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PART L. FINANCIAL INFORMATION

Item 1. Financial Statements

ACXIOM CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)
(Dollars in thousands)

Assets -
Current assets:
Cash and cash equivalents
Trade accounts receivable, net
Deferred incqme taxes
Refundable income taxes
Other current assets

Total current assets

Property and equipment, net of accumulated depreciation and
amortization

Software, net of accumulated amortization

Goodwill

Purchased software licenses, net of accumulated amortization’

Unbilled and notes recetvable, excluding current portions

Deferred costs, net of accumulated amortization

Other assets, net

Current liabilities: -
Current installments of long-term debt
Trade accounts payable
Accrued expenses:
Restructuring
. Payroll
Other
Deferred revenue

Total cutrent liabilities -

Long-term obligations: )
Long-term debt and capital leases, net of current installments
Software and data licenses, net of current installments

Deferred income taxes
Commitments and contingencies

Stockholders' equity:
Common stock
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income (loss)
Treasury stock, at cost '

Total stockholders' equity

5

See accompanying notes to condensed consolidated financial statements.

’

December 31, - March 31,
2003 2003
17,648 § 5,491
193,491 “189,704
46,056 46,056
3,386 2,576
36,218 45,88
296,799 289,115
245,534 208,306
64,427 63,095
226,098 221,184
153,423 161,432
15,392 20,249
113,218 108,444
26,929 21421
1,141,820  $ ' 1,093,246
57,006 © 29,491
27,456 28,760
- 584
13,666 14,234
41,087 - 38,689
66,314 59,907
205,529 171,665
230,766 233,843
53,119 55,834
283,885 289,677
86,024 69,348 -
9,104 9,015
344,194 333,715
295,983 253,558
3,553 (2,911)
(86,452) (30,821)
566,382 562,556
1,141,820 § 1,093,246




ACXIOM CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS
) (Unaudited)
(Dollars in thousands, except per share amounts)

For the Three Months Ended
- December 31,
2003 2002
‘Revenue $- 255207 $ 257,961
Operating costs and expenses: »
Salaries and benefits 82,452 ' 80,474
Computer, communications and other equipment 66,863 69,066
Data costs ) 32,642 28,748
Other operating costs and expenses ) 38,915 48,457
Gains, losses and nonrecurring items, net A (3,000) (521,
Total operatiﬁg costs and expenses 217,872 226,224
Income from operations ’ ’ 37,335 31,737
Other income (expense): . .
Interest expense ‘ : (4,702) (5,088)
Other, net . - (456) - 1,064
‘ \ (5,158) (4,024)
Eamnings before income taxes - 32,177 7 27,713
Tncome taxes 12,233 8,176
Net earnings $ 19,944 ¢ 19,537
Earnings per share: .
Basic ' ‘ 3 ) 023 § 0.22

Diluted ' $ 022 § 0.20 °

See accompanying notes to condensed consolidated financial statements.




ACXIOM CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS
(Unaudited) ‘ '
(Dollars in thousands, except per share amounts)

- For the Nine Months Ended

December 31,
2003 _ 2002
Revenue ‘ : $ 732,985 § 718,763
‘ Operating costs and expenses:
Salaries and benefits ) 251,721 230,316
Computer, communications and other equipment ‘ 197,255 195,921
Data costs 95,113 87,478
Other operating costs and expenses 121,620 129,067
Gains, losses and nonrecurring iterns, net (4,008) (5,081)
Total operating costs and expenses 661,701 637,701
Income from operations ' ) 71,284 81,062
Other income (expense):
Interest expense : ; (14,356) (15,485)
Other, net - ) 430 2,607
' (13,926) - (12,878)
Eamnings before income taxes ’ 57,358 68,184
Income taxes _ 14,933 22,656
Net earnings S a5 g 45,528
Earnings per share: » :
Basic o , $ 050§ 051
Diluted $ 047 § 0.49

See accompanying notes to condensed consolidated Jfinancial statements.




ACXIOM CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
) (Unaudited)
(Dollars in thousands)

See accompanying notes to condensed consolidated financial statements.

