All percentages are calculated using actual amounts rounded to the nearest

one-hundred thousand and are rounded to the nearest whole percentage.

Year ended December 31, ~ Percent of Revenue Percent
{in millions) Year ended December 31, ] Increase (Decrease)
: 7 2003 2002
2003 - 2002 2001 2003 2002 2001 - vs. 2002 vs. 2001
Revenue” ‘ ‘ ‘ ‘
Investment support systems '$1,605.8 . $1,408.1 $1,345.0 | 54% - 54% 68% 14% | 5%
Availability services ¢ 1,170.6 1,052.5 522.4 : 40% 41% 26% 11% -~ 101%
Higher education and | | o ; ; :
public sector systems 1789 1326 1144 6% 5% 6%  35%  16%
$2,9553 $25932 $1,981.8  100%  100%  100%  14%  31%
Costs and Expenses |
Cost of sales and : ‘ ‘ ‘
direct operating $1,291.9 $1,101.8 $ 8238  44% . 42%  42%  17% . 34%
- Sales, marketing ‘ | - : ’
and administration 5361 5047 4033 18%  19% . 20% 6%  25%
Product development : 1948 1589 . 172.4 7% - 6% 9% 23% (8)%
Depreciation and amortization . 2227 203.0 109.0 8% 8% 6% 10% ' 86%
Amortization of acquisition— : ; ’ ‘
related intangible assets ‘ 88.7 651 669 3% 3% 3% - 36% - (3)% ‘
Merger costs ; i (2.5): 12.5 7.2 _ = — (120)% 74%

'$23317 . $2,0460 $1,5826  79%  79% 80% ©  14% ,  29%

Operating Income® A ‘ ' ‘
Investment support systems® '$ 301.8 '$ 3208 $ 2813 19% . 23%. 21% (6)%: 14%

Availability services® . 3397 257.8 147.5 29% 24% - 28% . 32% | 75%
Higher education and ' ‘ : - : | ‘

_ public sector systems? | 221 - 191 1.7 12% . - 14%  10% | 16% 63%
Corporate administration ‘ 42.5) (38.0) (34.1) ()% (1)‘% (2)% ! 12% 11%
Merger costs ~ 250 (25 . (7). — | — — . Q200%  74%

$ 6236 $ 5472 § 399.2 21% 21% 20% 14% - 37%

' Por comparative purposes, 2002 and 2001 reflect the reclassification of a business from HE/PS to 1SS.

@ Percent of revenue is calculated as a percentage of 1SS revenue, AS revenue and revenue from HE/PS, respectively.
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Revenue

The following table sets forth, for the periods indicated, certain supplemental revenue data, the relative pcrcentage that

those amounts représent to total revenue and the percentage change in those amounts from period to period. All percentages are

calculated using actual amounts rounded to the nearest one-hundred thousand and are rounded to the nearest whole percentage.

Year ended Dacembér 31,

Percent of Revenue

Percent

O%

O For comparative purposes, 2002-and 2001 reflect the reclassification of a business from HE/PS 1o ISS.

(in millions) Year ended December 31, “Ingrease (Decrease)
T - 2003 2002
2003 2002 - 2001 2003 - 2002 2001 vs. 2002 vs. 2001
Investment Support Systems® ;‘ ( : 7
Services - $1,390.1 §1220.3 $1,1323  47% 47%  S7%  14% 8%
License and resale fees 165.0; 158.2 186.1 6% “ 6% 9% 4%  (15)%
Total products and services . 1,555.1  1,3785 - 1,3184 = 53% .  53%  67%  13% 5%
Reimbursed expenses o 50.7 N 296 266 - 2% 1% 1% 71% - 11%
$1,6058 $1,408.1 $1345.0 ' 54%  S54%  68%  14% 5%
Availability Services ‘ ; o . ‘
Services.© . $ 1,144.4 $ 1,034.8 $ 513.6" 39% | : 40% 26% 11% 101%'
" License and resale fees 22.42 15.2 . 7.7 1% 1% — 47% 97%
Total products and services 1,166.8 1,050.0. -~ 521.3 39% ; 40% 26% - 11% - 101%
Reimbursed’expens’es | _ 3.8 25 - LI ‘ — — — 52% . 127%
© U$1,1706 $1,0525 § 5224 0 40%  .41% 26%. 1%  101%
Higher Education ‘ ‘
and Public Sector Systems® ,i . : ,
Services ‘ $ 1269 8 8003 686 4% 3% 3% S9%  17%
* License and resale fees 224 218" 203 1% - 1% 1% 3% - 7%
Total products and services 149.3° 1018~ 889 5% 4% % 4% 15%
Reimburs_'ed expenses 29.6 ‘ :30.8 255! 1% 1% 1% {4)% . 21%
' S 1789.8 1326 8§ 1144 6% 5% % 3%  16%
Total Revénue' _ , , - o
Services $2.661.4 $2335.1 $17145  90% - 90% - 7%  14%  36%
License and resale fees 2098 1952 2141 7% 8%  11% 7%
* Total products and services 2,871.2 2,530.3 1,928.6 . 97% 98% - 97% 13% 31%
Reimbursed expenses 841 629 532 % 2% 3% 3% 18%
| $2,955.3 $2,593.2 $1,9818 . 100% ©  100% - 100%  14% |~ 31%
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Income From Operations

Overall results for 2003 were consistent with our expectations. Our total operating margin was 21% in 2003 and 2002.
The five hundred basis point improvement in the AS margin was offset by decreases in the ISS and HE/PS margins due primarily
to the lower mafgins associated with acquired businesses. While we believe our compertitiveness grew stronger in 2003, continued
cost-cutting by our customers put pressure on revenue growth as contracts came up for renewal. Many of our products help
customers reduce costs, which contributed to demiand and improved our competitive position, but priée pressure on fees was
greater than we expected in 2003. These factors essentially canceled each other out, resulting in the overall demand for our
products and services mleetin_g our expectations. During 2002, overall results were slightly above our expectation because the
integration of an acquired business into AS proceeded faster and better than expected and more than offset the lower than

expected performance of ISS.

ISS Income from Operations ’ AS Income from Operations ‘ ‘ HE/PS Income from Operations

(in miflians of dollars) (in millions of dollars) . ‘ (in millions of dollars)
340
32 302
281 258
148
- 12 19 22
2001 2002 2003 . 2001 2002 2003 » 2001 . 2002 2003

We expect that our total operating margin will improve modestly in 2004. For purposes of estimating our 2004 operating
margin, we assumed that the demand environment for our products and services will not change significantly. In addition,
because the timing and magnitude of acquisitions and related costs are unpredictable, we assumed that we will have no further

acquisitions during 2004.
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Investment Suppurt 8ystems (ISS)

“The ISS operating margin was 19% in 2003, compared with 23% in 2002 and 21% in 2001, The lower margin in 2003 was

due to the lower operating margins of acquired businesses. The-impact on the 2003 margin of a $35.8 million (13%) decrease in

internal professional services revenue was largely offset by cost controls. Internal revenue is revenue from businesses owned for at

least 12 months. Despite a $27.9 million"(15%) decrease in 2002 license and resale feee, the 2002 thargin was higher due to the

full-year impact of 2001 cost reductions and additional.2002 cost controls implemented across ISS.

The most important factors affecting the ISS operating margin are:
» the operating margins of recently acquired businesses, which tend to be lower at the outset and improve over a
number of years, © ‘
« the low level of IT spending, which contributes to coritinued pressure on pricing both in contract renewals and new
contract signings and to a lower demand for professional services, ' o
* the level of trading volumes and software license sales, and ,
* the overall condition of the financial services industry and the effect of any further consolidation among financial

services firms.

Avallablllty Services (AS)

The AS operatmg margin was 29% in 2003, compared wrth 24% in 2002 and 28% in 2001 The higher margin in 2003
was due primarily to cost reductions associated with the successful i mtegratron of acqurred businesses and the recovery of accounts
receivable that were reserved as uncollectible in 2002. The lower margin in 2002 was due prrmarrly to the initial effect of the

srgruﬁcantly lower margms of acqurred busrnesses, and the full-year effect of hrgher costs resulting from expansion of our
* AS resources in 2001,

~ The most important factors affecting the AS-operating margin are:
* the rate and value of contract renewals and new contract signings,
» the timing and magnitude of equipment and facilicies expenditures, and

‘o the trend toward increasing sales of dedrcated solutions, which yield lower margins than tradmonal shared solutions.
12 ¥

The margin of the AS European business is lower than the margin of the North American business due primarily to purchasing

preferences that inhibit pan-European services, resulting in lower economies of scale, and, to a lesser extent, a higher percentage

of dedicated solurions.

31




Revenue

Total revenue increased $362.1 million and $611.4 million in 2003 and 2002, respectively. Internal revenue was unchanged
in 2003 éompared to an increase of approximately 1% in 2002. Currency fluctuation had a-positive impact of approximately
2% on 2003 internal revenue. During 2003, a decrease in internal revenue from ISS and HE/PS was offset by an increase in
AS internal revenue, and. internal revenue growth fluctuated from a low of negative 1% during the second quarter to a high
of 2% during the fourth :quarter, During 2002, internal revenue growth fluctuated from a high of 3% during the second quarter
to a low of negative 1% during the fourth quarter. In both 2003 and 2002, the effects of the economic slowdown hindered

revenue growth in all three segments.

Services revenue, which is largely recurring in nature, ihcludes revenue from availability services, proéessing services, software
maintenance and rentals, professional services, broker/dealer fees and hardware rentals. Services revenue increased to $2.7 billion
(149), $2.3 billion (36%) and $1.7 billion (22%) in 2003, 2002 and 2001, respectively, and represented approximately 90%,.
90% and 879%, respectively, of total revenue. The increase in 2003 was due primarily to acquired businesses and an increase
in AS internal revenue, offset in part by a decrease in ISS internal professional services revenue. The increase in 2002 was
due primarily to an acquired AS business, offset in part by lower ISS internal professional services. revenue. Services revenue
increased in 2002 as a percentage of total revenue because software license fees decreased, largely due to the economic slowdown,

and because the revenue from acquired AS businesses was almost all services revenue.

Professional services revenue was $375.6 million in 2003, éompared to $358.1 million in 2002 and $339.2 million in 2001.
The increase in each year was due primarily to acquired businesses, offset in part by a decrease in ISS internal revenue, which

resulted from lower customer spending for new and existing projects. .

