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Item 5.    Other Events and Regulation FD Disclosure
 

As Fiserv, Inc. (the “Company”) previously disclosed in its Quarterly Report on Form 10-Q for the six months ended June 30, 2003, due to the recent growth of the
health plan management services of Fiserv, Inc., the Company changed its reportable business segments during the second quarter of 2003 to add the Health Plan Management
services segment. This segment provides services to employers who self-fund their health plan, including services such as handling payments to health care providers, assisting
with cost controls, plan design services, medical provider administration and other related services. The Company’s segments now include the following: Financial institution
outsourcing, systems and services; Health plan management services; Securities processing and trust services and All other and corporate.
 

This Form 8-K contains, as Exhibits 99.1 and 99.2, information identical to Item 7 – Management’s Discussion and Analysis of Financial Condition and Results of
Operations and Item 8 – Financial Statements and Supplemental Data as the Company previously filed in its Annual Report on Form 10-K for the year ended December 31,
2002, except that such information has been updated to the extent required to reflect the effects of the new reportable segments described above.
 
Item 7.    Financial Statements, Pro Forma Financial Information and Exhibits
 
                        (c)      Exhibits. The following exhibits are being filed herewith:
    
   (23.1)  Consent of Deloitte & Touche LLP
       
   (99.1)  Item 7 – Management’s Discussion and Analysis of Financial Condition and Results of Operations.
       
   (99.2)  Item 8 – Financial Statements and Supplemental Data for the fiscal year ended December 31, 2002.
 

SIGNATURES
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned hereunto duly
authorized.
 
  FISERV, INC.   

Date: September 3, 2003
 

By:  
 

/s/ Kenneth R Jensen
 

 

 

 

 

 

Kenneth R. Jensen
Senior Executive Vice President,
Chief Financial Officer, Treasurer and
Assistant Secretary   
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Exhibit 23.1
 
 
INDEPENDENT AUDITORS’ CONSENT
 
We consent to the incorporation by reference in Registration Statement Nos. 333-64353, 333-04417, 333-28121, 333-34310 and 333-34396 on Form S-8; Registration
Statement No. 333-74910 on Form S-3; and Registration Statement Nos. 333-107781, 333-44935 and 333-106928 on Form S-4 of Fiserv, Inc. of our report dated January 24,
2003 (September 3, 2003 as to Notes 1 and 8) of Fiserv, Inc. (which report expresses an unqualified opinion and includes an explanatory paragraph as to the adoption in 2002 of
Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets”), appearing in this Current Report on Form 8-K of Fiserv, Inc.
 
 
/s/ DELOITTE & TOUCHE LLP
 
Milwaukee, Wisconsin
September 3, 2003



EXHIBIT 99.1
 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

 
SAFE HARBOR STATEMENT UNDER THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995
 

Except for the historical information contained herein, the matters discussed in this Annual Report are forward-looking statements which involve risks and uncertainties,
including but not limited to economic, competitive, governmental and technological factors affecting the Company’s operations, markets, services and related products, prices
and other factors discussed in the Company’s prior filings with the Securities and Exchange Commission. Since these statements are subject to risks and uncertainties and are
subject to change at any time, actual results could differ materially from expected results. In light of the significant uncertainties inherent in the forward-looking statements
included herein, the inclusion of such information should not be regarded as a representation by the Company or any other person that the objectives and plans of the Company
will be achieved.
 
 
CRITICAL ACCOUNTING POLICIES
 

The Company’s consolidated financial statements and accompanying notes have been prepared in accordance with accounting principles generally accepted in the
United States of America. The preparation of these financial statements requires the Company’s management to make estimates, judgments and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses. The Company continually evaluates the accounting policies and estimates it uses to prepare the consolidated
financial statements. The Company bases its estimates on historical experience and assumptions believed to be reasonable under current facts and circumstances. Actual
amounts and results could differ from these estimates made by management.
 

The Company has identified that its accounting policy regarding intangible assets and goodwill is critical to the Company’s results of operations and financial position.
The Company has reviewed the carrying value of goodwill and other intangible assets in connection with the implementation of SFAS No. 142 by comparing such amounts to
their fair values. The Company determined that the carrying amounts of goodwill and other intangible assets did not exceed their respective fair values. The Company is
required to perform this comparison at least annually or more frequently if circumstances indicate possible impairment. When determining fair value, the Company uses various
assumptions, including projections of future cash flows. Given the significance of goodwill and other intangible asset balances, an adverse change to the fair value could result in
an impairment charge, which could be material to the Company’s financial statements.
 

The Company does not participate in, nor has it created, any off-balance sheet special purpose entities or other off-balance sheet financing, other than operating leases.
In addition, the Company does not enter into any derivative financial instruments for speculative purposes and uses derivative financial instruments primarily for managing its
exposure to changes in interest rates.
 
 
MARKET RISK
 

Market risk refers to the risk that a change in the level of one or more market prices, interest rates, indices, correlations or other market factors, such as liquidity, will
result in losses for a certain financial instrument or group of financial instruments. The Company is exposed primarily to interest rate risk and market price risk on investments
and borrowings. The Company actively monitors these risks through a variety of control procedures involving senior management.
 

The Company’s trust administration subsidiaries accept money market account deposits from trust customers and invest those funds in marketable securities.
Substantially all of the investments are rated within the highest investment grade categories for securities. The Company’s trust administration subsidiaries utilize simulation
models for measuring and monitoring interest rate risk and market value of portfolio equities. A formal Asset Liability Committee of the Company meets quarterly to review
interest rate risks, capital ratios, liquidity levels, portfolio diversification, credit risk ratings and adherence to investment policies and guidelines. Substantially all of the
investments at December 31, 2002, have contractual maturities of one year or less except for government agency and certain fixed income mortgage backed obligations, which
have an average duration of approximately one year and six months. The Company does not believe any significant change in interest rates would have a material impact on the
consolidated financial statements.
 

The Company manages its debt structure and interest rate risk through the use of fixed and floating-rate debt and through the use of interest rate swaps. The Company
uses interest rate swaps to partially hedge its exposure to interest rate changes, and to control its financing costs. Generally, under these swaps, the Company agrees with a
counterparty to exchange the difference between fixed-rate and floating-rate interest amounts based on an agreed principal amount. While changes in interest rates could
decrease the Company’s interest income or increase its interest expense, the Company does not believe that it has a material exposure to changes in interest rates, primarily due
to $200.0 million of fixed interest rate swap agreements in place at December 31, 2002. Based on the Company’s current borrowings under its credit and commercial paper
facility of $393.3 million, a 1% increase in the Company’s borrowing rate would increase annual interest expense related to the credit facility by $1.9 million. Based on the
controls in place, management believes the risks associated with financial instruments at December 31, 2002, will not have a material effect on the Company’s consolidated
financial position or results of operations.
 



RESULTS OF OPERATIONS
 

The Company is a leading independent provider of financial data processing systems and related information management services and products to financial institutions
and other financial intermediaries. The Company’s operations have been classified into four business segments: Financial institution outsourcing, systems and services (“FIS”);
Health plan management services; Securities processing and trust services; and All other and corporate. The following table sets forth, for the period indicated, certain amounts
included in the Company’s consolidated statements of income, the relative percentage that those amounts represent to processing and services revenues, and the percentage
change in those amounts from period to period. This information should be read along with the Consolidated Financial Statements and Notes thereto. The following table and
discussion exclude the revenues and expenses associated with customer reimbursements recorded in accordance with EITF No. 01-14 as explained in Note 1 of the
accompanying consolidated financial statements.
 