For the Nine Months Ended
December 31,
2003 2002
Cash flows from operating activities: ) .
Net earnings $ 42,425 8§ 45,508
Adjustments to reconcile net earnings to net cash provided
by operations:
Depreciation and amortization o ) 107,745 88,354
Gain on disposal or impairment of assets, net ) (1,008) 39)
Deferred income taxes N 16,676 23,923
Income tax benefit of stock options exercised ) - 157
Changes:in operating assets and liabilities: '
Accounts receivable (2,387) (4,041)
Other assets . 11,994 53,803 .
Accounts payable and other liabilities 2,455 (15,232)
Restructuring and impairment costs ’ (584) 1,772)
Net cash provided by operating activities 177,316 190,681
Cash flows from invesﬁng activities: '
Proceeds received from the disposition of operations 7,684 451
Proceeds received from the disposition of assets 737 200
Payments received from investments ’ 1,519 -
Capitalized software development costs ‘ (20,141) (26,336)
Capital expenditures . ‘ (12,261) (10,809)
Deferral of costs (15,344) (11,144)
Investments in joint ventures and other investments (5,000 (1,052)
Proceeds from sale and leaseback transaction - 7,729
Net cash paid in acquisitions - (14,105)
Net cash used by investing activities (42,806) (55,066)
Cash flows from financing activities: .
Proceeds from debt 100,989 - 82,516
Payments of debt (178,480) (168,483)
“Sale of common stock 10,984 14,353
Acquisition of treasury stock ) (56,047) (3,399)
Net cash used by financing activities (122,554) (75,013)
Effect of exchange rate changes on cash ) 201 124
Net increase in cash and cash equivalents i 12,157 60,726
Cash and cash equivalents at beginning of period ) 5,491 5,676
Cash and cash equivalents at end of period . $ - 17,648  $ 66,402
Supplemental cash flow information: »
Cash paid (received) during the period for: '
Interest : $ 13,497 % 17,428
Income taxes ] - - (986) (40,420)
Noncash investing and financing activities: : -
Notes payable, common stock and warrants issued for acquisitions - 28,486
Acquisition of land in exchange for debt ) 2,698 -
Acquisition of data under long-term obligation 18,340 -
Notes received in exchange for sale of operations- - 1,326
Issuance of warrants - 1,317
Enterprise software licenses acquired under software obligation 11,135 2,828
Acquisition of property and equipment under capital lease 60,195 9,645
Construction of asset under construction loan 6,854 -




ACXIOM CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS ‘
(Unaudited)

1. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTIN G PRINCIPLES

These condensed consolidated financial statements have been prepared by Acxiom Corporation
(“Registrant”, “Acxiom” or “the Company”), without audit, pursuant to the rules and regulations of the
Securities and Exchange Commission (“SEC” or “the Commission”). In the opinion of the Registrant's
management all adjustments necessary for a fair presentation of the results for the periods included have

Statements filed as a part of Item 8 of the Registrant’s annual report on Form 10-K for the fiscal year ended
March 31, 2003 (“2003 Annual Report™), as filed with the Commission on June 9, 2003. This report and the
accompanying condensed consolidated financial statements should be read in connection with the 2003
Annual Report. The financial information contained in this report is not necessarily indicative of the
results to be expected for any other period or for the full fiscal year ending March 31, 2004.

statements. Additionally, the application of certain of these accounting policies is governed by complex
accounting principles and interpretations thereof. A discussion of the Company’s significant accounting
principles and the application thereof is included in note 1 and in Item 7, Management’s Discussion and -
Analysis of Financial Condition and Results of Operations, to the Company’s 2003 Annual Report.

During the quarter ended June 30, 2003, in conjunction with an amendment to one of its purchased
operating system software license agreements, the Company evaluated the remaining useful lives of certain
of its purchased operating system software licenses. Costs of purchased operating system software licenses
are amortized using a units-of-production basis overthe estimated economic life of the license, generally
not to exceed ten years. As a resulf of this review, the estimated remaining useful life of one of these

licenses was extended from eight years to ten years and the estimated remaining useful life of another

Effective January 1, 2001, the Company changed its method of accounting for certain transactions,
retroactive to April 1, 2000, in accordance with SEC Staff Accounting Bulletin 101 (“SAB 101™),
“Revenue Recognition in Financial Statements.” For the quarters ended December 31, 2003 and 2002, the