ISS Revenue ; AS Revenue ~ HE/PS Revenue

(in millions of dotlars) (in millions of doiiars) . {in-millions of doliars)

1,606

1,408

1os3 BIT
522 ”
114 133 -179
2001 2002 2003 2001 2002 2008 2001 2002 2003
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Revenue from license and resale fees was $209.8 million, $.1.95.2 million and $214.1 million in ‘2003‘, 2002 and‘2001,
" respectively, and includes software license revenueé of $171.6 million, $155.4 million and $182.5 million, respectively. The 2003

" “increase in software license fees was due to acquired businesses offset in part by a decrease in HE/PS internal revenue. The lower

software license revenue in 2002 was due primarily to the economic slowdown resulting in lower customer spending for new

software systems.

.Investment Support Systems

Total ISS revenue increased $197.7 million (14%) in 2003'and $63.1 million (5%) in 2002. Internal ISS revenue decreased.
“approximately 2% in both years due prlmanly to the economic slowdown resultmg in lower customer spendmg, especxally in the

. financial services mdustry

In 2003, ISS services revenue increased $1698 miﬂioh_ (14%), and license and resale fees increased $6.8 million (4%). '
_The increase in services revenue was due primarily to acﬁuir‘ed businesses, offset in part by a $35.8 million decrease in internal
professional services revenue. Professional services revenue was down across ISS, especially in benefit, insurance and investor
accounting systems which accounted for approximately 60% of the decrease. We believe that improvement in internal
prefessiona.l services revenue will depend, in part, en an improving economy, .but will lag an increase in new contract signings.
~ The increase in Iicerise and resale fees was due primarily to acquired businesses offset by lower customer spending for new and
existing projects across most. 1SS busmesses Revenue from relmbursed expenses mcreased $21.1 million due primarily to

“acquired brokerage and tradmg systems busmesses

L7
In 2002 ISS services revénue mcreased $88.0 million (8%) while license and resale fees decreased $27 9 million (15%).
The increase in services revenue was due prlmarlly o acqulred businesses. Internal professional services revenue decreased $40, 0
million across ISS. Total processing and support revenue grew by about the same amount due to increases in wealth management
systems and investment management systems, net of a decrease in brokerage and trading systems. The decrease i in license and
resale fees was due primarily to the economic slowdown causing lower spendmg for new systems. The increase in reimbursed -

expenses was due to reimbursed trading expenses from an acquired brokerage and trading systems business.
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‘Availability Services

AS revenue increased $118.1 million (119%) in 2003 and $530.1 million (101%) in 2002. Internal AS revenue increased
approximately 3% and 7% in 2003 and 2002, respectively. The primary factors for the lower internal revenue growth were the
loss of business to ciscomers taking certain of their availability solutions in-house, continued depressed capital spending by
customers due to the economic slowdown, and our ongoing efforts to renew shorter-term contracts for longer-term commitments
in exchange for lower monthly fees. Among our largest customers, ‘there is a trend toward dedicated solutions rathe; than traditional
recovery solutions. The primary reason for this trend is that dedicated solutions, although more costly, provide greater control
and faster response to.processing idterruptions. Many customers prefer dedicated solutions provided by us in order to take
advantage of our bﬁsir_iess continuity-expertise and resource management capabilities. Other customers, especially among the
very largest having significant I'T resources, prefer in-house dedicated solutions, which often are facilitated both by excess data
center capacity resulting from the economic slowdown and by ongoing technological advances. When an existing customer
moves from a traditional shared SunGard solution to-a dedicated SunGard solution, there is 2 positive impact on AS revenue,
but usually at a lower margin. Although we cannot predict the exact mix of gains and losses that will result from the tzend toward
dedicated solutions among our largest customers, we expect that this trend will continue to create pressure on our AS internal
révenue growth rate. We believe that future increases in AS internal revenue will depend, in part, on an improving economy,

but will lag an increase in IT capital spending.

Higher Education and Public Sector Systems_

Revenue from HE/PS increased $46.3 million (35%) in 2003 and $18.2 million (16%) in 2002. The increase in 2003 was
due to an acquired business offset in part by-a decrease in internal revenue of approximately 5%. The decrease in internal revenue
was due primarily to lower license and resale fees. The increase in 2002 was due primarily to an increase in revenue from public

sector systems.

Costs and Expenses

Total costs and expenses as a percentage of revenue were relatively consistent during 2003, 2002 and 2001, with a slight
decrease in 2002 due primarily to the full-year impact of cost controls implemented in 2001 and the integration of an acquired

AS business.

Cost of sales and direct operating expenses increased $190.1 million (17%) in 2003 and $278.0 million (34%) in 2002.
The increase in 2003 was due to acquired businesses, offset in part by lower cost of sales-and direct operating expenses associated

with lower ISS sales in 2003 and by a nonrecurring AS equipment sale in 2002. The increase in cost of sales and direct operating

expenses as a percentage of total revenue was due to, certain ISS businesses, especially in brokerage and trading systems, having

a higher percentage of cost of sales and direct operating expenses, offset in part by a decrease in AS costs due to the integration of
acquired businesses. The increase in 2002 cost of sales and direct operating expenses was due primarily to acquired businesses,

offset in part by cost controls. The cost of sales and direct operating expenses directly related to license fees are negligible.

Sales, marketing and administrative costs decreased as a percentage of total revenue to 18% during 2003 from 19% and

20% during 2002 and 2001, respectively, because of cost-controls and lower commission and incentive compensation expense.
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- Since AS product development expenses are msrgmﬂcant, it is more meaningful to look at product development expenses as a
_ percentage of revenue from ISS and HE/PS. In.2003, product development expenses were. 11% of revenue from ISS and HE/PS,

- compared to 10% and 12% in 2002 and 2001, respectlvely Capitalized development costs, amottization of previously capitalized
development costs (which is included in depreclatron and amortization) and net cap1talrzed development costs in each of the

years ended December 31 follow (in millions):

2003 2002 . 2001

© Capitalized development costs . $12.9 B $15.4 $115
Amortization of previously capitalized ' '
development costs ’ 8.8 . 69 6.3
" Net capitalized development costs. T $ 4.1 $ 85 C$ 52

'Depreciatlon'and amortiiatlon'was 8% of total revenue in 2003 and 2002, compared to 6% in 2001. The higher percentage
in 2003 and 2002 was due to acquired'AS businesses. . . ‘

_ Amortlzatlon of all acqulsmon -related mtanglble assets totaled $88 7 mlllron $65.1 million and $66.9 million in
2003, 2002 and 2001, respectlvely ($0.18, $0.14 and $0.16 per diluted share, respectlvely) The increase in 2003 was due to
acquired businesses. The slight decrease in 2002 was due to the required elrmmvgatron of goodwill amortization, offset in part by
amortization from acquired businesses in 2002 and 2001. Amortiza_tion of goodwill totaled $21.5 million in 2001 ($0.06 per
 diluted share). In accordance with Statement of Financial Accounting Standards Number 142, “Goodwill and Other Intangible
‘Assets” (SFAS 142 - see Note 1 of Notes to Consolidated .Fin‘amcial Stétements) goodwill amortization for all'acq'uisitions
‘ stopped on ]anuary 1, 2002, and there was no amortization of goodw1l1 for acquisitions completed between July 1, 2001 and
December 31, 2001. For acqulsmons completed before July 1, 2001, goodw1ll amortization continued through December 31,

2001 usmg the straxght—lme method over perrods ranging from ﬁve to thirry years.

As explained in Note 2 of Notes to Consohdated Fmancxal Statements, we recorded a benefit of $2.5 mrlllon in 2003
(less than $0.01 per diluted share) from the reversal of prevrously recorded merger costs. In 2002 and 2001, we recorded merger
costs of $12.5 million and $7.2 million, respectively ($0.03 and $0.02 per diluted share, respectively). In addition, we recorded
other expense of $2.9 million in 2003_dn-d other income of $.O.7‘million in 2002 (each less than $0.01 per diluted share) related
to-our share of t_he net loss of certain businesses during the period when we owned more than 20% but less than 50% of the
equity, and a loss in 2003 and a gain in 2002 from foreign currency purchased to fund acquisitions. During 2001, we also, -

’recorded an-$11. 9 million ($0. 03 per dlluted share) write- off ofa minority investment.

lnterest income decreased $2.4 million and $18.4 million in 2003 and 2002, respectlvely The decrease in 2003 was due
primarily to lower cash and investment balances and lower i intérest rates. The decrease in 2002 was due primarily to the use of

cash in the fourth quarter of 2001 to acquire an AS business and, to a lesser extent, lower interest rates earned on cash balances.

 Interest expense decreased $1.4 million in 2003 and increased $9.4 million in 2002. The decrease in 2003 was due to lower
average debr balanees under our credit line and lower interest rates in 2003. The increase in 2002 was due primarily to debt

‘incurred to fund the acquisition of an AS business during the fourch quarter of 2001.
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Liquidity and Capital Resources

At December 31, 2003, cash and equivalents were $478.9 million, an increase of $39.2 million from December 31, 2002.
Cash flow from operations was $644.9 million, or approximately 1.7 times ner income, a decrease of $137.0 million compared
t0 2002, when cash flow from operations was approximately 2.4 times net income. Cash flow from operations was 1.9 times
net income in 2001, The 2002 ratio was unusually high due to a significant one-time reduction in the initial working capital
of an acquired business. The 2003 ratio was lower due primarily to a large reduction in accounts payable and accrued expenses

associated with acquired businesses, and represents a return to our normal range of 1.5 to 2.0 times net income.

In 2003, we used our operating cash flow to pay $464.6 million for acciuiréd businesses (net of cash acqixired) and $211.6
million for property, equipment and software. At December 31, 2003, we had $12.9 million of short-term debt and $186.9
million of long-term debt, while stockholders’ equity exceeded $2.7 billion. Capiral spending in 2004 could increase to

approximately $250 million due primarily to expansion of certain AS facilities and technology upgrades across all three segments.

On January 9, 2004, we replaced our credit facility with a new $600 million revolving credit facﬂiqr. In order to remain

eligible to borrow under this facility, we are required to comply with certain standard covenants.

On January 15, 200.4, we borrowed $506 million to fund the acquisition of SCT on February 12, 2004. This was done by
issuing senior unsecured notes split between $250 million of 3.75% notes due 2009, and $250 million of 4.875% notes due

2014. The notes are subject to certain standard covenants.

At December 31, 2003,’ our contractual obligations follow (in millions):

Total 2004 2005-2006  2007-2008 and %‘flt%?’