   

Year ended December 31,
(In millions)

  

Percent of revenue
Year ended December 31,

  

Percent
Increase (Decrease)

 

   

2002

  

2001

  

2000

  

2002

  

2001

  

2000

  

2002 vs.
2001

   

2001 vs.
2000

 
Processing and services revenues:                              
Financial institution outsourcing, systems

and services   $ 1,740.3  $ 1,525.6  $ 1,276.3  76%  79%  76%  14%   20% 
Health plan management services    216.1   55.6   —    9%  3%  —    289%     
Securities processing and trust services    228.2   259.4   325.8  10%  13%  19%  (12%)   (20%)
All other and corporate    93.0   86.4   83.7  4%  5%  5%  8%   3% 
              
TOTAL   $ 2,277.6  $ 1,927.0  $ 1,685.8  100%  100%  100%  18%   14% 
              
Cost of revenues:                              
Salaries, commissions and payroll related costs   $ 1,090.3  $ 936.2  $ 807.6  48%  49%  48%  16%   16% 
Data processing costs and equipment rentals    165.3   148.5   132.5  7%  8%  8%  11%   12% 
Other operating expenses    437.9   340.9   282.6  19%  18%  17%  28%   21% 
Depreciation and amortization    141.1   147.7   148.8  6%  8%  9%  (4%)   (1%)
              
TOTAL   $ 1,834.6  $ 1,573.3  $ 1,371.5  81%  82%  81%  17%   15% 
              
Operating income:                              
Financial institution outsourcing, systems                              

and services (1)   $ 384.8  $ 311.4  $ 220.6  22%  20%  17%  24%   41% 
Health plan management services (1)    34.1   10.7   —    16%  19%  —    219%     
Securities processing and trust services (1)    28.8   34.8   95.4  13%  13%  29%  (17%)   (64%)
All other and corporate (2)    (4.6)   (3.2)   (1.8)                 

              
TOTAL   $ 443.0  $ 353.7  $ 314.3  19%  18%  19%  25%   13% 
              

(1)  Percent of segment revenues is calculated as a percent of FIS revenues, Health plan management services revenues, and Securities processing and trust services revenues.
(2)  Percents not meaningful, amounts include corporate expenses.
 
 
PROCESSING AND SERVICES REVENUES
 

Total processing and services revenues increased $350.6 million, or 18%, in 2002 and $241.2 million, or 14%, in 2001. Revenue growth was derived from sales to new
clients, existing client growth, cross-sales to existing clients, price increases and revenues from acquired companies. Revenue growth was positively impacted by revenue
growth of $214.7 million in 2002 and $249.3 million in 2001 in the FIS segment. The FIS segment’s revenue growth in 2002 was negatively impacted by a decrease in European
revenue of $36.0 million in 2002 compared to 2001 related to the Company’s international banking system primarily due to reduced customer spending on professional services.
Total revenue growth was also positively impacted by revenue growth in the Health plan management services segment of $160.5 million in 2002 and $55.6 million in 2001
primarily due to revenues from acquired companies. In addition, total revenue growth was negatively impacted by a decline in revenues of $31.2 million in 2002 and $66.4
million in 2001 in the Securities processing and trust services segment due to continued weakness in the United States retail financial markets. The internal revenue growth rate
for the Company was approximately 4% in 2002 (excluding a business disposition and a $12.0 million customer termination fee in 2001).
 
 
COST OF REVENUES
 

Total cost of revenues increased $261.3 million, or 17%, in 2002 and $201.9 million, or 15%, in 2001. As a percent of processing and services revenues, cost of revenues
were 81% in 2002, 82% in 2001 and 81% in 2000.
 

Cost of revenues, excluding depreciation and amortization, increased $267.9 million, or 19%, in 2002 and $203.0 million, or 17% in 2001. The increases in these cost of
revenues is due primarily to acquired businesses and continued growth in the FIS and Health plan management services segments. The make up of cost of revenues each year
has been affected by business acquisitions and changes in the mix of the Company’s business. In 2001, the Company recorded charges of $12.3 million, as explained in Note 6
of the accompanying consolidated financial statements.
 

Depreciation and amortization expense decreased $6.6 million in 2002 and $1.1 million in 2001. The decrease in 2002 was primarily attributable to the adoption of SFAS
No. 142 that resulted in a reduction of goodwill amortization expense of approximately $24.0 million in 2002, offset primarily by incremental depreciation and amortization
expense from capital expenditures and other intangible assets subject to amortization. The decrease in 2001 was primarily due to an impairment charge of $11.0 million
recorded in the FIS segment in 2000, offset by amortization associated with acquisitions and incremental depreciation expense on capital expenditures.
 



OPERATING INCOME
 

Operating income increased $89.3 million, or 25%, in 2002 and $39.4 million, or 13%, in 2001. Operating income in the FIS segment increased $73.4 million in 2002
and $90.8 million in 2001. The increase in operating income in 2002 compared to 2001 in the FIS segment was due to a number of factors, including revenue growth across its
business lines, acquisitions and the elimination of goodwill amortization of approximately $18.7 million. Operating income in the Health plan management services segment
increased $23.4 million in 2002 and $10.7 million in 2001 primarily due to acquired businesses. Operating income in the Securities processing and trust services segment
decreased $6.0 million in 2002 and $60.6 million in 2001, primarily due to continued weakness in the United States retail financial markets.
 
REALIZED GAIN FROM SALE OF INVESTMENT
 

During 2002, 2001 and 2000, the Company recorded a pre-tax realized gain from sale of investment of $2.4 milion, $5.4 million and $7.8 million, respectively.
 
INCOME TAX PROVISION
 

The effective income tax rate was 39% in 2002, 40% in 2001 and 41% in 2000. The effective income tax rate for 2002 declined from 2001 due to the impact of adopting
SFAS No. 142. The income tax rate for 2003 is expected to remain at 39%.
 
NET INCOME
 

Net income for 2002 increased $57.9 million, or 28%, in 2002 and $31.2 million, or 18%, in 2001. Net income per share-diluted (excluding realized gain from sale of
investment) for 2002 was $1.36 compared to $1.07 in 2001 and $0.91 in 2000. The impact of adopting SFAS No. 142 would have increased 2001 and 2000 net income per
share-diluted (excluding realized gain from sale of investment) by approximately $0.09 per share each year due to the elimination of goodwill amortization.
 

The Company’s growth has been accomplished, to a significant degree, through the acquisition of businesses which are complementary to its operations. Management
believes that a number of acquisition candidates are available which would further enhance the Company’s competitive position and plans to pursue them vigorously.
Management is engaged in an ongoing program to reduce expenses related to acquisitions by eliminating operating redundancies. The Company’s approach has been to move
slowly in achieving this goal in order to minimize the amount of disruption experienced by its clients and the potential loss of clients due to this program.
 
 
LIQUIDITY AND CAPITAL RESOURCES
 

The following table summarizes the Company’s primary sources (uses) of funds during the years ended December 31:
 

   

2002

  

2001

  

2000

 
   (In millions)  
Cash provided by operating activities before changes in securities processing receivables and

payables—net   $ 512.9  $ 363.7  $ 368.8 
Securities processing receivables and payables—net    63.9   78.4   215.7 
     
Cash provided by operating activities    576.8   442.1   584.5 
Capital expenditures    (141.9)   (104.6)   (107.0)
Payment for acquisitions of businesses    (406.6)   (224.8)   (88.8)
(Repayments of) proceeds from short-term borrowings—net    (12.3)   93.1   (214.6)
Proceeds from (repayments of) long-term debt—net    139.6   (6.3)   (138.9)
     
TOTAL   $ 155.6  $ 199.4  $ 35.2 
     

 
Cash flow from operations before securities processing receivables and payables increased 41% in 2002, reaching $512.9 million. At December 31, 2002, the Company

had $482.8 million of long-term debt, while shareholders’ equity exceeded $1.8 billion. Long-term debt includes $393.3 million borrowed under the Company’s credit and
commercial paper facility of which $143.3 million is payable under a 364-day agreement in 2003 and $250.0 million is payable in 2004 or earlier at the Company’s option. The
Company expects to renew its 364-day agreement prior to expiration in the second quarter of 2003. At December 31, 2002, cash and cash equivalents were $227.2 million, an
increase of $91.2 million from December 31, 2001, after spending $406.6 million on acquired businesses in 2002.
 