- Company recognized approximately $1.2 million and $2.9 million, respectively, in revenue that was
included in the SAB 101 cumulative effect adjustment. For the nine months ended Decemb er 31, 2003 and
2002, the Company recognized approximately $4.6 million and $11.0 million, respectively, in revenue that
was included in the SAB 101 cumulative effect adjustment. :

Certain prior year amounts have been reclassified to conform to the current year presentation. These
reclassifications had no impact on net earnings as previously reported. ‘

2. RESTRUCTURING, IMPATIRMENT AND OTHER CHARGES




During the fourth quarter of the year ended March 31, 2001, the Company recorded a charge totaling $34.6
million relating to the bankruptey filing of Montgomery Ward (“Wards™), a significant customer of the
Information Technology (“IT”) Management segment, for the write-down of impaired assets and for certain
ongoing obligations that have no future benefit to the Company. As of June 30, 2001, the Company was no
longer obligated to provide services to Wards,

During the fiscal year ended March 3 1, 2003 the Company received a payment from the Wards bankruptcy
trustee in the amount of $0.5 million, which was recorded in gains, losses and nonrecurring items, net.
During the quarter ended December 31, 2003, the Company received an additional payment from the

Wards bankruptcy trustee in the amount of $3.0 million, which was also recorded in gains, losses and
nonrecurring items, net. ’

ACQUISITIONS AND INVESTMENTS

Effective November 26, 2002, the Company acquired certain assets and assumed certain liabilities of
Toplander Corporation (“Toplander™), a data compiler for online marketing efforts. The acquisition price
consisted of cash paid to the sellers of $5.6 million and contingent consideration that included up to $2.4
million of additional cash, shares of the Company’s common stock with a fair value of up to $2.0 million,

returned through monthly payments over the next four years, including interest at 5%, with a final payment
of $2.4 million due May 2007. The balance of the ownership investment of $4.6 million is included in
other assets, net in the accompanying condensed consolidated balance sheet as of December 31 ,2003. As

On June 27, 2003, the Company sold its Los Angeles outsourcing data center operation for $6.7 million in
cash. In connection with the sale, the Company accrued $1.3 million in other accrued expenses on the
accompanying condensed consolidated balance sheet for its estimated liability on a building lease that was
not assumed by the buyer and-wrote off $1.2 million of goodwill. The Company recorded a gain on the
disposal of $1.0 million, net of the lease accrual and goodwill write-off, which is included in gains, losses
and nonrecurring items, net for the nine months ended December 31, 2003. This operation accounted for
ap”ﬁrbximately $20 million in revenue in fiscal 2003, with no material impact on netearnings.

During the year ended March 31, 2002, the Company sold three of its business operations, including a
minor portion of its United Kingdom operations located in Spain and Portugal. During the quarter ended
June 30, 2002, the Company sold the remaining portion of its assets located in Spain, which primarily
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consisted of tax loss carryforwards. Effective July 31, 2002, the Company sold its print shop business
located in Chatsworth, California. Gross proceeds from the sales of these operations were $16.6 million,
consisting of cash of $6.8 million and notes receivable of $9.8 million. The Company recorded a gain
associated with the disposition in Spain of $0.5 million during the nine months ended December 31,2002,
including the write-off of $0.1 million of goodwill.

The following summarizes notes receivable from divestiture activities (dollars in thousands):

December 31, March 31,

: _ 2003 2003
Notes receivable from DMI, net of future credits of $3.6 :
million at December 31, 2003 and $3.7 million at March
31,2003 ‘ $ 8,793 _ $ 10,062
Notes receivable from other divestitures -4 811 5,297
13,604 15,359
Less current portion = ,‘ 3315 2,662
$10,289 $12,697

OTHER CURRENT AND NONCURRENT ASSETS

Unbilled and notes receivable are from the sales of software, data licenses, equipment sales and from the
sale of divested operations (see note 4), net of the current portions of such receivables. The term of the
unbilled and notes receivable is generally three years or less. Other current assets include the current
portion of the unbilled and notes receivable of §13.7 million and $21.9 million at December 31 , 2003 and
March 31, 2003, respectively. The remainder of other current assets consists of prepaid expenses, non-trade
receivables and other miscellaneous assets.