Short-term and long-term debt $ 199.8 $ 129 °  $1833 $ 25 $ 11
Operating leases 669.0 141.2 2050 126.2 196.6
Purchase obligations . ' 160.8 56.4 50.0 15.3 39.1
Pending acquisitions - 638.0 638.0 — — —
$1,667.6 $ 848.5 $ 4383 $ 144.0 $236.8

Purchase obligations include our estimate of the minimum outstanding obligations under noncancelable commitments

to purchase goods or services.

In addition to the contractual obligations aboVe,'—we have contingent purchase price obligations that depend upon the
operating performance of certain acquired businesses. These obligations cannot exceed $192.0 million and could be paid over
the next three years. The maximum amount payable within the next year is $82.0 million, of which we currently expect to pay
$25.0 million. We also have outstanding letters of credit and bid bonds that toral approxixﬁatcly $28.9 million. We do not

 participate in, nor have we created, any off-balance sheet special purpose entities or other off-balance sheet arrangements, other

than operating leases.
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We expect that our existing cash resources.and cash generated from operations will be sufficient to meet our operating
requirements, debt repayments, contingent acquisition payments and ordinary capital spending needs for the foreseeable furure.

We believe that we have the capacity to secure additional credit or issue equity to finance additional capital needs.

‘Quantitative and Qualitative Disclosures About Market Risk.

We have rarely used derivative financial instruments to manage risk exposures and have never used derivative financial ,
instruments for trading or speculative purposes. Our available cash is invested in short-term, highly liquid financial instruments,
- with a substantial portion havmg initial maturities of three months or less. When necessary, we borrow to fund acquisitions.
- We do not believe that we have a material exposure to interest rate changes Based on borrowings under our credit facility of
-$175 million at December 31, 2003, a 1% change in the borrowmg rate would change the annual interest expense by $1.75
million.-A downgrade in our credit rating would result in an’increase in our interest rate under our credit facility of up to 0. 75%,

_while an upgrade in our credit rating would result in a decrease | in our interest rate of 0.25%..

During 2003, approximately 25% of our revenue was from customers outside the United States. App‘roximateiy 79%

- of this revenue was from customers located in the United Kingdom and Continencal Europe, Only a portion of the revenue

~ from customers outside the United States is denominated in foreign currencies, the majority being British pounds and Euros.

Revenue and expenses of our foteign operations are generaliy denominated in their respective currencies. We continue to mohitor
our exposure to foreign exchange rates as a result of our recent acquisitions and ongomg changes in our operations. We do not

believe thar we have a material exposure to changes in foreign currency exchange rates.

~ Effect of Recent Accodnting Pronouncements

The following accounting pronouncements were issued during 2003. These pronouncements did not have nor are they
expected to have a material impact on our financial results: A » , | :

. * In January 2003, the Financial Accounting Standards Board (FASB) issued Interpretation Number 46, “Consolidation
of Variable Interest Entities” (FIN 46). The FASB revised FIN 46 in December 2003. FIN 46 requires a variable
interest entity to be consolidated if we are subject to a majority of the risk of loss from the variable interest entity’s -
activities or are entitled to receive a majority of the entity’s residual returns or both. We do not have any such
relationship with any variable interest entities. | ' ’

~ In April 2003, the FASB issued SFAS Number 149, Amendment of Statement 133 on Derivative Instruments
and Hedging Activities.” This Statement amends and clarifies financial accounting and reporting for derivative
instruments and for hedgmg activities under FASB Statement Number 133, “Accounting for Detivative [nstruments

- and Hedging Activities.”
* In May 2003, the FASB issued SFAS Number 150, Accounting for Certain Financial Instruments with k
Characteristics of both Liabilities and Equity.” This Statement establishes standards for how to classify and- measure

* certain financial instruments with characteristics of both liabilities and equity

37




Certain Risks and Uncertainties

Certain of the marters we discuss in this Annual Report, including our expected margins, revenue and spending and all other
statements in this Annual Report other than historical facts, constitute forward-looking statements. You can idencify forward-
looking statements because they contain words such as “believes,” “expects,” “may,” “will,” “shoul ) “seeks,” “approximately,”
“intends,” “plans,” “estimates,” or “anticipates” or similar expressions which concern our strategy, plans or intentions. All
statements we make relating to estimated and prdjécted earnings, margins, costs, expenditures, cash flows, growth rates and
financial results are forward-looking statements. In addition, we, through our senior rrianagement, from time to time make
forward-looking public statements concerning our expected future operations and performance and other developments. All of
these forward-looking statements are subject to risks and uncercainties that may change at any time, and, therefore, our actual
results may differ materially from those we expected. We derive most of our forward-looking statements from our operating -
budgets and forecasts, which are based upon many detailed assumptions. While we believe that our assumptions are reasonable, we
caution that it is very difficult to predicf the impact of known factors, and, of course, it is impossible for us to anticipate all factors
that could affect our actual results. Some of the facrors that we believe could affect our results include: general economic and
market conditions, including the lingering effects of the economic slowdown on information technology spending ie\{els, trading
volumes and services revenue, and including the fact that the economic slowdown has left many companies with excess data center
capacity that provides them with the capability for in-house high-availability solutions; the overall condition of the financial
services-industry, including the effect of any further consolidation among financial services firms, and including the market and
credic risks associated with clearing broker operations; the integration of acquired businesses, the performance of acquired
businesses including Systems & Computer Technology Corporation, and the prospects for future acquisitions; the effect of war,
terrorism or cata'strophic‘events; the timing and magnitude of software sales; the timing and scope of technological advances;
the ability to retain and arttract customers and key personnel; and the ability to obtain patent protection and avoid patent-related
liabilities in the context of a rapidly developing legal framework for software and business-method patents. The factors described
in this paragraph and other factors that may affect our business or future financial results, as and when applicable, are discussed
in our filings with the Securities and Exchange Commission, including our Form 10-K for the year ended December 31, 2003, a
copy of which may be obtained from us without charge. We assume no obligation to update any written or oral forward-looking

statement made by us or on our behalf as a result of new information, future events or other factors.
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,(‘,"'ansali.dated Statements of Income

Year ended December 31,

2001

{in thousands, except per-share amounts) 2003 2002
Revenue:
Services’ $2,661,409 $2,335,093 §$ 1,714,549
License and resale fees 209,756 195,222 214,124
Total products and services 2,871,165 2,530,315 1,928,673
Reimbursed expenses 84,087 - - 62,922 53,164 -
| 2955252 2,593,237 1981837
Costs and expenses: '
Cost of sales and direct operating 1,291,925 1,101,839 823,895 -
- Sa-lés, marketing and administraﬁqn 536,069 504,737 40.3,252
Product development ’ 194,790 158,844 . 172,425
Depreciation and amortizatioﬁ ) 222,725 - 202,963 - 108,972
Amortization of écquisition—rélated intangible assets 88,681 65,098 166,860
Merger costs ) (2,547) 12,523 7223
2,331,643 2,046,004 1,582,627
Income from operations 623,609 547,233 399,210
Interest income 6,048 | 8,408 26,793
Interest expense (11,653) (13,074) (3,641)
chér income (expense) (2,880) 730 C—
~ Loss-on write;off of investment — — © (11,890)
Income before income taxes- 615,124 ‘ 543,297 410,472
Income taxes . - 244,814 217,656 164,417
Net income $ 370310 § 325641 § 246055
Basic net income per common share $ 130 - § 1.15 % '0.89
Shares usecf to compute basié net income per common share 285,679 " 282,420 276,057 .
"Diluted net income per commorn share 8 127 - $ 112§ 0.86
Shéres used to compute diluted ﬁet income per commoﬁ sha'ré 292,067 289,654 285,112

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



Consolidated Balance Sheets.

December 31, i
{in thousands, excam per- shm amounts) 2003 . 2002
Assets
Current: ‘
Cash and equivalents $ 478,941 $ 439,735
Trade receivables, less atlowance for doubtful accounts of $45, 785 and $42,999 560,898 518,390
Earned bur unbilled receivables 62,194 48,158
Prepaid expenses and other current assets 95,495 80,820
Clearing broker assets 126,250 _
Deferred income taxes 39,514 47,913
Total current assets ‘ 1,363,292 1,135,016
Property and equipment, less accumulated depreciation of $744,264 and $621,994 562,325 566,199
Software products, less accumulated amortization of $335,175 and $271,753 220,091 132,083
Customer base, less accumulated amortization of $156,318 and $110,031 398,765 343,973
Other tangible and intangible assets, less accumulated amortization of $20,562 and $19,035 72,166 72,707
Deferred income taxes 29,070 92,568
Goodwill 1,354,398 939,050
Total Assets $ 4,000,107 $ 3,281,596
Liabilities and Stockholders’ Equity
Current: '
Short-term and current portion of long—term debt $ 12,943 § 18,128
Accounts payable ' 51,111 59,946
Accrued compensation and beneﬁts 149,147 137,362
Other accrued expenses 195,828 228,986
Clearing broker liabilities 120,357 ' —
Deferred revenue 517,999 426,811
Total current liabilities 1,047,385 871,233
Long-term debt 186,854 187,964
Total liabilicies 1,234,239 1,059,197
Commitments and cohtingencies (see Note 12) -
Stockholders’ equity: :
Preferred stock, par value $.01 per share; 5,000 shares authorized, of which
3,200 shares are des1gnated as Series A ]unlor Participating Preferred Stock — —
" Common stock, par value $.01 per share; 800,000 shares authorized;

288,536 and 283,796 shares issued 2,885 2,838
Capital in excess of par value 886,651 801,936
Restricted stock plans (2,002) (2,324)
Retained earnings : ’ 1,766,990 1,396,680
Accumulated other comprehensive income 111,344 / 23,965

2,765,868 2,223,095

Treasury stock, at cost, 0 and 58 shares — (696)
Total stockholders’ equity 2,765,868 2,222,399
Total Liabilities and Stockholders’ Eqmty $ 4,000,107  $ 3,281,596

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

~
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Consolidated Sfaieme_nts of Cash Flows