        At December 31, 2002, the Company’s remaining commitments consist primarily of operating leases for office facilities and equipment aggregating $373.2 million, of
which $86.3 million will be incurred in 2003. The Company believes that its cash flow from operations together with other available sources of funds will be adequate to meet
its operating requirements, debt repayments, contingent payments in connection with business acquisitions and ordinary capital spending needs. At December 31, 2002, the
Company had $53.7 million available for borrowing and $227.2 million in cash and cash equivalents. In the event that the Company makes significant future acquisitions,
however, it may raise funds through additional borrowings or the issuance of securities.
 

The Company’s current policy is to retain earnings to support future business opportunities, rather than to pay dividends. During 1999, the Company’s Board of
Directors authorized the repurchase of up to 4.9 million shares of the Company’s common stock. Shares purchased under the authorization will be made through open market
transactions that may occur from time to time as market conditions warrant. Shares acquired will be held for issuance in connection with acquisitions and employee stock option
and purchase plans. As of December 31, 2002, approximately 1.7 million shares remained available under the repurchase authorization.
 



Exhibit 99.2
 

CONSOLIDATED STATEMENTS OF INCOME
 

   

Years ended December 31,

 

   

2002

  

2001

  

2000

 
   (In thousands, except per share data)  
REVENUES:              

Processing and services   $ 2,277,642  $ 1,927,030  $ 1,685,783 
Customer reimbursements    291,245   262,151   243,438 

     
TOTAL REVENUES    2,568,887   2,189,181   1,929,221 

     

COST OF REVENUES:              
Salaries, commissions and payroll related costs    1,090,315   936,233   807,547 
Customer reimbursement expenses    291,245   262,151   243,438 
Data processing costs and equipment rentals    165,283   148,469   132,458 
Other operating expenses    437,891   340,935   282,630 
Depreciation and amortization    141,114   147,696   148,842 

     
TOTAL COST OF REVENUES    2,125,848   1,835,484   1,614,915 

     
OPERATING INCOME    443,039   353,697   314,306 
Interest expense    (17,758)   (20,159)   (28,823)
Interest income    8,589   8,086   6,734 
Realized gain from sale of investment    2,420   5,404   7,818 
     
INCOME BEFORE INCOME TAXES    436,290   347,028   300,035 
Income tax provision    170,153   138,811   123,014 
     
NET INCOME   $ 266,137  $ 208,217  $ 177,021 
     
NET INCOME PER SHARE:              

Basic   $ 1.39  $ 1.11  $ 0.96 
     

Diluted   $ 1.37  $ 1.09  $ 0.93 
     
SHARES USED IN COMPUTING NET INCOME PER SHARE:              

Basic    191,386   186,929   184,788 
     

Diluted    194,951   191,584   189,804 
     
 

See notes to consolidated financial statements.
 



CONSOLIDATED BALANCE SHEETS
 

   

December 31,

   

2002

  

2001

   (Dollars in thousands)
ASSETS         

Cash and cash equivalents   $ 227,239  $ 136,088
Accounts receivable, less allowance for doubtful accounts of $13,168 and $14,703    339,737   311,217
Securities processing receivables    1,740,512   1,427,051
Prepaid expenses and other assets    119,882   108,003
Investments    2,115,778   1,885,063
Property and equipment    223,070   200,973
Intangible assets    342,614   231,713
Goodwill    1,329,873   1,022,134
    

TOTAL   $ 6,438,705  $ 5,322,242
    

LIABILITIES AND SHAREHOLDERS’ EQUITY         

Accounts payable   $ 122,266  $ 83,303
Securities processing payables    1,666,863   1,289,479
Short-term borrowings    100,000   112,800
Accrued expenses    280,614   241,904
Accrued income taxes    23,711   15,373
Deferred revenues    181,173   171,101
Customer funds held and retirement account deposits    1,707,458   1,420,956
Deferred income taxes    46,127   39,407
Long-term debt    482,824   343,093
    
TOTAL LIABILITIES    4,611,036   3,717,416
COMMITMENTS AND CONTINGENCIES         

SHAREHOLDERS’ EQUITY         
Preferred stock, no par value: 25,000,000 shares authorized; none issued    —     —  
Common stock, $0.01 par value: 300,000,000 shares authorized; 192,450,000 and 190,281,000 shares issued    1,924   1,903
Additional paid-in capital    599,700   564,959
Accumulated other comprehensive income    23,882   76,216
Accumulated earnings    1,227,885   961,748
Treasury stock, at cost, 804,775 shares    (25,722)   —  

    
TOTAL SHAREHOLDERS’ EQUITY    1,827,669   1,604,826

    
TOTAL   $ 6,438,705  $ 5,322,242

    
 

See notes to consolidated financial statements.
 



CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
 

  

Common Stock

 Additional
Paid-In
Capital

 

 
Comprehensive

Income

 

 

Accumulated
Other

Comprehensive
Income

 

 
Accumulated

Earnings

 
Treasury

Stock

   

Shares

 

Amount

     
  (In thousands)  
Balance at January 1, 2000  125,388 $ 1,254 $ 458,550      $ 125,026  $ 576,510 $ (70,324)
Net income  —    —    —    $ 177,021   —     177,021  —   
Foreign currency translation            (1,310)   (1,310)        
Change in unrealized gains on available-for-sale investments—

net of tax of $30,705            (39,765)   (39,765)        
Reclassification adjustment for realized gains included in net

income            (5,082)   (5,082)        

                      
Comprehensive income           $ 130,864            

                      
Shares issued under stock plans, including income tax benefits  —    —    (3,106)           —    43,182 
Purchase of treasury stock  —    —    —             —    (9,884)

Balance at December 31, 2000  125,388  1,254  455,444       78,869   753,531  (37,026)
Net income  —    —    —    $ 208,217   —     208,217  —   
Foreign currency translation            (881)   (881)        
Change in unrealized gains on available-for-sale investments—

net of tax of $3,652            9,710   9,710        
Reclassification adjustment for realized gains included in net

income            (3,513)   (3,513)        
Fair market value adjustment on cash flow hedges—net of tax            (5,272)   (5,272)        
Other                (2,697)        

                      
Comprehensive income           $ 208,261            

                      
Shares issued under stock plans, including income tax benefits  248  2  9,442           —    20,655 
Shares issued for acquired companies  1,955  20  100,700           —    16,371 
Three-for-two stock split  62,690  627  (627)           —    —   

Balance at December 31, 2001  190,281  1,903  564,959       76,216   961,748  —   
Net income  —    —    —    $ 266,137   —     266,137  —   
Foreign currency translation            1,166   1,166        
Change in unrealized gains on available-for-sale investments—

net of tax of $29,047            (45,184)   (45,184)        
Reclassification adjustment for realized gains included in net

income            (1,573)   (1,573)        
Fair market value adjustment on cash flow hedges—net of tax            (6,743)   (6,743)        

                      
Comprehensive income           $ 213,803            

                      
Shares issued under stock plans, including income tax benefits  2,169  21  34,741           —    7,856 
Purchase of treasury stock  —    —    —             —    (33,578)

Balance at December 31, 2002  192,450 $ 1,924 $ 599,700      $ 23,882  $ 1,227,885 $ (25,722)
  
 

See notes to consolidated financial statements.
 