Other noncurrent assets consist of the following (dollars in thousands):

December 31, March 3 1,

2003 2003
Investments in joint ventures and other investments, net of
unrealized gain or loss on available-for-sale marketable
securities $ 15816 $ 13,463
Other, net 11,113 _ 7958
$26,929 - $21,421




6. GOODWILL

The changes in the carrying amount of goodwill, by business segment, for the nine months ended

December 31, 2003, are as follows (dollars in thousands):

Data and
Software 1T
Services Products Management Total
Balances at March 31, 2003 $ 139,981 - $ 6,045 $ 75,158 $ 221,184
Divestitures — — (1234 (1,234
Contingent consideration
(note 3) — 2,000 — 2,000
Foreign currency translation
- adjustment 4,148 — — 4,148
Balances at December 31, 2003 $ 144,129 $ 8,045 § 73,924 § 226,098
7. LONG-TERM OBLIGATIONS
Long-term obligations consist of the following (dollars in thousands):
December 31, March 31,
\ ) 2003 2003
Convertible subordinated notes due 2009; interest at 3.75% $ 175,000 $ 175,000
Revolving credit agreement — 28,799 .
Capital leases on land, buildings and equipment payable in monthly
payments of principal plus interest at rates ranging from
approximately 3% to 8%; remaining terms up to fifteen years 73,054 32,753
Other deb‘triand long-term liabilities - 20,728 10,278
Total long-term debt and capital leases 268,782 246,830
Less current installments ‘ 38,016 12,987
Long-term debt and capital leases, excluding current installments $230,766 $ 233,843
Software license liabilities payable over terms up to seven years; _
effective interest rates at approximately 6% $ 60,206 $72,338 -
Long-term data license agreement, due over two years; interest at 6% 11,903 —
Total license liabilities -~ 72,109 72,338
Less current installments 18,990 16,504
License liabilities, excluding <current installments $53,119 $ 55,834

10




at an alternative base raté or at the F ederal funds rate plus 2.00%, depending upon the type of borrowing,
are secured by substantially all of the Company’s assets and are due July 2006. At December 31, 2003, the
facility had no outstanding balance, however, the interest rate under this credit facility would have been
approximately 3% per annum. Outstanding letters of credit at December 31, 2003 and March 31, 2003,
which reduce the Company’s borrowing capacity under the revolving credit facility, were $10.0 million and
$10.8 million, respectively. )

31, 2003, the Company was in compliance with these covenants and restrictions. Accordingly, the
Company has classified all portions of its debt obligations due after December 31, 2004 as long-term in the
accompanying condensed consolidated financial statements.

During the first quarter of the current fiscal year, the Company completed a long-term data license
agreement with Trans Union, a related party. The related data asset of $16.6 million, net of amortization, is
recorded in deferred costs on the accompanying condensed consolidated balance sheet. This data will be
used in certain of the Company’s products. '

11




8. STOCKHOLDERS’ EQUITY

Below is the calculation and reconciliation of the numerator and denominator of basic and diluted earnings
per share (in thousands, except per share amounts):

For the quarter ended For the nine months ended
December 31, December 31,
2003 2002 2003 2002

Basic earnings per share:
Numerator — net earnings  $ 19,944 $ 19,537 $ 42,425 $ 45,528

Denominator — weighted-
average shares

outstanding 84,926 - 89,195 85,535 88,486
Basic earnings per ‘ '
share ~ § 023 $§ 022 $ 050 § 051
Diluted earnings per share: ) '
Numerator:
Net earnings ) $ 19,944 $ 19,537 $ 42,425 $ 45528
Interest expense on
convertible debt
(net of tax benefit) 1,026 1,050 3,076 3,150
$20,970 $ 20,587 $ 45,501 $ 48,678
Denominator: : "
Weighted-average ,
shares outstanding 84,926 - 89,195 85,535 88,486 .
Dilutive effect of '
common stock
options and
Wwarrants, as
computed under
the treasury stoc
method ' 2,082 1,740 1,874 2,187
Dilutive effect of
convertible debt,
as computed under
the if-converted , -
‘method 9,589 ~ 9,589 9,589 9,589
- 96,597 100,524 - 96,998 100,262
Diluted earnings . :
per share § 022 $§ 0.20 $§ 047 § 049
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For the quarter ended For the nine months ended:
December 31, December 31,
2003 2002 2003 2002