Year ended December 31,

$48,483 and $6,197 in 2003, 2002 and 2001, respectively

(in thausands) 2003 2002 2001
Cash Flow From Operations ‘
Net income $ 370,310 $ 325,641 $ 246,055
Reconciliation of net income to cash ﬂow from operations: ‘
Depreciation and amortization 311,406 268,061 175,832
Loss on write-off of investment — — 11,890
Other noncash credits (18,857) (3,971) (12,913)
Gain on sale of non-operating famllty (6,563) —_ =
Deferred income tax provision (benefir) 41,556 " 44,523 (11,545)
Accounts receivable and other current assets 14,301 146,233 . (51,878)
Accounts payable and accrued expenses (89,380) 5,904 35,800
" Clearing broker assets and liabilities, net (4,895) — —
" Deferred revenues 27,056 (4,420) 82,362
Cash flow from operations 644,934 781,971 475,603
Financing Activities |
" Cash received from stock option and award plans 71,856 45,669 61,813
- Cash received from borrowings, net of fees - 146,899 56,216 451,586
Cash used to repay debt (161,066) (445,974) (24,770)
Cash prov1ded by (used in) ﬁnancmg activities 57,689 - (344,089) 488,629
Investment Activities ‘ _ : ,
Cash paid for acquired businesses, niet of cash acqmred (464,558) (236,433) (879,593)
_Cash paid for property and equipment (182,294) (121,293) (102,103)
Cash received from sale of non-operating fac:lllty 12,693 — —
Cash paid for software and other assets (29,258) (36,741) (39,412)
.Cash paid to purchase short-term investments — — (183,433)
Cash received from sale of investment in common stock — — 16,057
Cash received from sales and maturities of short-term i mvestments — — 364,737
Cash used in investment activities (663,417) (394,467) (823,747)
Increase in cash and equivalents 39,206 43,415 140,485
Beginning cash and equivalents * 439,735 - 396,320 255,835
Ending cash and equivalehts $ 478,941 $ 439,735 $ 396,320
‘Supplemental Information
Interest paid ) $ 11,790 8§ 13,582  $ 3,407
Income taxes paid $ 209,270 $ 155,962 $ 133,195
. Acquired businesses: N
~ Property and equipment $ 10,585 § 78,574  $326,718
- Software products 114,482 12,235 6,303
Purchased in-process research and development 910 — —
Customer base 82,411 102,995 213,193
Goodwill 363,794 - 299,663 347,483
Other rangible and intangible assets 8,970 22,037 15,823
Deferred income taxes : (26,044) (3,508) 13,153
Purchase price oblxganons and debt assurned (7,648) (134,972) (17,127)
Net current habilities assumed {(82,902) {140,591) - (11,490)
Common stock issued and net equity acqulred in pooling of interests - — (14,463)
Cash paid for acquired businesses, net of cash acquired of $61,507, - .
$ 236,433 $ 879,593

$ 464,558

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




Cans'alidated'Statemenl of Stockholders’ Equity

Preferred Stock Common Stock
: : .~ Number Number i
(in thousands) ( L of Shares . Par Value of Shares Par Value -
Balances at December 31, 2000 - v — % — 133,654 $ 1,337
Pooling of interests | o = — © 4,138 o 41

‘Comprehensive income:

Net income : ' - , — — — S

Foreign currency translation ‘ ‘ . —_ —_— —_ C—

Unrealized gain on investments \

(net of income taxes of $1,980) o — — — —

Total comprehensive income » ‘ ’ ' ‘
Two-for-one comrﬁon‘stock split .7 - ‘ | — _ — 139,407 1,394
Pre-acquisition distributions o : — — — —
Deferred income tax benefit resulting from the ASC acquisition — - . = —
Shares issued under stock plans- ’ — - 4,223 42
Compensation expense and note repayments -

related to stock plans - : — - = : —

" Income-tax benefit arising from employee stock options — : — — v —

Balances at December 31, 2001 - — — . 281422 2,814
Comprehensive income: :
Net income , ' - T — o R —
Foreign currency translation . ‘ — — — . —_—
Total comprehensive income ‘ v . .
Shares issued under stock plans : —— — 2,374 24
Shares returned under restricted stock plan N —_ C— — —
Compensation expense related to stock plans — e A — —

Income tax benefit arising from employee stock options — — — —

Balances at December 31, 2002 - | - — 283,79 2,838
_Compfehcnsive income: ' ’ ) ‘
Net income : C A = — — —
Foreign currency translation : — — — . —
Total comprehensive income , , V :
Shares issued under stock plans " — ' — T 4,740 47

Compensation expense related 1o stock plans —_— — — —

Income tax benefit arising from employee stock options — — — —

Balances at December 31, 2003 B - _ $ — 288,536 $ 2,885

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

Accumulated Other ‘
Comprehensive Income

Capital in  Plans and Notes Foreign - Unrfgggg}%ﬁ:‘ms Treasury Stock

Excess of Receivable from  Retained Currency arketable - Number

Par Value  Common Stock  Earnings Translation .Securities of Shares Cost Total

8659404 $ (94D $ 820067  $ (19,004  $(3,676)  (325) $ (14,711)  $ 1,442,476

9315 — 5,107 — — ~ — 14,463

— — 246,055 — — — —_—
— — = 6175 — — —
— — — — 3,676 - —
. - 243,556
(1,394) — — — — (325) — —
— — (190) — — — - (190)
- 8,449 —_ — — — — — 8,449
66,039 - (3,445) _ — — — — 62,636
— 872 — - — — — 872
21,594 — = — — — — 21,594
763,407 (3,514) 1071039 (25179) = (650) (14,711) 1,793,856
— — 325,641 — - — —
— — - 49,144 — — —

‘ : o - ‘ 374,785
31,303 . (473) — — — 620 14,015 44,869
= 800 — — — (28) . — 800

— 863 — — — — — 863
7,226 — _ — — — — 7,226
801,936 - (2,324) 1,396,680 23,965 - (58) (696) 2,222,399
— — 370316 — . — — —
— — 87379 — — —
| 457,689
73,186 (500) — — - — 58 696 73,429
_ 822 — — — — - 822
11,529 — — — — — — 11,529.
$ 886,651  $(2,002) $1766990  $111,344 $§ - — $ - $ 2,765,868
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Notes to Consolidated Financial Statgm»ents

1. Summary of Significant Accvoun‘ti«ng Policies

Basis of Presentation

SunGard Data Systems Inc. has three segments: Investment Supporr Systems (ISS), Availability Services (AS) and Higher
Education and Public Sector Systems (HE/PS). The consolidated financial statements include the accounts of the Company

and its majority-owned subsidiaries. All significant intercompany transactions and accounts have been eliminated.

Estimates
The preparation of consolidated financial statements in. conformity with accounting principles generally accepted in the
United States of America requires management to make many estimates and judgments that affect the reported amounts of assets,

liabilities, revenue and expenses. The Company evaluates its estimates and judgments on an ongoing basis and revises them when

necessary. Actual results may differ from the original or revised estimates.

The Company amortizes identifiable intangible assets over periods that it believes approximate the related useful lives of
those assets based upon estimared future operating results and cash flows of the underlying business operations. The Company
closely monitors estimates of those lives, which could change due to many factors, including product demand, market conditions,
regulations affecting the business model of the Company’s brokerage operations, technological developments; economic

conditions and compecicion.

Revenue Recognition

The Company generates services revenue from availability services, processing services, software maintenance and rentals,
professional services, broker/dealer fees and hardware rentals. All services revenue is measured and recorded as the services are
provided, according to contractually stated amounts, which may be fixed, variable or.a combination of both. In accordance with
Emerging Issues Task Force Issue Number 00-21, revenue is recorded based on the fair value of each separable element as the
services are provided. Fair value is determined based on the sales price of each element when sold separately. AS services revenue
consists of fixed monthly fees based upon the specific computer configuration or business process for which the service is being
provided, and the refated costs are incurred ratably over the contract period. In a disaster, the customer is contractually obligated
1o pay additional fees, which generally cover the incremental costs of supporting the customer during the disaster. ISS services

revenue includes monthly fees, which may include a fixed minimum fee and/or variable fees based on a measure of volume or

“activity, such as the number of users, accounts, trades, transactions or hours of service.

44

For fixed-fee professional services cdntrgcts, services revenue is recorded based upon the estimated percentage of completion,
measured by the actual number of hours incurred divided by the total estimated number of hours for the project. When fixed-
fee contracts include both professional services and software and require a significant amount of program modification or
customization, installation, systems integration or related services, the professional services and license revenue is recorded
based upon the estimated percentage of completion, measured in the manner described above. Changes in the estimated costs
or hours to complete the contract are reflected in the period during which the change becomes known. Losses, if any, are

recognized immediately.
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License fees result from contracts that permit the customer to use a SunGard software product at the customer’s site.
Generally, these contracts are multiple-element arrangements since they usually provide for professional services and ongoing
software maintenance. In these instances, licerise fees are recognized upon the signing of the contract and delivery of the software
if the license fee is fixed, collection is pfobable, and there is sufficient evidence of the fair value of each undelivered element.
Revenue is recorded over the contract period when customer payments are extended beyond normal l)illing terms, or when there
s significant acceptance, fechnology or service risk. Revenue also is recorded over the contract period in those instances where
the software is bundled together with computer equlpmenr or other post-delivery services, and there is not sufficient evidence

of the fair value of each element.

Sufficient evidence of fair value is determined by reference to vendor specific objective evidence (VSOE) as defined in
“American Institute of Certified Public Accountants Statement __of Position (SOP) 98-9, “Modification of SOP 97-2, Software
Revenue Recognition, with Respect to‘Certain Tronsactions.” If there is no VSOE of the fair value of the delivered element

(whlch is usually the software) but there is VSOE of the fair value of each of the undelivered elements (which are usually
maintenance and professxonal servxces) then the tesidual method is used to determine the revenue for the delivered element.
First, the revenue for the undelivered elements is set at the fair value of those elements using VSOE of the price paid when
each of the undelivered elements s sold separately. The revenue remammg after allocation to the undellvered elements

(i.e., the residual) is allocated to the delivered element.

VSOE supporting the fair value of mainten_anee is based on the optional renewal rates for each product included in the
Company’s contracts, typically 18% to 20% of the software license fee per year. Maintenance revenue is recognized on a straight-
line basis over the contract: perlod VSOE supportmg the fair value of professmnal services is based on the standard daily rates

charged when those services are sold separately. Professmnal services. revenue 1s recognized as the services are performed.

In some multiple-element arrangements- that include software licenses and services, the services rates aré discounted. In these
cases, a portion of the software license fee is deferred and recognized as the services are performed. The deferred portion is equal
to the difference between the discounted services rates to be charged to the customer and the undiscounted fair value of those

services based on VSOE. As a result, initial revenue is decreased and future revenue is increased by the amount deferred.