CONSOLIDATED STATEMENTS OF CASH FLOWS
 

   

Years ended December 31,

 

   

2002

  

2001

  

2000

 
   (In thousands)  
CASH FLOWS FROM OPERATING ACTIVITIES:              
Net income   $ 266,137  $ 208,217  $ 177,021 
Adjustments to reconcile net income to net cash provided by operating activities:              

Realized gain from sale of investment    (2,420)   (5,404)   (7,818)
Deferred income taxes    30,805   11,700   4,813 
Depreciation and amortization    141,114   147,696   148,842 

     
    435,636   362,209   322,858 
Changes in assets and liabilities, net of effects from acquisitions of businesses:              

Accounts receivable    6,022   (1,656)   (21,153)
Prepaid expenses and other assets    (7,899)   (10,694)   (179)
Accounts payable and accrued expenses    30,302   (7,669)   9,706 
Deferred revenues    10,072   6,422   24,844 
Accrued income taxes    38,762   15,127   32,674 
Securities processing receivables and payables—net    63,923   78,396   215,718 

     
Net cash provided by operating activities    576,818   442,135   584,468 
     
CASH FLOWS FROM INVESTING ACTIVITIES:              
Capital expenditures, including capitalization of software costs for external customers    (141,880)   (104,609)   (106,987)
Payment for acquisitions of businesses, net of cash acquired    (406,578)   (224,842)   (88,764)
Investments    (303,222)   (72,571)   136,726 
     
Net cash used in investing activities    (851,680)   (402,022)   (59,025)
     
CASH FLOWS FROM FINANCING ACTIVITIES:              
(Repayments of) proceeds from short-term borrowings—net    (12,286)   93,075   (214,625)
Proceeds from long-term debt    156,481   1,800   5,004 
Repayments of long-term debt    (16,908)   (8,113)   (143,899)
Issuance of common stock and treasury stock    11,420   15,053   20,576 
Purchases of treasury stock    (33,578)   —     (9,884)
Customer funds held and retirement account deposits    260,884   (104,696)   (164,313)
     
Net cash provided by (used in) financing activities    366,013   (2,881)   (507,141)
     
Change in cash and cash equivalents    91,151   37,232   18,302 
Beginning balance    136,088   98,856   80,554 
     
Ending balance   $ 227,239  $ 136,088  $ 98,856 
     
 

See notes to consolidated financial statements.
 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
 

For the years ended December 31, 2002, 2001 and 2000
 
1.    Summary of Significant Accounting Policies
 
PRINCIPLES OF CONSOLIDATION
 

The consolidated financial statements include the accounts of Fiserv, Inc. and all majority owned subsidiaries (the “Company”). All significant intercompany
transactions and balances have been eliminated in consolidation. Certain amounts reported in prior periods have been reclassified to conform to the 2002 presentation.
 
 
USE OF ESTIMATES
 

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

The fair values of cash equivalents, accounts receivable, accounts payable, securities processing receivables and payables, customer funds held and retirement account
deposits, short-term borrowings and accrued expenses approximate the carrying values due to the short period of time to maturity. The fair value of investments is determined
based on quoted market prices. The fair value of long-term debt is estimated using discounted cash flows based on the Company’s current incremental borrowing rates and the
fair value of derivative instruments is determined based on dealer quotes (see Note 3).
 
 
DERIVATIVE INSTRUMENTS
 

The Company uses interest rate swaps to hedge its exposure to interest rate changes. The Company’s accounting method for derivative financial instruments is based
upon the designation of such instruments as cash flow hedges under accounting principles generally accepted in the United States of America and changes in the fair value are
recognized in other comprehensive income until the hedged item is recognized in net income. It is the policy of the Company to execute such instruments with creditworthy
banks and not to enter into derivative financial instruments for speculative purposes.
 
 
REVENUE RECOGNITION
 

Revenues from the sale of data processing services, plastic card services, document solutions, consulting and administration fees on trust accounts are recognized as the
related services are provided or when the product is shipped. Revenues from the sale of securities processing services are recognized as securities transactions are processed on a
trade-date basis. Revenues from securities processing and trust services include net investment income of $95.4 million, $101.6 million and $124.3 million, net of direct credits
to customer accounts of $20.0 million, $45.2 million and $94.1 million in 2002, 2001 and 2000, respectively. Revenues from software license fees (representing approximately
6%, 8% and 8% of 2002, 2001 and 2000 processing and services revenues) are recognized when written contracts are signed, delivery of the product has occurred, the fee is
fixed or determinable and collection is probable. Maintenance fee revenues are recognized ratably over the term of the related support period, generally 12 months.
 
 
CASH AND CASH EQUIVALENTS
 

Cash and cash equivalents consist of cash and investments with original maturities of 90 days or less.
 
 
SECURITIES PROCESSING RECEIVABLES AND PAYABLES
 

The Company’s securities processing subsidiaries had receivables from and payables to brokers or dealers and clearing organizations related to the following at
December 31:
 

   

2002

  

2001

   (In thousands)
RECEIVABLES:         
Securities failed to deliver   $ 90,965  $ 39,611
Securities borrowed    904,045   706,918
Receivables from customers    683,854   649,252
Other    61,648   31,270
     
TOTAL   $ 1,740,512  $ 1,427,051
     
PAYABLES:         
Securities failed to receive   $ 79,259  $ 50,563
Securities loaned    824,369   797,619
Payables to customers    624,099   354,515
Other    139,136   86,782
     
TOTAL   $ 1,666,863  $ 1,289,479
     

 
Securities failed to deliver and failed to receive represent the contract value of securities that have not been delivered or received as of the settlement date. 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.
 



INVESTMENTS
 

The Company’s trust administration subsidiaries accept money market deposits from trust customers and invest the funds in securities. Such amounts due trust depositors
represent the primary source of funds for the Company’s investment securities and amounted to $1.7 billion and $1.4 billion as of December 31, 2002 and 2001, respectively.
Investments in government agency and certain fixed income obligations had an average duration of approximately one year and six months at December 31, 2002. These
investments are accounted for as held to maturity and are carried at amortized cost as the Company has the ability and intent to hold these investments to maturity.
 

Available for sale investments are carried at market, based upon quoted market prices. Unrealized gains or losses on available for sale investments are accumulated in
shareholders’ equity as accumulated other comprehensive income, net of related deferred income taxes. Related gross unrealized gains were $65.6 million and $142.2 million
as of December 31, 2002 and 2001, respectively. Realized gains or losses are computed based on specific identification of the investments sold.
 

The following summarizes the Company’s investments at December 31:
 

   

2002

  

2001

   

Carrying
Value

  

Estimated
Fair Value

  

Carrying
Value

  

Estimated
Fair Value

   (In thousands)
U.S. Government and government agency obligations   $ 1,488,361  $ 1,512,466  $ 986,531  $ 998,026
Other fixed income obligations    232,334   242,498   600,156   613,621
         
Total held to maturity investments    1,720,695   1,754,964   1,586,687   1,611,647
Available for sale investments    95,723   95,723   145,417   145,417
Money market mutual funds    249,830   249,830   115,901   115,901
Other investments    49,530   49,530   37,058   37,058
         
TOTAL   $ 2,115,778  $ 2,150,047  $ 1,885,063  $ 1,910,023
         
 
 
PROPERTY AND EQUIPMENT
 

Property and equipment are stated at cost. Depreciation and amortization are computed primarily using the straight-line method over the estimated useful lives of the
assets, ranging from three to 40 years. Property and equipment consist of the following at December 31:
 

   

2002

  

2001

   (In thousands)
Data processing equipment   $299,263  $269,490
Buildings and leasehold improvements    123,553   104,309
Furniture and equipment    127,860   129,167
     
    550,676   502,966
Less accumulated depreciation and amortization    327,606   301,993
     
TOTAL   $223,070  $200,973
     

 
 