Excluded number

of shares

under options :

and warrants 9,214 13,835 11,846 11,608
Range of “

exercise prices  $16.76 — 62.06 $15.38 - 62.06 $14.82 -62.06  $15.38 - 62.06

The Company applies the provisions of Accounting Principles Board Opinion No. 25 and related
interpretations in accounting for its stock-based compensation plans. Accordingly, no compensation cost
has been recognized by the Company in the accompanying condensed consolidated statements of earnings
for any of the fixed stock options granted. Had compensation cost for options granted been determined on
the basis of the fair value of the awards at the date of grant, consistent with the methodology prescribed by
Statement of Financial Accounting Standards (“SFAS”) No. 123, as amended by SFAS No. 148, the
Company’s net earnings would have been reduced to the following pro forma amounts for the periods
indicated (dollars in thousands, except per share amounts):

For the quarter ended For the nine months ended

December 31, December 31,
] 2003 2002 2003 2002

Net earnings, as reported $ 19,944 $ 19,537 $ 42 425 $ 45,528
Less: stock-based employee o

compensation expense

under fair value based

method, net of income tax

benefit 3,349 2,765 9,554 8,074
Pro. forma net earnings $ 16,595 $16,772 ‘$ 32,871 $ 37,454
Earnings per share:

Basic — as reported $ 023 $ 0.22 $ 0.50 - $ 0.51

Basic — pro forma $ 0.20 $ 0.19 $ 0.38 $ 042

Diluted — as reported § 022 ~$ 020 "$ 047 $ 049

Diluted — pro forma $ 0.8 ~$ 018 $ 037 $ 0.40

Pro forma net earnings reflect only options granted-after fiscal 1995. Therefore, the full impact of
calculating compensation cost for stock options under SFAS No. 123 is not reflected in the pro forma net
earnings amounts presented above because compensation cost is reflected over the options’ vesting period
of up to nine years and compensation cost for options granted prior to April 1, 1995 is not considered.
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The per-share weighted-average fair value of stock options granted during the nine months ended
December 31, 2003 was $10.05 on the date of grant using the Black-Scholes option pricing model with the
following weighted-average assumptions: dividend yield of 0%, risk-free interest rate of 4.43 %; expected
option life of ten years; and expected volatility of 50%. '

9. ALLOWANCE FOR DOUBTFUL ACCOUNTS
Trade accounts receivable are presented net of allowances for doubtful accounts, returns, and credits of

$2.9 million and $6.7 million, respectively, at December 31, 2003 and at March 31,2003. The decrease in
the allowance account was due to the write-off of accounts receivable which had previously been included

10. SEGMENT INFORMATION

The following tables present information by business segment (dollars in thousands):

For the quarter ended For the nine months ended
December 31, December 31,
2003 2002 2003 2002
Revenue: )
Services $191,607 . § 192,510 S 551,457 $ 540,772
Data and Software Products 54,625 46,085 142,535 129,429
IT Management 66,323 65,985 189,235 179,332
Intercompany eliminations (57,438) (46,619) (1 5‘0,242_) (130,770)
$ 255,207 PATI6L S TR
Income (loss) from operations: . .
Services § 28,366 $ 28,389 $ 57,959 $ 72,365
Data and Software Products 18,614 9,348 32,763 20,146
IT Management 8,770 4,082 14,524 7,031
Intercompany eliminations (19,429) (9,553) (34,091) . (20,497)
- Corporate and other © 1,014 (529) 129 2,017

$ 37335 $ 31,737 $ 71,284 $ 81,062

11. COMPREHENSIVE INCOME (LOSS)

The balance of accumulated other comprehensive income (loss), which consists of foreign currency
translation adjustments and unrealized gains and losses, net of reclassification adjustments and income tax
benefit, on marketable securities classified as available-for-sale, was $3.6 million income at December 31, -
2003 and $2.9 million loss at March 31,2003. Total comprehensive income was $24.1 million and $21.0
million, respectively, for the quarters ended December 31, 2003 and 2002 and $48.9 million and $48.8
million, respectively, for the nine-month periods ended December 3 1, 2003 and 2002.