Unbilied receivables arise when revenue is recorded for services performed or software delivered but not yet billed.
The amount of the unbilled receivables is contract specific. For instance, when customers are billed one month in arrears

for processing services, revenue for each month is included in' unbilled receivables until it is billed in the following monch.

_CﬂS/J and Equivalents

Cash equlvalents consist of i investments that are readlly convemble into cash and have orlgmal maturities of three months or less.

Concentrarion of Credit Risk
Fin:'mc'ial'instrumems that-potentially subject the Company to concentrations of credit risk consist of temporary cash and
short-term investments and accounts receivable. By policy, t'heCompony places its available cash and short-term investments.
with insticutions of high credit-quality and limits the amount of credit exposure to any one issuer. The Company sells a
significant portion of its products and services to the financial services industry and could be affected by the overall condition
of that industry. The Company believes that any credit risk associated with accounts receivable is substantially mitigaced by the
relatively large number of customer accounts and reasonably short collection terms. Accounts receivable is stated at estlmated

‘net realizable value, which approximates fair value.
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Property and Equipment
‘Property and equipment are recorded at cost and depreciated on the straight-line method over the estimated useful lives of
the assets (two to eight years for equipment and ten to forty years for buildings and improvements). Leaschold improvements are

amortized ratably over their remaining lease term or useful life, if shorter. Depreciation and amortization of property and

équipment was $198.3 million, $182.5 million and $91.3 million in 2003, 2002 and 2001, respectively.

Foreign Currency Translation
‘The functional currency of each of the Company'’s foreign 6perations is the local currency of the country in which the

operation is headquartered. All assets and liabilities are translated into U.S. dollars using exchange rates in effect at the balance

sheet date. Revenue and expenses are translated using average exchange rates during the period.

Increases and decreases in net assets resulting from foreign currency translation are reflected in stockholders’ equity as a

component of accumulated other comprehensive income or loss.

Software Products

Product development costs are expensed as incurred and consist primarily of design and ’development costs of new products -
and significant enhancements to existing products incurred before the establishment of technological feasibility. Costs associated
with purchased software, software obtained through business acquisitions, and new producfs and enhancements to existing
products that are technologically feasible and recoverable are capitalized and amortized over the estimated useful lives of the
related products, generally five to ten years, using the straight-line method or the ratio of current revenue to current and

anticipated revenue from such software, whichever provides the greater amortization.

Capitalized development costs, amortization of previously capitalized development costs (which is included in depreciation

and amortization) and net capitalized development costs in each of the years ended December 31 follow (in millions):

- 2003 : 2002 2001
Capitalized development costs : - C %129 $154 $11.5
Amortization of previously capitalized
development costs _ o 8.8 6.9 6.3
Net capitalized development costs - - $ 41 ~ § 85 $ 52

Amortization of all software products aggregated $62.1 million, $50.9 million and $42.5 million in 2003, 2002 and 2001,
respectively. In 2002 and 2001, amortization of acquisition-related intangible assets included charges of $5.0 million and

$1.6 million, respectively, for the impairment of certain acquired ISS software products.
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Custamer B'ase‘lntangiéle Assets

Customer base intangible assets represent customer contracts and relationships obtamed as part of acquired businesses and are

amoruzed using the straight- lme method over their estimated useful llVCS, ranging from four to nineteen years.

Goodwill
Goodwill represents the.excess of cost over me fair value of net assets acquired. When circumstances change or at least

annually, the Company compares the carrying value of goodwill of each reporting unit to its estimared fair value to determine
whether the carrying value of g’ooowill islgreater th;m the respective elsti.mated fair value. If goodwill exceeds the estimated fair
value, it would be impaired and some or all of the goodwill would be written off as a charge to operations. The estimate of fair
value requires various assumptions mcludmg the use of projections of future cash flows and discount rates that reflect the tisks
associated with achieving thé future cash flows. Changes in the underlying business could affect these estimates, which in turn |
could affect the fair value of the reporting unit. At December 31, 2003 the Company had $1.4 billion of goodwill and believes

there was no 1mpa1rment

~ Statement of Financial ‘Accounting Sta'ndards Number 142, “Goodwill and Other Intahgible Assets” (SFAS 1425 addresses, |
_'among other things, how goodwill and other identifiable'intangible assets should be accounted for after they have been initially

“recorded in the financial statements. Under SFAS 142; all goodwdl amortizaiion for all acqmsmons stopped on January 1, 2002,

" and there is no amortization of goodwill for acqu1smons completed berween July 1, 2001 and December 31, 2001. For acquisitions .

completed before July 1, 2001, goodwill amortization continued through December 31, 2001 using the straight-line method
over penods ranging from five to thirty years. Adjusted net mcome and the effect of goodwill amortization on diluted net
income per common share as if SFAS 142 had been in effect from the’ begmmng of the year ended December 31, 2001 follows

(in thousands except per-share amounts):

2001
Net income, as reported - » - $246,055 .
' Goodw1ll amortization - A | 2‘1,512 .
- Income tax effect of deductible goodwxll (3,659)
Goodwill amortization, net of tax SR . 17,853
" Adjusted net income : : - $263,908
Basic net income per share, as'reported - 0§ -089
'Goodwill amortization, net of tax » v ' 0.07
Adjusted basic net income per share R © 096
Diluted net income per share, as reported $ 086
_ Goodwill amortization, net of tax : E 0.07 -
Adjusted diluted net income per share "$ 093 -
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Changes in goodwill by segment during the year ended December 31, 2003 and 2002 follow (in thousands):

ISS AS HE/PS " Tolal
Balances at December 31, 2001 $ 258,324 $ 330,326 $ 32,815] % 621,465
- 2002 acquisitions 62,247 245,138 — 307,385
Adjusrrﬁents to previous acquisitions (304) (7,426) 8 (7,722)
Effect of foreigny currency translation 975 16,947 — 17,922
" Balances at December 31, 2002 321,242 584,985 32,823 939,050
2003 acquisitions | 265,404 1,153 75,524 342,081
| Adjustmencs to previous acquisitions (882) (7,405) — (8,287) |
Payment of contingent purchase price 30,000 — — 30,000
* Effect of foreign currency translation 12,139 39,415 — 51,554
Balances at December 31, 2003 $ 627,903 $618,148 $108,347 | $ 1,354,398
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Otbelr Tangible and Intangible Assets

- Other tangible and intangible assets consist primarily of noncompetition agreements obtained in business acquisitions,

long-term accounts receivable, prepayments and long-term investments. Noncompetition agreements are amortized using the

straight-line method over their stated terms, ranging from two to five years. Long-term investments consist of four seats on the

New York Stock Exchange used in ISS and a $3.0 million ISS minority-interest investment. During 2001, the Company wrote

off its $11.9 million AS minority-interest investment in a consulting business.

Based on amounts recorded at December 31, 2003, total estimated amortization of all acquisition-related intangible assets

during each of the years ended December 31 follows (in thousands):

2004 $87.785

2005 75,597

2006 69,153

2007 60,160

2008 47,460
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Stoc,é—Based Compen’sation

The Company app]ies' Accoﬁnﬁing Prihciples Board Opinion Numbér 25, “Accounting for Stock Issued to Employees,” in
accounting for its stock option and award plans. Accordingly, compensation e;(pense has been recorded for its restricted stock
awards and no expense has been recorded for its other stock-based plans. SFAS Number 123, “Accounting for Stock-Based
Compensation,” changes the method for 'r‘ecognitio'n\ of cost of stock option and award plans. Adoption of the cost recognition
requirements under SFAS 123 is optional; however, the féllowing supplemental information is provided for each of the years

ended December 31 (in thousands, except per-share amounts):-

2003 2002 - 2001
Net income, as reported (includihg stock-based employee : l

compensation costs, net of vtax, of $493, $520 and $478, respectively) $ 370,310 $ 325,641 $ 246,055
- Additional stock-baséd employee compensation: costs under SFAS 123, . ‘
netoftax A e (69,149)  (54363)  (35431)
‘ Pro forma net incc;me - o » K T $301,16! ‘$271,278 $ 210,624

Pro forma net income pér common shate: _ _ :
Basic | , S S 0§ 105 § 09 § 076

Diluted ' - % 103 $ 094 $ 074

“The fair value of options granted using the Black-Scholes pricing model and related assumptions follow:

2003 2002 2001

' Weighted-average fair valuc_: on date of grant : ’ . ' $ 1211 . % 17.26 $ 1547

_Réti;) of weighted-average fair value to weighted-average | » ‘
market value on date of grant T , —_— 57% 57% 56%

Assumptions used to calculate fair value: - , L ‘
Voladlity | S - 3% . 52% 48%
Risk-free interest rate . o g - 3.1% 31% 4.7%
Expected rerm® ‘ » . V Gyears 6 years G years
Dividends” . ' - - zero zero zero

' Nine and one-half years for unvested performance accelerated scock options.

This pro forma disclosure is not necessarily indicative of what the impact would be of applying SFAS 123 in future years.
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Income Taxes

The Company recognizes deferred income tax-assecs and liabilities based upon che expected future tax consequences of events
that have been included in the financial statements or tax returns. Deferred income tax assets and liabilities are calculated based
on the difference between the financial and tax bases of assets and liabilities using the currently enacted income tax rates in effect

during the years in which the differences are expected to reverse.

Effect of Recent Accounting Pronouncements

Effective January 1, 2002, the Company adopted Emerging Issues Task Force Number 01-14, “Income Statement
Characterization of Reimbursements Received for ‘Out-of-Pocket Expenses Incurred” (EITF 01-14), which requlres that
reimbursements received for out- of-pocket expenses be classified as revenue and not as cost reductions. Before the effective
date of EITF 01-14, the Company netted customer reimbursement of out-of-pocket expenses against the applicable costs that
included postage, vtrav‘el, meals and certain telecommunication costs. EITF 01-14 requires restatement of previously reported
amounts in order to refléct reimbursed expenses as both revenue and costs. These costs are generally included in cost of sales
and direct operating expenses. While the adoption of EITF 01-14 had no impact on income from bperations or net income,

it reduced total operating margins since both revenue and costs increased by the same amount.