INTANGIBLE ASSETS
 

Intangible assets consist of the following at December 31:
 

   

Gross Carrying
Amount

  

Accumulated
Amortization

  

Net Book
Value

   (In thousands)
2002             
Software development costs for external customers   $ 362,558  $ 245,981  $116,577
Purchased software    145,486   90,333   55,153
Customer base    211,738   63,954   147,784
Other    27,288   4,188   23,100
       
TOTAL   $ 747,070  $ 404,456  $342,614
       

   

Gross Carrying
Amount

  

Accumulated
Amortization

  

Net Book
Value

   (In thousands)
2001             
Software development costs for external customers   $ 318,349  $ 213,358  $104,991
Purchased software    113,205   66,430   46,775
Customer base    116,531   55,267   61,264
Other    22,570   3,887   18,683
       
TOTAL   $ 570,655  $ 338,942  $231,713
       

 



Software development costs for external customers include internally generated computer software for external customers and software acquired in conjunction with
acquisitions of businesses. The Company capitalizes certain costs incurred to develop new software or enhance existing software which is marketed externally or utilized by the
Company to process customer transactions in accordance with Statement of Financial Accounting Standards ("SFAS") No. 86, "Accounting for the Costs of Computer Software
to Be Sold, Leased, or Otherwise Marketed." Costs are capitalized commencing when the technological feasibility of the software has been established. Routine maintenance of
software products, design costs and development costs incurred prior to establishment of a product's technological feasibility are expensed as incurred. Amortization of all
software is computed on a straight-line basis over the expected useful life of the product, generally three to five years.
 

Gross software development costs for external customers capitalized for new products and enhancements to existing products totaled $44.9 million, $36.6 million and
$34.0 million in 2002, 2001 and 2000, respectively. Amortization of previously capitalized development costs, included in depreciation and amortization, was $38.3 million,
$35.5 million and $35.9 million in 2002, 2001 and 2000, resulting in net capitalized (amortized) development costs of $6.6 million, $1.1 million and $(1.9 million) in 2002,
2001 and 2000, respectively.
 

Customer base intangible assets represent customer contracts and relationships obtained as part of acquired businesses and are amortized using the straight-line method
over their estimated useful lives, ranging from five to 20 years. Other intangible assets consist primarily of non-compete agreements, which are generally amortized over their
estimated useful lives, and trade names that have been determined to have indefinite lives and therefore, as of January 1, 2002, are no longer amortized in accordance with the
provisions of SFAS No. 142 "Goodwill and Other Intangible Assets."
 

Amortization expense for intangible assets was $74.8 million, $58.0 million and $65.9 million for the years ended December 31, 2002, 2001 and 2000, respectively.
Aggregate amortization expense with respect to existing intangible assets with finite lives resulting from acquisitions of businesses should approximate $20.0 million annually.
 
 
GOODWILL
 

On January 1, 2002, the Company adopted SFAS No. 142, which requires that goodwill and intangible assets with indefinite useful lives no longer be amortized, but
instead be tested for impairment at least annually. Accordingly, effective January 1, 2002, the Company discontinued the amortization of goodwill and intangible assets with
indefinite lives. The Company completed its transitional impairment test for goodwill and intangible assets with indefinite lives and determined that no impairment exists. Pro
forma net income and net income per share for the years ended December 31, 2001 and 2000, adjusted to eliminate historical amortization of goodwill and related tax effects,
are as follows:
 

   

2001

  

2000

   
(In thousands, except

per share data)
Reported net income   $208,217  $177,021
Add: goodwill amortization, net of tax   18,439  16,595
     
Pro forma net income   $226,656  $193,616
     
Reported net income per share:       

Basic   $1.11  $0.96
Diluted   1.09  0.93

Pro forma net income per share:       
Basic   $1.21  $1.05
Diluted   1.18  1.02

 
The excess of the purchase price over the estimated fair value of tangible and identifiable intangible assets acquired is recorded as goodwill. The changes in the carrying

amount of goodwill by business segment during the year ended December 31, 2002 are as follows:
 

   

Financial Institution
Outsourcing,

Systems
and Services

  

Health Plan
Management

Services

  

Securities
Processing and
Trust Services

  

All Other
and

Corporate

  

Total

   (In thousands)
Balance, January 1, 2002   $735,955  $148,462  $107,887  $29,830  $1,022,134
Goodwill additions   244,620  22,753  37,629  2,737  307,739
           
Balance, December 31, 2002   $980,575  $171,215  $145,516  $32,567  $1,329,873
           

 
 
IMPAIRMENT OF LONG-LIVED ASSETS
 

The Company periodically assesses the likelihood of recovering the cost of long-lived assets based on current and projected operating results and cash flows of the
related business operations using undiscounted cash flow analyses. These factors, along with management's plans with respect to the operations, are considered in assessing the
recoverability of property and equipment and intangible assets subject to amortization. Measurement of any impairment loss is based on discounted operating cash flows. During
2000, the Company recorded a charge of $11.0 million for impairment of goodwill associated with
 



the consolidation of certain ancillary product lines in the Company’s software businesses. This charge was recorded in the Financial institution outsourcing, systems and
services segment as additional amortization of intangible assets.
 
 
SHORT-TERM BORROWINGS
 

The Company’s securities and trust processing subsidiaries had short-term loans payable of $100.0 million and $112.8 million as of December 31, 2002 and 2001,
respectively, with interest at an average rate of 1.9% and 1.8% as of December 31, 2002 and 2001, respectively, and were collateralized by investments and customers’ margin
account securities.
 
 
INCOME TAXES
 

Deferred income taxes are provided for temporary differences between the Company’s income for accounting and tax purposes.
 
 
NET INCOME PER SHARE
 

Basic net income per share is computed using the weighted average number of common shares outstanding during the periods. Diluted net income per share is computed
using the weighted average number of common and dilutive common equivalent shares outstanding during the periods. Common equivalent shares consist of stock options and
are computed using the treasury stock method. During the year ended December 31, 2002, the Company excluded 1.3 million shares under stock options from the calculation of
common equivalent shares as the impact was anti-dilutive.
 
 
STOCK BASED COMPENSATION
 

The Company has accounted for its stock based compensation plans in accordance with the provisions of Accounting Principles Board (“APB”) Opinion No. 25,
“Accounting for Stock Issued to Employees” (see Note 5).
 
 
SHAREHOLDER RIGHTS PLAN
 

The Company has a shareholder rights plan. Under this plan, each shareholder holds one preferred stock purchase right for each outstanding share of the Company’s
common stock held. The stock purchase rights are not exercisable until certain events occur.
 
 
ACCUMULATED OTHER COMPREHENSIVE INCOME
 

Accumulated other comprehensive income consisted of the following at December 31:
 

   

2002

   

2001

 
   (In thousands)  
Unrealized gains on investments   $  40,023   $86,780 
Unrealized losses on cash flow hedges   (14,712)   (7,969)
Foreign currency translation adjustments   (1,429)   (2,595)
     
TOTAL   $  23,882   $76,216 
     

 
 
SUPPLEMENTAL CASH FLOW INFORMATION
 

   

2002

  

2001

  

2000

   (In thousands)
Interest paid   $17,724  $ 19,469  $ 29,346
Income taxes paid    97,808   117,443   87,633
Liabilities assumed in acquisitions of businesses    29,033   68,833   401,129

 
 
RECENT ACCOUNTING PRONOUNCEMENTS
 

Effective January 1, 2002, the Company adopted Emerging Issues Task Force (“EITF”) Issue No. 01-14, “Income Statement Characterization of Reimbursements
Received for ‘Out of Pocket’ Expenses Incurred,” which requires that customer reimbursements received for direct costs paid to third parties and related expenses be
characterized as revenue. Comparative financial statements for 2001 and 2000 have been reclassified to provide consistent presentation. In accordance with EITF No. 01-14, the
Company has presented customer reimbursement revenue and expenses of $291.2 million, $262.2 million and $243.4 million for the years ended December 31, 2002, 2001 and
2000, respectively. Customer reimbursements represent direct costs paid to third parties primarily for postage and data communication costs. The adoption of EITF No. 01-14
did not impact the Company’s financial position, operating income or net income.
 