12. COMMITMENTS AND CONTIN GENCIES
Refer to Part IT, Item 1 for a description of legal proceedings.

The Company leases data processing equipment, software, office furniture and equipment, land and office
space under noncancellable operating leases. Additionally, the Company has entered into synthetic
operating leases for computer equipment, furniture and aircraft (“Leased Assets”). These synthetic
operating lease facilities are accounted for as operating leases under generally accepted accounting
principles and are treated as capital leases for income tax reporting purposes. Initial lease terms under the

14




13.

RECENT DEVELOPMENTS

On January 6, 2004, the Company announced the completion of the acquisitic;n of the Claritas Europe
group of companies from VNU N.V. The acquisition will be accounted for as a purchase and is effective

Germany, Spain, Portugal, and Poland. The acquired companies are expected to add approximately $100
million in annual revenue. The results of operations of the acquired companies will be included in the
Company’s consolidated results beginning January 1, 2004.

In early August 2003 management determined that Acxiom had experienced unlawful security breaches of
its file transfer protocol (“FTP”) server. Unauthorized access to certain files occurred as a result of

15
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Item 2. Management’s Discussion and Analysis of F inancial Condition and Results of Operations

Introduction and Executive Summary

Acxiom Corporation (“Acxiom” or “the Company™) integrates data, services and technology to create and
deliver customer and information management solutions for many of the largest, most respected companies in
the world. The core components of Acxiom’s innovative solutions are customer data integration technolo 2y, -
data, database services, information technology (“IT”) outsourcing, consulting and analytics, and privacy
leadership. Founded in 1969, Acxiom is headquartered in Little Rock, Arkansas, with locations throughout the
United States (“U.S.”) and Europe, and in Australia and J apan.

The Company manages its operations through three operating segments: Services, Data and Software Products,
and IT Management. The Services segment, the Company’s largest segment, provides data warehousing, list
processing, data, IT management and consulting services to large corporations in a number of vertical
industries. The Data and Software Products segment provides data content and software primarily in support of
the direct marketing activities of clients in the Services segment. The IT Management segment reflects
outsourcing services primarily in-the areas of data center, client/server and network management.

Highlights of the most recently completed fiscal quarter are identified below.

®  Revenue was $255.2 million, compared to $258.0 million for the same quarter in the previous year;

m Diluted earnings per share were $0.22, compared to $0.20 per share in the same quarter a year ago;

m  Earnings included a $3 million distribution from the Montgomery Ward bankruptcy and a loss of $1.4
million related to investments; ‘

m  The Company reported operating cash flow of $177.3 million for the nine months ended December 31,
2003 and free cash flow (as defined under “Capital Resources and Liquidity” below) of $130.3
million; ‘ . - :

m  New contracts signed during the quarter are expected to contribute annual revenue of $49 million and
contract renewals are expected to generate $14 million in annual revenue; committed new deals are in
the pipeline that are expected to generate $44 million in annual revenue; :

m  The Company completed a long-term strategic alliance with Accenture that is expected to drive new
revenue and improve efficiency;

m  The acquisition of Claritas Europe was completed effective J anuary 1, 2004.

The highlights above are intended to identify to the reader some of the more significant events and transactions
of the Company during the quarter ended December 31, 2003. However, these highlights are not intended to be
a full discussion of the Company’s results for the quarter or the nine-month period. These highlights should be
read in conjunction with the following discussion of Results of Operations and Capital Resources and Liquidity
and with the Company’s condensed consolidated financial statements and footnotes included in Item 1 of this
report. :

17




Results of Operations

A summary of selected financial information for the quarters and nine months ended December 31, 2003 and
2002 is presented below (dollars in millions, except per share amounts):

For the quarter ended For the nine months ended
December 31, : December 31,
% %
2003 2002 Change 2003 2002 Change
Revenue $ 2552 $ 2580 - 1% § 733.0 $ 718.8 +2%
Operating costs and -
expenses 217.9 226.2 -4. 661.7 637.7 +4
Income from
_operations 373 31.7 +18 71.3 81.1 -12
Diluted earnings per ‘ 4
share ' 0.22 0.20 +10 : 0.47 0.49 -4
Revenues

The table below shows the Company’s revenue by businéss segment for the quarters and for the nine months
ended December 31, 2003 and 2002 (dollars in millions).