The following accountlng pronouncements were issued in 2003. These pronouncements did not have nor are they expected
.to have a material impact on the Company’s financial results: ‘
¢ In January 2003, the Financial Accountmg Standards Board (FASB) issued Interpretatlon Number 46, “Consolidation
of Variable Interest Entities” (FIN 46). The FASB revised FIN 46 in December 2003. FIN 46 requires a variable ‘
interest entity to be consolldated if the Company is subject to a majority of the rlsk of loss from the variable interest
entity’s activities or is entitled to receive a majority of the entity’s residual returns or both The Company does not
have any such relationship with any variable interest entities. :
* In April 2003, the FASB issued SFAS Number 149, “Amcndme.nt of Statement 133 on Derivative Instruments
and Hedging Activities.” This Statement amends and clarifies financial accounting and reporting for derivative
instruments and for hedging activities under FASB Statement Number 133, “Accounting for Derivative Instruments
and Hedging Activities.” | ;
* In May 2003, the FASB issued SFAS Number 150, “Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity.” This Statement establishes standards for how to classify and

measure certain financial instruments with characteristics of both liabilities and equiry.

2. Acquisitions

The Company seeks to grow through both internal development and the acquisition of businesses that broaden ot complemenf
its existing product lines. During 2003, the Company completed‘eight acquisitions in its ISS segment and one acquisition in its
HE/PS segment and also purchased the remaining interest in an AS joint venture. Gross cash paid was $496.1 million, subject to

certain adjustments, and there was $342.1 million of goodwill recorded in connection with these acquisitions.

During 2002, the Company completed eighe acquisitions in its ISS segment and one acquisition in its AS segment. Gross .
cash paid was $284.9 million, subject to certain adjustments anc.l-there was $303.3 million in goodwill recorded in connection

with these acquisitions. .
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Durmg 2001, the Company completed four acqulsmons in its ISS segment, one acquisition in its AS segment and one
acquisition in its HE/PS segment. Gross cash paid was $885.8 million, subject to certain ad)ustments, and there was $345.1
-million of goodwill recorded i in connection with these acquisitions. Also in 2001, the Company completed one acquisition in
ISS accounted for as a pooling of interests. A total of 8.3 million shares of common stock was issued in connection with this
acqunsmon and outstandmg options to buy shares of the acqulred company were converted into options to buy 1.3 million

 shares of the Company’s common stock. Historical financial information has not been restated due to ‘immateriality.

In coninection with eight previously acquired ‘bl‘zsipesses, up to $192-.Q million could be paid as additional consideration

- over the next three years depending on the future'o‘perating‘ results of those blisinesses The amount paid, if any, is recorded as

additional goodw1ll at the time the actual. performance is known and the amounts- become due. During 2003, the Company
paid $30.0 million as addmonal consxderatlon based upon the operatmg performance of a business previously acquired. No such-

amounts were earned or paid in 2002 or 2001

In connection with the integrétion of the acquisitions of the Comdisco, Inc. availability solutions business (CAS) and
Guardian iT plc (Guardian) into the Compaﬁy’s AS segment, the Company accrued, as a cost of the acquisitions and as part of
goodwill, estimated costs of closing certain acquired facilities and reducing acquired headcount. The estimated costs for closing
certain of the Company’s existing facilities and headcount reductions related. to the Company’s existing employees were included
in merger costs. Generally, all equipment located at closed facilities was relocated to other facilities, thereby improving the
operational resilience and scopé of services available to customers. Severance and facility closuré accruals are included in other

“accrued expenses on the accompanying Consolidated Balancé Sheets. The changes to these accruals follow (in thousands):

. Severance . Facilities Total
Accr.ued at November 15, ZdOi ;elated~ to CAS o'cquisition ‘ v~ ‘ _$ 12,878 $ 10,305 $ 23,1‘83
Usage S . (741) . — (741)
Accrued at December 31, 2001 - . R - _ : 12,137 10,305 - 22,442
Changes in estimates - ) . , o : o 1,434 . (2,042) . (608)
Usage o L (13571 - (2593)  (16,164)
o , o S — 5,670 5,670
Accrued at July'1, 2002 related to Guardian acquisition | - - 4,268 44,474 48,742
Changes in estiﬁateé ‘ ‘ . o T 549 (1,624) » ;(1,075) ‘
Usage - ‘ - o (2,643) (100) (2,743)
Effect of foreign currency translation : o ‘ - .7 121 7 - 1,763 1,884
Accrued at December 31, 2002 ' o o . , - 2,295 50,183 52,478
Changes in estimates . ’ “ _ : . - (79) . 2,287 2,208
| Usage L ' (2,186 (35381) (37,567
Effect of foreign currency translation - - : . \ : 34 2,201 . 2,235
" Accrued at December 31,2003 o N $ 64 $ 19,290 $ 19,354
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- Usage in 2003 includes a gain of $6.6 million, which resulted from the sale of a non-operating owned facility which the
Co‘mpany expected to close as a result of the acquisition of Guardian. This gain is included in.'merger costs since this facilicy
was owned by the Company before the Guardian acquisition. In addition, usage in 2003 includes $6.1 million paid to settle a
norn-operating facility lease assumed in the Guardian acquisition. The $6.2 million benefit from the settlement of this lease was
recorded as a reduction to goodwill. The remaining facility closure accrual relates primarily to nine remaining lease obligations,
net of estimated sublease income, and will be paid over their remaining lease terms, which expire between 2004 and 2015, unless

terminated earlier.

Pro Forma Financial Information

The Company completed the acquisitions of Assent LLC on March 3, 2003; H.T.E., Inc. on March 18, 2003; Caminus
Corporation {(Caminus) on April 9, 2003; and Sherwood International plc (Sherwood) on August 11, 2003. On July 1, 2002,
the Company completed the acquisition of Guardian. The following unaudited pro forma results of operations (in thousands,
except per-share amounts) assume that these acquisitions occurred on January 1, 2002 and were included in the Company’s

results from that date.

2003 2002
Revenue , $ 3,033,906 $ 2,965,148
Net income ' 336,446 273,413
Diluted netincome pér common share, as reported ‘ 1.27 1.12
Pro forma diluted net income per common share 1.15 094

This unaudited pro forma information should not be relied upon as necessarily being indicative of the historical results
that would havé been obtained if these acquisitions had actually occurred on that date, nor of the results that may be obtained

in the future.

Merger Costs and Other Income (Expense)
During 2003, the Company recorded a benefit of $2.5 million ($1.6 million after-tax, of less than $0.01 per diluted share)

from the reversal of previously recorded merger costs. This benefit includes a $6.6 million gain on sale of 2 non-operating owned
facility, as described above, offset in part by $3.2 million of costs for closing facilities and severance related to the acquisitions of
Caminus and Sherwood and additional costs related to closing Guardian facilities; and a charge of $0.9 million for in-process
research and development. Also during 2003, the Company recorded other expense of $2.9 million ($2.4 million after-tax, or less
than $0.01 per diluted share) related to a $1.1 million loss on foreign currency purchased to fund the Sherwood acquisition, and
a $1.8 million loss representing the Company’s share of the net loss of Sherwood during the period when the Company owned

more than 20% bur less than 50% of the equity of Sherwood.
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Durmg 2002, the Company recorded $12.5 mllhon ($8.3 million after tax; $O 03 per diluted share) for merger costs.

These costs included $9.5 million in connection with closing facilities and severance costs incurred in the Guardian acqulsmon,

and $4.2 million related to the Company’s share of merger costs assoaatc;d with its equity interests in Brut LLC (Brut) and
Guardian before the Company acquired 100% of the equity of each company; and were net of a $1:2 million reduction in

“expenses accrued in 2001 in connection with closing facilities and severance costs incurred in the CAS acquisition. Also during

2002, the Company recorded other income of $0.7 million (less than $0.01 per diluted share)‘related to a $3.0 million gain on

foreign currency purchased to fund the Guardian acquisition, offset in part by a $2.3 million loss representing the Company’s
share of the net loss of Guardian during the period when the Company owned more than 20% but less than 50% of the equity

of Guardian.

During 2001, the Comipany recorded $7.2 million ($5.§ million after tax; $0.02 per diluted share) for merger costs. These
costs included $4.0 million-primarily for nondeductible investment banking, legal and accounting fees incurred in connection
with a booliﬁg of-interests transaction and $5.9 million in.connection with closing facilities and severance costs incurred in

the CAS acquisition, and were offset in part by a $2.7 million break—up fee received by the Company, net of costs incurred, in

connection with an unsuccessful acqulsltxon

Subsequent Events

On February 12, 2004 the Company complered its acquxsmon of Systems & Computer Technology Corp (8CT)
for approximately $590 0 million in cash. SCT is a leading global prov1der of technology solutions for hlgher education
institutions of all sizes and levels of complexity. SCT has become part of the Company’s Higher Education and Public Sector

~ Systems segment. In addition, during the first quarter of 2004, the Company acquired one ISS business.

The following unaudited pro forma results of operations (in thousands, except per-share amounts) assume that these

acquisitions occurred on January 1, 2003 and were included in the Company’s resules from that date.

As Reported Pro Forma

Revenue i o - $ 2,955;252 $3,268,352
Net income o 370,310 359,349
Dilut‘ed' net income per common share T 1.27° 1.23

This unaudited pro forma information should not be relied upon as necessarily being indicative of the historical results

" that would have been obrained if these acquisitions had actually occurred on that date, nor of the results that may be obtained

" in the furure.
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3. Net Income per Common Share

- The computation of the number of shares used in calculating basic and diluted net income per common share for each of the

years ended December 31 follows (in thousands):

2003 2002 2001

Weighted-average common shares outstanding * ,
used for calculation of basic net income per common share ‘ | 285,679 282,420 v_ 276,057
Dilutive effect of employee stock options o - 6,388 7,234 9,055
Total shares used for calculation of diluted net income per common share 292,067 289,654 285,112

During the years ended December 31, 2003 and 2002, there were approximately 15.3 million and 14.0 million outstanding
employee stock options, respectively, that are out—of—the-moﬁey and therefore excluded from the calculation of the dilutive
effect of employee stock options. Stock options are considered to be out-of-the-money when the option exercise price exceeds
the average share price during the respective periods. The range of exercise prices for out-.of-the-money options for the year ended

December 31, 2003 is $25.32 per share to $32.81 per share.

On May 11, 2001, the Company’s board of directors authorized a two-for-one stock split of the Company’s common stock.
Stockholders of record as of the close of business on May 25, 2001 received one additional share of SunGard stock for every
share held on that date. The number of shares used for purposes of calculating net income per common share and all per-share

dara before June 18, 2001 (the effective date) have been adjusted to reflect the stock split.