Effective January 1, 2002, the Company adopted SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” which addresses financial
accounting and reporting for the impairment of long-lived assets and for long-lived assets to be disposed of. The impact of adopting this statement did not have a material
impact on the consolidated financial statements.
 



In June 2002, the Financial Accounting Standards Board issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities,” which addresses
financial accounting and reporting for costs associated with exit or disposal activities and supersedes EITF No. 94-3, “Liability Recognition for Certain Employee Termination
Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring).” The Company will adopt SFAS No. 146 on January 1, 2003 and does not
anticipate that the adoption of this statement will have a material impact on the consolidated financial statements.
 
 
2.    Acquisitions
 

During 2002, 2001 and 2000 the Company completed the following acquisitions of businesses. The results of operations of all of these acquired businesses have been
included in the accompanying consolidated statements of income from the dates of acquisition.
 

Company    

  

Month
Acquired

  

Service

  

Consideration

2002:          

Case Shiller Weiss, Inc.   May  Lending services  Cash for stock
Investec Ernst & Company’s clearing operations   Aug.  Securities clearing services  Cash for assets
Willis Group’s TPA operations   Nov.  Health plan management services  Cash for assets
EDS Corporation’s Consumer Network Services business   Dec.  EFT data processing  Cash for assets
Lenders Financial Services   Dec.  Lending services  Cash for stock

2001:          

Benefit Planners
  

Jan.
  

Health plan management services
  

Cash and
stock for stock

Marshall & Ilsley IP services   Feb.  Item processing  Cash for assets
Facilities and Services Corp.   Mar.  Insurance software systems  Cash for stock
Remarketing Services of America, Inc.   Mar.  Automobile leasing services  Cash for stock
EPSIIA Corporation   July  Data processing  Cash for stock
Catapult Technology Limited   July  Software and services  Cash for stock
FHLB of Pittsburgh IP services   Sept.  Item processing  Cash for assets
NCR bank processing operations   Nov.  Data and item processing  Cash for assets
NCSI   Nov.  Insurance data processing   Cash for stock
Integrated Loan Services   Nov.  Lending services  Cash for assets
Trewit Inc.

  
Nov.

  
Health plan management services

  
Cash and

stock for stock
FACT 400 credit card solution   Nov.  Software and services  Cash for assets

2000:          

Patterson Press, Inc.   Jan.  Card services  Cash for stock
Resources Trust Company

  
May

  
Data processing for retirement

planning  
Cash for assets

National Flood Services, Inc.   Sept.  Insurance data processing   Cash for stock
 

During 2002, the Company completed five acquisitions accounted for as purchases. Net cash paid for these acquisitions was $366.9 million, subject to certain
adjustments. Goodwill recorded in conjunction with all of these acquisitions was $290.6 million. Pro forma combined results of operations are not presented, other than in
connection with the acquisition of EDS Corporation’s Consumer Network Services (“CNS”) business as shown below, since the results of operations as reported in the
accompanying consolidated statements of income would not be materially different.
 

On December 5, 2002, the Company acquired CNS for $305.8 million, net of $17.4 million of cash acquired, subject to certain adjustments. The following unaudited pro
forma combined information is provided for illustrative purposes only and should not be relied upon as necessarily being indicative of the historical results that would have
been obtained if this acquisition had actually occurred during those periods, or the results that may be obtained in the future.
 

   

2002

  

2001

   
(In thousands, except per

share data)
       
Processing and services revenues   $ 2,417,542  $ 2,105,061
Net income    268,756   214,504
Diluted net income per share—as reported    1.37   1.09
Pro forma diluted net income per share    1.38   1.12

 



At December 31, 2002, the preliminary purchase price allocation for the CNS acquisition resulted in goodwill of $218.2 million, other intangible assets of $55.9 million,
tangible assets of $68.0 million and assumed liabilities of $18.9 million. The amounts allocated to intangible assets are based on preliminary conclusions resulting from an
independent appraisal, which includes an analysis of the business and expected future cash flows.
 

During 2001, the Company completed 12 acquisitions accounted for as purchases. Net cash paid for these acquisitions was $224.8 million, subject to certain adjustments.
In addition to cash consideration, the Company issued, in conjunction with two of the acquisitions, approximately 3.1 million unregistered shares of its common stock, valued
at approximately $117.0 million. Goodwill recorded in conjunction with the 2001 acquisitions was $285.7 million.
 

During 2000, the Company completed three acquisitions accounted for as purchases. Net cash paid for these acquisitions was $88.8 million, subject to certain
adjustments. Goodwill recorded in conjunction with the 2000 acquisitions was $52.0 million.
 

The Company may be required to pay additional cash and common stock consideration for acquisitions up to maximum payments of $243.2 million through 2006, if
certain of the acquired entities achieve specific escalating operating income targets. During 2002, cash paid as a result of acquired entities achieving their targets was $39.7
million. Any additional consideration paid will be treated as additional purchase price.
 



3.    Long-term debt
 

The Company has available a $437.0 million unsecured line of credit and commercial paper facility with a group of banks, of which $393.3 million was in use at
December 31, 2002, with a weighted average variable interest rate of 2.0%. The credit facilities, which expire in May 2004, consist of a $250.0 million five-year revolving
credit facility and a $187.0 million 364-day revolving credit facility which is renewable annually through 2004. There were no significant commitment fees or compensating
balance requirements under these facilities. The Company must, among other requirements, maintain a minimum net worth of $662.0 million as of December 31, 2002,
maintain a fixed charge coverage ratio of 1.35 to one, and limit its total debt to no more than three and one-half times the Company’s earnings before interest, taxes, depreciation
and amortization. The Company was in compliance with all debt covenants throughout 2002. As of December 31, 2002, the Company had interest rate swap agreements to fix
the interest rates on certain floating rate debt at an average rate approximating 6.75% (based on current bank fees and spreads) for a principal amount of $200.0 million until
2005. The estimated fair value of the interest rate swap agreements is included on the accompanying consolidated balance sheets in accrued expenses.
 

As of December 31, 2002, the Company has available $35.0 million in additional unsecured lines of credit, of which $25.0 million was in use at an average variable rate
of 1.7%.
 

The carrying value and estimated fair values of the Company’s long-term debt and interest rate swap agreements at December 31 are as follows:
 

   

2002

  

2001

   

Carrying
Value

  

Estimated
Fair Value

  

Carrying
Value

  

Estimated
Fair Value

   (In thousands)
8.00% senior notes payable, due 2003–2005   $ 38,571  $ 42,068  $ 51,428  $ 56,871
Bank notes and commercial paper, at short-term rates    444,253   444,253   291,665   291,665
         
Total long-term debt   $482,824  $486,321  $343,093  $348,536
         
Interest rate swap agreements   $ 24,116  $ 24,116  $ 13,062  $ 13,062
         

 
Annual principal payments required under the terms of the long-term debt agreements were as follows at December 31, 2002:

 

   

Years ending December 31,

   (In thousands)
2003   $204,087
2004   264,782
2005   13,893
2006   62
   
TOTAL   $482,824
   

 
 
4.    Income taxes
 

A reconciliation of recorded income tax expense with income tax computed at the statutory federal tax rates for the three years ended December 31 is as follows:
 

   

2002

  

2001

  

2000

 
   (In thousands)  
Statutory federal tax rate    35%  35%  35%
Tax computed at statutory rate   $152,702  $121,460  $105,012 
State income taxes, net of federal effect    15,712   12,033   11,156 
Non-deductible amortization expense    —     4,219   3,887 
Other—net    1,739   1,099   2,959 
     
TOTAL   $170,153  $138,811  $123,014 
     

 
The provision for income taxes consisted of the following:

 

   

2002

  

2001

  

2000

 
   (In thousands)  
Current:              

Federal   $116,021  $105,081  $ 98,630 
State    21,564   18,118   16,295 
Foreign    1,763   3,912   3,276 

     
    139,348   127,111   118,201 
     
Deferred:              

Federal    29,386   11,067   5,090 
State    2,226   948   388 
Foreign    (807)   (315)   (665)

     
    30,805   11,700   4,813 
     
TOTAL   $170,153  $138,811  $123,014 
     

 



Significant components of the Company’s deferred tax assets and liabilities consisted of the following at December 31:
 

   

2002

  

2001

 
   (In thousands)  
Purchased incomplete software technology   $ 32,980  $ 37,477 
Accrued expenses not currently deductible    28,721   33,671 
Deferred revenues    12,218   11,916 
Unrealized losses on cash flow hedges    9,405   5,094 
Net operating loss carryforwards    6,034   4,323 
Other    5,202   5,519 
    
Total deferred tax assets    94,560   98,000 
    

Software development costs for external customers    (36,095)   (31,641)
Excess of tax over book depreciation and amortization    (60,665)   (29,739)
Unrealized gains on investments    (25,573)   (55,467)
Other    (18,354)   (20,560)
    
Total deferred tax liabilities    (140,687)   (137,407)
    
TOTAL   $ (46,127)  $ (39,407)
    
 

Tax benefits associated with the exercise of non-qualified employee stock options were credited directly to additional paid-in capital and amounted to $31.2 million,
$15.0 million and $19.5 million in 2002, 2001 and 2000, respectively.
 

At December 31, 2002, the Company has state net operating loss carryforwards of $73.4 million, with expiration dates ranging from 2005 through 2022 and foreign net
operating loss carryforwards of $4.2 million, with no expiration dates.
 
 
5.    Employee Benefit Plans
 
STOCK OPTION PLAN
 

The Company's Stock Option Plan (the “Plan”) provides for the granting to its employees and directors of either incentive or non-qualified options to purchase shares of
the Company's common stock for a price not less than 100% of the fair value of the shares at the date of grant. In general, 20% of the options awarded under the Plan vest
annually and expire 10 years from the date of the award. Changes in stock options outstanding are as follows:
 

   

Number of
Shares

(In thousands)

  

Weighted
Average

Exercise Price

Outstanding, December 31, 1999   13,594  $ 11.26
Granted   1,792   21.48
Forfeited   (625)   19.18
Exercised   (2,303)   8.85
    
Outstanding, December 31, 2000   12,458   12.76
Granted   2,277   36.99
Forfeited   (387)   18.18
Exercised   (1,345)   8.68
    
Outstanding, December 31, 2001   13,003   17.18
Granted   1,519   41.21
Forfeited   (116)   24.49
Exercised   (2,796)   10.70
    
Outstanding, December 31, 2002   11,610  $ 21.77
    

 
The number of shares under option that were exercisable at December 31, 2002, 2001 and 2000 were 8.1 million, 9.0 million and 8.2 million, at weighted average

exercise prices of $16.69, $12.80 and $9.93, respectively. The following summarizes information about the Company's stock options outstanding and exercisable at December
31, 2002:
 

   

Options Outstanding

  

Options Outstanding
and Exercisable

Range of Exercise Prices   

Number of
Shares

(In thousands)  

Weighted
Average

Exercise Price  

Weighted Average
Remaining

Contractual Life
(in years)   

Number of
Shares

(In thousands)  

Weighted
Average

Exercise Price

           
$3.01—$10.67   3,347  $ 7.86  2.6  3,347  $ 7.86
10.89—20.14   3,185   17.30  5.5  2,784   17.13
20.38—37.04   3,591   30.50  7.7  1,659   29.19
37.21—45.99   1,487   41.59  9.1  303   41.56

          
$3.01—$45.99   11,610  $ 21.77  5.8  8,093  $ 16.69

          
 



At December 31, 2002, options to purchase 8.5 million shares were available for grant under the Plan. The Company has accounted for its stock-based compensation
plans in accordance with the intrinsic value provisions of APB Opinion No. 25. Accordingly, the Company did not record any compensation expense in the accompanying
consolidated financial statements for its stock-based compensation plans. Had compensation expense been recognized consistent with the fair value provisions of SFAS No.123,
“Accounting for Stock-Based Compensation,” the Company’s net income and net income per share—basic and diluted would have been changed to the pro forma amounts
indicated below for the years ended December 31:
 

   

2002

  

2001

  

2000

 
   (In thousands, except per share data)  
Net income:              

As reported   $266,137  $208,217  $177,021 
Less: stock compensation expense—net of tax    (18,200)   (13,400)   (9,700)

     
Pro forma   $247,937  $194,817  $167,321 

     
Reported net income per share:              

Basic   $ 1.39  $ 1.11  $ 0.96 
Diluted    1.37   1.09   0.93 

Pro forma net income per share:              
Basic   $ 1.30  $ 1.04  $ 0.91 
Diluted    1.27   1.02   0.88 

 
The fair value of each stock option granted in 2002, 2001 and 2000 was estimated on the date of grant using the Black-Scholes pricing model with the following weighted

average assumptions:
 

   

2002

  

2001

  

2000

 
Expected life (in years)   5.0  5.0  5.0 
Risk-free interest rate   4.4% 4.6% 5.0%
Volatility   50.0% 49.8% 48.6%
Dividend yield   0.0% 0.0% 0.0%

 
The weighted-average estimated fair value of stock options granted during the years ended December 31, 2002, 2001 and 2000 was $20.24, $18.02 and $10.72 per share,

respectively.
 
 
EMPLOYEE STOCK PURCHASE PLAN
 

The Company’s employee stock purchase plan provides that eligible employees may purchase a limited number of shares of common stock each quarter through payroll
deductions, at a purchase price equal to 85% of the closing price of the Company's common stock on the last business day of each calendar quarter. As of January 1, 2003, there
were 1.0 million shares available for grant under this plan.
 
 
EMPLOYEE SAVINGS PLAN
 

The Company and its subsidiaries have defined contribution savings plans covering substantially all employees, under which eligible participants may elect to contribute
a specified percentage of their salaries, subject to certain limitations. The Company makes matching contributions, subject to certain limitations, and makes discretionary
contributions based upon the attainment of certain profit goals. Company contributions vest ratably at 20% for each year of service. Company contributions charged to
operations under these plans approximated $41.5 million, $35.3 million and $30.4 million in 2002, 2001 and 2000, respectively.
 
 
6.    Restructuring and Other Charges
 

In the second quarter of 2001, the Company recorded $12.3 million of pre-tax charges consisting of severance and related termination benefits ($3.8 million), future lease
and other contractual obligations ($6.2 million), and the disposal and write-down of assets ($2.3 million). These charges related to management’s plan to improve overall
business efficiencies by consolidating the Company’s securities processing operations and eliminating duplicate operational functions. At December 31, 2002 and 2001,
approximately $3.4 million and $6.2 million, respectively, of future lease and other obligations were yet to be incurred.
 



7.    Leases, other commitments and contingencies
 
LEASES
 

The Company leases certain office facilities and equipment under operating leases. Future minimum rental payments on operating leases with initial noncancellable lease
terms in excess of one year were due as follows as of December 31, 2002:
 

   

Years Ending
December 31,

   (In thousands)
2003   $ 86,304
2004    74,617
2005    61,214
2006    47,852
2007    33,958
Thereafter    69,263
   
TOTAL   $ 373,208
   

 
Rent expense applicable to all operating leases was approximately $99.7 million, $87.1 million and $83.1 million during the years ended December 31, 2002, 2001 and

2000, respectively.
 