4. Clearing Broker Assets and Liabilities

At December 31, 2003, clearing broker assets and liabilities were comprised of the following (in thousands):

2003
Segregated customer cash and treasury bills ) $ 52,531
Customer securities ' 7,826
Securities borrowed . 52,187
Receivables from customers and other ' 13,706
* Clearing broker assets $126,250
Payables to customers $ 67,208
Securities loaned o N 38,824
Customer securities sold short, not yet purchased 6,919
Other - : 7,406
Clearing broker liabilities 7 $ 120,357
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Segregated customer cash and treasury bills are held by the Company on behalf of customers. Customer securities
consist of trading and investment securities at fair market values. Securities borrowed and loaned represent deposits made
to or received from other broker/dealers. Receivables from and payables to customers represent amounts due or payable

on cash and margin transactions.
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5. Property and Equipmenl

. Property and equipment.consisted of the following at December 31 (in thousands):

2003 2002
‘ Computer and relecommunications equlpment $ 769,092 $ 7>08,886
: Leasehold improvements C 267,159 219,972
Office furniture and equlpmen.t o : 157,070 137,1494 ‘
- Buildings and improvements : : : 81,299 | 85,626
Land o o ' 16991 - 23,319
Construction in progress V L ' 14978 . ¢ 13,241
- | 1306589 1,188,193
‘Accumulated depreciation and amortizatidr{ ' (744,264) ~.(62'1,994.)

$ 562,325 $ 566,199

At December 31, 2003, toral costand accumulated deprcciafion of assets under capiral leases were $33.4 million and

" . $17.6 million, respectively.

6. Debt.

~Debe consisted of the following at December 31 (in thousands):

,‘ 2003 _ 2002

.Bank Credit Agreement (effectwe interest rate of 3.4% and 3.7%) . : - ‘ $ 175,000 - $ 175,000
Purchase price obligatiofis due to former owners of acquired businesses ‘ 4,471 8,158

Other, primarily capital lease obhgauons for cqmputer equipment and buildings . - ‘ 20326 22,934

' o A ’ 199,797 206,092

Sh—orc—‘term borrowings and current portion of long-term debt ‘ ] S (12,943) ©(18,128)

Long-term debt ‘ o A ‘ ' K . $ 186,854  $ 187,964

"At December 31 2003, the Compariy had $175.0 million outstanding under its bank credit facilify On January 9, 2004,
the credit facility was replaced with a new $600 million five-year senior unsecured revolving credit facility, which permits
borrowings in British pounds, Euros or U.S. dollars. The Company may designate borrowmgs as base-rate borrowings or

'LIBOR borrowings. Base-rate borrowmgs bear interest generally at the prime rate plus a margm (currently zero), while LIBOR
borrowmgs bear interest at a rate equal to LIBOR plus a margin (currently 0. 75%) dependmg upon the Companys credit rating
at the time of the borrowmg The interest rate on base-rate borrowmgs is reset daily, while the interest rate on LIBOR borrowings

" may be fixed for one-, two-, three- or 51x—month penods at the Companys optlon In order to remain eligible to borrow under
the credit facility, the Company is requxred to maintain an mterest coverage ratio of at 1east four to one, and maximum total debt

.of two and one-half times the Company’s earnings before interest, taxes,- deprecmtlon and amortization.
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At December 31, 2003, annual rﬁaturities of long-term debt during the next five years are as follows_ (in thousands):

2004 $ 12,943
2005 5,901
2006 177,323
2007 1,288
2008 1,223
Thereafter - 1,119

On January 15, 2004, the Company bc}rrowed $500 million of senior unsecured notes, the proceeds of which were used to
fund the acquisition of SCT. The notes were splic berween $250 million of 3.75% notes due 2009 and $250 million of 4.875%

notes due 2014. The notes are subject to certain standard covenants.
7. Stock Option and Award Plans

Employee Stock Purchase Plan

Under the Company’s Employee Stock Purchase Plan, a maximum of 8.0 million shares of common stock may be issued
o employees.to purchase a limited number of shares of common stock each quarter through payroll deductions. The purchase
price is 85% of the lower of the closing price of the Company’s common stock on the first business day or the last business day
of each calendar quarter. During 2003, 2002 and 2001, employees purchased 1.2 million, 1.2 million and 1.0 million shares,
respectively, at average purchase prices of $19.85, $20.08 and $19.27 per share, respectively. At December 31, 2003, 5.1 million

shares of common stock were reserved for issuance under this plan.

Equity Incentive Plans

Under the Company’s equity incentive plans, awards or options to purclvlase‘shares of common stock may be granted to key
employees. Opﬁons may‘be either incentive stock options or nonqualified stock options, and the option price generally must be
at least equal to the fair value of the Company’s common stock on the date of grant. Generally, options are granted for a ten-year
term and are subject to a four- or five-year vesting schedule. The number of shares available: under the 1998 Equity incentive
Plan will increase each year by the number of option shares exercised during the previous year under all of the Company’s equity
incentive plans, subject to 2 maximum increase of 2% of outstanding shares as of the end of the previous year. In 2004, 3.6

"million additional shares became available for grant based on this provision.

During 2003, 2002 and 2001, performance accelerated stock options (PASOs) were awarded for an aggregate of 3.6 miilion,
2.8 million and 3.5 million shares, respectively. PASOs are nonqualified options that are granted annually near the beginning
of a performance period at an exercise price equal to the fair value of the Company’s common stock on the date of grant,
with a term of ten years beginning on the date of grant. PASOs generally vest nine and one-half years after the date of grant,
except that vesting may be fully or partially accelerated at the end of the third year if certain financial performance goals are
met during the performance period and the recipient of the PASO award is still employed by the Company. During 2003,
vestihg for approximately 1.8 million PASO awards (out of a total of approximately 3.3 million PASO awards) was accelerated

based on a three-year performance goal. Also during 2003, vesting for approximately 1.9 million PASO awards (out of
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approximately 2.8 million PASO awards) was accelerated based on a oné-yeaf i)erformance goal. During 2002 and 2001, vesting
for approximately 0.8 million PASO awards in each year {out of a total of approximately 2.5 million and 1.4 million PASO
awards, respectively) was accelerated. The table below summarizes transactions under these equity incentive plans. All amounts

before June 2001 are adjusted for the June 2001 ‘two-for-one common stock split:

Shares (in thousands) Weighted;

-Available - Under Option average Price

Balances at December 31, 2000 : 8,020 29,580 © $1443
Pooling of interests o ] = : 1,268 9.27
Authorized - - 4,624 = . —

' Expircci . 97 » . — I —
_ Canceled o 2,188 (2,188) 18.11
- Granted _ _ (10,810) 10,810 27.69
Exercised o : _ ' — (4,659) - 8.97
Balances at December 31, 2001 - 1 3925 - 34811 18.86
Aurthorized ’ ; 14,752 — —
Expired ' ‘ (19 — : —
Canceled - - 1621 (1,621) - 2415
Granted , | 8687 8,687 3033
Exercised . o — (1,823) 12.59

Balances at December 31,2002 . 11592 40054 2142
Authorized , 1,823 — S——
"Expired ' o : B o (16) — -

. Canceled N § -5 (3,183) 2359
Granted - - . (7/425) 7425  21.09

- Exércised o R (3,595  13.75

Balances at December 31, 2003 . 19,157 40,701 ©21.86

The following table summarizes information concerning outstanding and exercisable options at December 31, 2003:

Options Ouistanding Options Exercisable

Number Weighted-average Number Weighted-

: : . of Options Remaining Exercise of Options average
Range of Exercise Prices (in thousands) Life (years) Price (in thousands) Exercise Price
$0.50 10 $5.00 53 32 $2.76 523 $2.76
$5.01 t0 $10.00 n » 2,040 25 7.78 2,040 7.78
© $10.01 to $15.00 - , _ 2460 53 12.14 1,775 12.00
$15.01 to $20.00 T 16187 68 17.88 6864 - 17.18
$20.01 10 $25.00 — 4,186 80 2342 1453 2376
$25.01 to $30.00 _ L A - 77 2802 2,297 27.84
over $30.00 ST © 5,531 8.2 3279 740 32.73
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At December 31, 2003, 54.9 million shares of common stock were reserved for issuance under all of the Company’s equity

. incentive-and stock purchase plans.

Restricted Stock Award Plan
The Company’s Restricted Stock Award Plan fqr Outside Directors (RSAP) provides for awards of restricted shares of

the Company’s common stock to the Company’s outside directors. Shares awarded to each outside director equal the number
of shares with a fair marker valie of $0.5 million at the date of grant as of the beginning of cach five-year period. Shares ‘
awarded under the RSAP are subject to certain transfer and forfeiture restrictions that lapse over a five-year vesting period.
RSAP awards f>or421,91 1, 18,685 and 125,700 shares Were granted during 2003, 2002 and 2001, at fair values of $22.82,
$25.32 and $27.42 per share, respectively. ‘ v |

Unearned compensation expense related to the RSAP is repoited s a reduction of stockholders’ equity in the accompanying
consolidated financial statements, and compensation expense‘ is recorded ratably over the five-year period during which the
shares are subject to transfer and forfeiture restrictions based on the market value on the award date less the par value of the
shares awarded. Compensation expense related to this plan aggregated $0.8 million, $0.9 million and $0.8 million in 2003,

2002 and 2001, respectively.

8. Savings Plans

The Company and its subsidiaries maintain savings plans that cover substantially all employees. These plans generally provide
that employee contributions are matched with cash contributions by the Company subject to certain limitations including a
limitation on the Company’s contributions to 4% of the employee’s compensation. Total expense under these plans aggregated

' $27.0 million, $23.1 million and $17.6 million for the years ended December 31, 2003, 2002 and 2001, respéctively.

9. Income Taxes

Thé provision for income taxes for each of the yearsvended'December 31 consisted of the following (in thousands):

2003 2002 2001
Current: v ‘
Federal $132,943  $130,747 $ 130,192
State 40,865 33,660 33,045
Foreign 29,452 - 4 8,726 o 12,725
203,260 173,133 175,962
Deferred: , o
Federal 30,142 34355  (7,308)
State ' 4,909 4774 . (1,467)
Foreign 6,503 5,394 (2,770)
41,554 44,523 (11,545)

$244,814 . $217,656 $ 164,417
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Differences between income tax expense at the' U.S. federal statutory income tax rate and the Company’s effective income tax

rate for each of the years eAndedb December 31 were as follows (in thousands):

. 2003 2002 2001

Tax at federal statutory rate $215,293 $ 1§0,154 $ 143,665
State income taxes, net o‘fifedreral benefit ' 31,471 27,019 ’. 21,819
Nondeductible merger costs - 621 1,108 . 1,410
Nondeductible intangible amortization —_— g 4,287
Nondeductible meéﬂs and entertain_ment: 2,232 2,293 ' © 1,801
Tax-exempt interest income ‘ (284) (418) (—1,44‘8)
Foreign taxes (5,792) . . (5018) (4,233)
Net opérating losses 2,063 » ?_.,452 (1,624) .
Other, net (790) 66 (1,260)

' $244,814  $217,656  $ 164,417 -
Effective income tax rate 39.8% 40.1% 40.1%-

Deferred income taxes are recorded based upon differences between financial statement and tax bases of assets and liabilities.

The follbwiﬁg deferred income taxes were recorded at December 31 (in'thousands):

2002

2003
Current:
Trade receivables , $17,236 $ 14,715
* Accrued corhpe'nsétion and benefits 7,798 | 9,635
. Other aqcrued exi:)enses ) 12,651 22,858
Deferred revenues . ' 1,829 - 705
Total current deferred income taxalssct $ 39,514 $.47,913
Long-term: |
Property and equipment $ (1,348) $ 10,701
“Intangible assets o 13,255 - 63,719
Net operating loss carry-forwards 33,149 ~ 16,680 »
Long-term incentive plan 3,780 2,098
Purchased in-process research and development 13,042 14,612
Total long;tefm'deferréd income tax asset 61,878 107,8i0
Valuatién allowance (32,808) (15,242)
Net ldng—t’grm deferred income tax asset - $92,568

$ 29,070
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A valuartion allowance for deferred income tax assets associated with cercain net operating loss carry-forwards has been -
established since the Company currently believes it is more likely than not that the deferred income tax assets will not be realized.
Tax loss carry-forWards of North American subsidiariés, totaling $62.3 million, expire between 2007 and 2023. Tax loss carry-
‘forwards of Israeli subsidiaries, toraling $22.2 million, are unlimited in duration and are linked to the Israeli consumer price
index. The remaining tax loss carry-forwards of certain European and Asian subsidiaries total $31.2 million and have various
expiration dates beginning in 2007. Net operating loss carry-forwards totaling $79.9 million relate to pre-acquisition periods

of acquired companies. The benefit of utilizing these net operating losses, if aﬁy, will be recorded as a reduction of goodwill.

10. Stnckholder Rights Plan

Under the Company’s Stockholder Rights Plan, all stockholders received rights to purchase shares of Series A Junior
Participating Preferred Stock (Preferred Stock). Eac_h right will detach from the common stock and trade separately should
any person or group acquire beneficial owneréhip of 15% or more of the Company’s common stock or announce a tender offer
for 15% or more of the Compa.ny’s common stock. If a person or group acquires beneficial ownership of 15% or more of the
Company’s common stock (Acquiring Person), all rights except for those held by the Acquiring Person become rights to purchase
a fraction of one share of Preferred Stock for $175, or a specified number of shares of the Company’s common stock at a 50%
market discount, subject to adjustment by the Company’s board of directors. If the Company merges, consolidates or engages in

a similar transaction with an Acquiring Person, each holder has a “flip over” right to buy discounted stock in the acquiring entity.

Undl the occurrence of certain events, the rights are represented by and traded in tandem with common stock and cannot
be separately traded. Under certain circumstances, each right is redeemable at a nominal price. Further, upon the occurrence of
certain events, the Company’s board of directors has the option to exchange shares of common stock for the rights. The rights, -

which are non-voting, expire on July 20, 2010.

The Company’s board of directors'may amend or terminate the Stockholder Rights Plan at any time or redeem the rights

before the time a person acquires more than 15% of the Company’s common stock.

11. Segment and Geograbh'ic Information

The Company has three segments. 1SS primarily serves financial services institutions through a broad range of complementary
software solutions that process their investment and trading transactions. These solutions are grouped into the following business
areas: brokerage and trading systems; wealth management Systems; treasury and risk management systems; investment manage-
ment systems; and benefit, insurance and investor accounting systems. The principal purpose of most of these systems is to
automate the many detailed processes associated with trading securities, managing portfohos and accounting for investment
assets. ISS delivers many of its systems as an ap phcatlon service provider. AS primarily serves information dependent enterprises
of all types by helping o ensure the continuity of their business. AS provides a continuum of information-availability services for
all major computing platforms. AS also provides managed IT services and professional services, including acting as an application
service provider for a number of the Company’s investment support systems. HE/PS prlmarlly provides specialized enterprise

resource planning and admmlstramve solutions for higher education, school districts, governments and nonprofits.
g P
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" Operating results and certain asset information for eaéh segment for each of the years ended December 31 follow (in thousands):

Total

X Corporate
’ ‘ . ‘ . . . Operating ©and Consolidated
2003 ‘ _ IS8 AS HE/PS Segments Other items Total
~ Revenue : . $1,605741] $1,170,571)  $178,940| $2,955,252  $ —  $2955.252
Depreciation and amértizatioh o 116,336 178,917 15,068 310,321 1,085 311,406
+ Operating income o 301,745 339,746 22,072 663,563 (39,954)" 623,609
Goodwill - 627,903 618,148 108,347| 1,354,398 — 1,354,398
Toral assets » L 2,192,566 1,978,311 261,896 4,432,773 (432,666)% 4,000,107
. Cash paid for property
and equipment - 7 ‘ 28,023 146,791 2,534 177,348 4,946 182,294
. 2002, . L
Revenue o © $1,408,143  $.1,052,500  $132,594° $2,593237 $ —  $2,593,237
Depreciation and amortization 93;838 166,375 . 7,137; 267,350 | 711 268,061
Operating income o . 320,829 257,809 ‘19,142 597,780 ' (50,547)" 547,233
Goodwill | 321,242 584,985 32,823 939,050 — 939,050
Tortal assets ) - 1,471,343 © 1,686,200 78,652 3,236,195 45,4019 3,281,596
Cash paid for property o o C ' .
and equipment ) 30,824 84,839 - 1,576 117,239 4,054 121,293
2001 .
Revenue - - $1345088 $ 522434  $114315 $1981,837 $  — $1981,837
Depreciation and amortization 101‘,21‘3” : 65,027 8,903 - 175,143 689 175,832
Operating income 281,333 147,533 11,698 440,564 (41,354 399,210
Goodwill. - : 258,324 330,326 | 32,815 | 621,465 — - 621,465
Total assets : 1,186,732 1,373,411 65,877 2,626,020 272,138% 2,898,158
- Cash paid for property ' . - B - .
and equipment ' - 37,351 ‘62,833_ - 1,633 101,817 286 102,103-

" Includes corporate administrative expenses and merger costs. -
@ Includes items that are eliminated in consolidation and deferred income taxes. .

@ i’_or comparative purposes, 2002 and 2001 reflect the reclassification of a business from HE/PS o ISS. -

A further breakdown of ISS revenué,, grouped by business atea, follows (in thousands):

. 2003 2002 2001
Brokerage & Trading K $ 541,004 $ 405,101 § 404,219

' Wealth Management ‘ . 285,592 278,658 247,700 -
Treasury & Risk Management . 327,180 268553 244,825
Investment Management SRS, 192,190 ) 177,700 : 166,637
Beneﬁf,_lnsuraﬂce & Investor Accounting . 259,685 278,131 281,707
Total Investment Support Systems © $1,605741 $ 1,408,143 § 1,345,088
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The Company’s revenue by customer location for each of the years ended December 31 follows (in thotisands):

2003 . 2002 2001
United States $ 2,207,267  $2,085,133 $ 1,595,580
International: ' R
United Kingdom - o 292,632 123,177 70,339
Continental Europe : 297,408 238,110 199,486
Canada ’ . 78,279 58,303 34,840
Asia/Pacific 46,913 56,285 60,977
Other - 32,753 32,229 20,615

747,985 508,104 . 386,257
$2,955252  $2,593,237 $ 1,981,837

The Company’s property and equipment by geographic location as of December 31 follow (in thousands):

2003 ) 2002

United Sta;es $ 383,704 $ 396,521
International:

United Kingdom 125,252 120,452
Continental Europe 37,045 33,718

Canada , 13,038 9,890
Asia/Pacific : - 1,681 3,255
Other . 1,605 2,363
178,621 169,678

. $ 562,325 $§ 566,199

12. COmmitmehts, Contingencies and Guarantees

The Company leases a substantial portion of its computer equipment and facilities under operating leases. Future minimum
rentals under operating leases with initial or remaining noncancelable lease terms in excess of one year at December 31, 2003

follow (in thousands): -

2004 $ 141,222
2005 117,325
2006 87,661
2007 72,468
2008 53,676
Thereafter 196,623

o $ 668,975

Rent expense aggregated $149.6 million, $125.3 million and $104.0 million for the years ended December 31, 2003, 2002
and 2001, respectively. ‘ '
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At December 31, 2003, the Company had outsténding letters of credit and bid bonds of $28.9 million, issued primarily
" as security for performén’ce under certain customer contracts. In connection with certain previously acquired businesses, up to
$192.0 million could be pald as additional consideration over the next three years dependmg on the future operating results of

those businesses (see Note 2).

The Company is presently a party to certain lawsuits arising in the ordinary course of its business. In the opinion of manage-
ment, none of its current legal proceedings will be material to the Company’s business or financial results. The Company’s
customer contracts generally include typical indemnification of customers, primarily for intellectual property infringement -

claims. Liabilities in connection with such obligations have not been material.

Report of Independeht Auditors

To The Board.of Directors and Stdckholders of SunGard Data;Systems Inc.

In our opinion, the accompanying consohdatcd balance sheets and the relaed consohdated statements of income, stock-
holders’ equity and cash flows present fairly, in all material respects, the financial position of SunGard Data Systems Inc. and
its subsidiaries at December 31, 2003 and 2002, and the results of théir operations and their cash flows for each of the three -
years in the period ended December’ 31,2003 in conformny with accounting prmaples gencrally accepted in the United States
of America. These financial statements are the respon51b111ty of the Company’s management; our responsibility is to express
an opinion on these financial statements based on our audits.. We conducted our audits of these statéments in accordance with

auditing standards generally accepted in the Urﬁted States of America, which require that we. plan and perform the audit to

obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining,

on a test basis, evidence supporting the amounts and-disclosures in the financial statements, assessing the accounting principles
used. and significant estimates made by management, and evaluating the overall financial statement presentation. We believe that

our audits-providé a reasonable basis for our opinion. -

| W

PncewaterhouseCoopers LLP

Philadelphia, Pennsylvania _

. February12, 2004
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