 
OTHER COMMITMENTS AND CONTINGENCIES
 

The Company's trust administration subsidiaries had fiduciary responsibility for the administration of approximately $26.0 billion in trust funds as of December 31, 2002.
The Company’s securities processing subsidiaries are subject to the Uniform Net Capital Rule of the Securities and Exchange Commission. At December 31, 2002, the
aggregate net capital of such subsidiaries was $86.7 million, exceeding the net capital requirement by $68.3 million.
 

In the normal course of business, the Company and its subsidiaries are named as defendants in various lawsuits in which claims are asserted against the Company. The
Company has initiated legal action against E*TRADE Securities, Inc. (“E*TRADE”) as the result of E*TRADE refusing to accept delivery of a bond (with a carrying value of
$27.0 million as of December 31, 2002) in violation of the terms of a contract between E*TRADE and a subsidiary of the Company. The Company intends to vigorously
enforce its rights under the terms of its agreement with E*TRADE and expects to prevail and recover the carrying value of the bond. In the opinion of management, the
liabilities, if any, which may ultimately result from such lawsuits are not expected to have a material adverse effect on the consolidated financial statements of the Company.
 



8.    Business Segment Information
 

The Company is a leading independent provider of data processing systems and related information management services and products to financial institutions and other
financial intermediaries. Effective June 30, 2003, as a result of growth of the Company’s health plan management services business, management has concluded that the
Company has four business segments based on the services provided by each: Financial institution outsourcing, systems and services; Health plan management services;
Securities processing and trust services; and All other and corporate. The Financial institution outsourcing, systems and services segment provides account and transaction
processing solutions and services to financial institutions and other financial intermediaries. The Health plan management services segment provides services to employers who
self-fund their health plan, including services such as handling payments to health care providers, assisting with cost controls, plan design services, medical provider
administration and other related services. The Securities processing and trust services segment provides securities processing solutions and retirement plan administration
services to brokerage firms, financial planners and financial institutions. The All other and corporate segment provides plastic card services and document solutions, and
includes general corporate expenses. The plastic card and document solutions businesses provide plastic card issuance services, card design, personalization and mailing, along
with electronic document delivery and print-related solutions.
 

Summarized financial information by business segment for each of the three years ended December 31 is as follows:
 

   

Financial Institution
Outsourcing,

Systems
and Services

  

Health Plan
Management

Services

  

Securities
Processing and
Trust Services

  

All Other
and Corporate

  

Total

   (In thousands)
2002                     
Processing and services revenues   $ 1,740,304  $ 216,145  $ 228,201  $ 92,992  $ 2,277,642
Operating income    384,760   34,064   28,839   (4,624)   443,039
Identifiable assets    1,846,710   254,184   4,071,403   266,408   6,438,705
Capital expenditures, including

capitalization of software development
costs for external customers    118,057   7,580   12,306   3,937   141,880

Depreciation and amortization expense    106,287   7,371   22,127   5,329   141,114

2001                     
Processing and services revenues   $ 1,525,606  $ 55,610  $ 259,437  $ 86,377  $ 1,927,030
Operating income    311,369   10,704   34,793   (3,169)   353,697
Identifiable assets    1,453,212   201,859   3,410,914   256,257   5,322,242
Capital expenditures, including

capitalization of software development
costs for external customers    87,461   3,573   10,092   3,483   104,609

Depreciation and amortization expense    113,026   2,803   25,004   6,863   147,696

2000                     
Processing and services revenues   $ 1,276,254  $ —    $ 325,839  $ 83,690  $ 1,685,783
Operating income    220,619   —     95,441   (1,754)   314,306
Identifiable assets    1,185,819   —     4,160,939   239,562   5,586,320
Capital expenditures, including

capitalization of software development
costs for external customers    89,235   —     13,628   4,124   106,987

Depreciation and amortization expense    120,050   —     21,370   7,422   148,842
 

The Company’s domestic operations comprised approximately 95%, 92% and 93% of processing and services revenues for the years ended December 31, 2002, 2001
and 2000, respectively. No single customer accounted for more than 3% of consolidated processing and services revenues during the years ended December 31, 2002, 2001 and
2000.
 



INDEPENDENT AUDITORS’ REPORT
 
We have audited the accompanying consolidated balance sheets of Fiserv, Inc. and subsidiaries as of December 31, 2002 and 2001, and the related consolidated statements of
income, shareholders’ equity and cash flows for each of the three years in the period ended December 31, 2002. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.
 
We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.
 
In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Fiserv, Inc. and subsidiaries at December 31, 2002 and
2001, and the results of their operations and their cash flows for each of the three years in the period ended December 31, 2002, in conformity with accounting principles
generally accepted in the United States of America.
 
As described in Note 1 to the consolidated financial statements, on January 1, 2002, the Company adopted Statement of Financial Accounting Standards No. 142, “Goodwill
and Other Intangible Assets.”
 
 
/s/ DELOITTE & TOUCHE LLP
 
Deloitte & Touche LLP
Milwaukee, Wisconsin
January 24, 2003
(September 3, 2003, as to Notes 1 and 8)



QUARTERLY FINANCIAL INFORMATION (Unaudited)
 

   

Quarters

    

   

First

  

Second

  

Third

  

Fourth

  

Total

 
   (In thousands, except per share data)  
2002     

Processing and services revenues   $ 559,824  $ 563,032  $ 563,663  $ 591,123  $ 2,277,642 
Cost of revenues    451,310   452,167   453,840   477,286   1,834,603 
       
Operating income    108,514   110,865   109,823   113,837   443,039 
Interest expense—net    (2,687)   (2,178)   (1,804)   (2,500)   (9,169)
Realized gain from sale of investment    915   567   426   512   2,420 
       
Income before income taxes    106,742   109,254   108,445   111,849   436,290 
Income tax provision    41,629   42,609   42,294   43,621   170,153 
       
Net income   $ 65,113  $ 66,645  $ 66,151  $ 68,228  $ 266,137 
       

Net income per share:                      
Basic   $ 0.34  $ 0.35  $ 0.34  $ 0.36  $ 1.39 

       
Diluted   $ 0.33  $ 0.34  $ 0.34  $ 0.35  $ 1.37 

       
Diluted (excluding realized gain from sale of investment)   $ 0.33  $ 0.34  $ 0.34  $ 0.35  $ 1.36 

       

2001                      
Processing and services revenues   $ 462,163  $ 481,355  $ 476,102  $ 507,410  $ 1,927,030 
Cost of revenues    375,558   392,976   386,887   417,912   1,573,333 
       
Operating income    86,605   88,379   89,215   89,498   353,697 
Interest expense—net    (3,817)   (3,237)   (2,501)   (2,518)   (12,073)
Realized gain from sale of investment    1,821   1,506   1,000   1,077   5,404 
       
Income before income taxes    84,609   86,648   87,714   88,057   347,028 
Income tax provision    33,844   34,659   35,085   35,223   138,811 
       
Net income   $ 50,765  $ 51,989  $ 52,629  $ 52,834  $ 208,217 
       

Net income per share:                      
Basic   $ 0.27  $ 0.28  $ 0.28  $ 0.28  $ 1.11 

       
Diluted   $ 0.27  $ 0.27  $ 0.27  $ 0.27  $ 1.09 

       
Diluted (excluding realized gain from sale of investment)   $ 0.26  $ 0.27  $ 0.27  $ 0.27  $ 1.07 

       
 
Note: The above information excludes the revenues and expenses associated with customer reimbursements recorded in accordance with EITF No. 01-14.
 
 