For the quarter ended For the nine months ended

December 31, December 31,
. % %,
2003 2002 Change 2003 2002 Change
Services $ 1917 $ 1925 0% $ 5515 $ 540.8 -+ 2%
Data and Software -

Products 54.6 46.1 +19 142.5 1294 +10
IT Management 66.3 66.0 + 1 189.2 - 179.3 + 6
Intercompany ‘ , C

eliminations (57.4) (46.6) +23 (150.2) (130.7) +15

$2552 $ 258.0 - 1% $ 733.0 $718.8 + 2%

- impacted by a less than robust €conomic environment. 4H0wéver, the Com;ﬂz‘my’s committed new business
pipeline continues to be strong, representing annual revenue of $44 million. The new business pipeline
represents new business for which the Company has been selected, but has not yet finalized the related contract.

For the nine months énded December 3 11, 2003, the Company’s revenue was $733.0 million, compared to
revenue of $718.8 million in the same period for the prior year, reflecting an increase of $14.2 million, or 2%.

Approximately 80% of the Company’s consolidated revenue in both fiscal 2003 and 2004 is from clients who
have Jong-term contracts (defined as contracts with initial terms of two years or more) with the Company.
These revenues include all revenue from clients for which there is a long-term contract that covers some
portion of that client’s revenue. However, this does not mean that all revenue from such contracts is-
necessarily “fixed” or guaranteed, as portions of revenue from clients who have long-term contracts, as well as
substantially all of the revenue from clients that are not under long-term contract, is variable or project-related.

Services segment revenue for the quarter decreased slightly from the prior year. Services segment revenue ]
reflects increases from the automotive industry (up 22%) and the health care industry (up 27%), offset by
decreases in the retail industry and the travel and entertainment industry. Revenue from the financial services
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industry was about the same as the prior year. For the nine months ended December 31 , 2003, Services
segment revenue increased $10.7 million compared to the prior year, due primarily to increases in the financial
services industry of $13.5 million (5%) and the increase from the AISS acquisition of $7.6 million, offset by
decreases in other areas. The financial services industry increase for the nine-month period was partially due to
increases in equipment sales of $4.6 million. :

Data and Software Products segment revenue during the quarter increased $8.5 million over the same quarter in
the prior year and increased $13.1 million for the nine-month period. The increases for both the current quarter
and the year-to-date period reflect growth in software products and InfoBase analytic, suppression, telesource,
and reference products offset by weakness in enhancement, e-products, and list products.

IT Management segment revenue increased slightly‘over the same quarter a year ago, and increased $9.9

million for the year-to-date period. The IT Management increase included $2.3 million for the quarter and $6.4
million for the nine months in revenue which was also reported as revenue by the Services segment related to

segment.

Operating Expenses

The following table presents operating expenses for the quarters and the nine months ended December 31, 2003
and 2002 (dollars in millions):

For the quarter ended ’ For the nine months ended

December 31, December 31,
% ‘ %
2003 2002 . Change 2003 2002 Change
Salaries and benefits § 825 $ 805 + 2% $ 2517 $ 2303 + 9%
Computer,
communications and
other equipment 66.9 69.1 - 3 197.3 195.9 + 1
Data costs . 32,6 28.7 + 14 95.1 87.5 + 9
Other operating costs : )
and expenses 38.9 48.4 - 20 . 1216 129.1 - 6
Gains, losses and non- : ‘
recurring items, net (3.0) (0.5) +476 (4.0) (5.1 - 21
‘ $ 2179 $§ 2262 - 4% $ 661.7 $ 637.7 + 4%

Salaries and benefits for the Company increased $2.0 million compared to the same quarter in the’pﬂor year.
The increase reflects the impact of decreased capitalization of salaries related to software development and
customer setup activities of $1.3 million, as well as pay reinstatements in the prior year and pay increases
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development and customer setup activities of $7.4 million and increases in bonus accruals of $5.7 million, as
well as the pay reinstatements and increases referred to above, offset by a $3.4 million decrease due to the sale
of the Los Angeles outsourcing data center.

Computer, communications and other equipment costs decreased $2.2 million in the current quarter as
compared to the same quarter a year ago. The sale of the Los Angeles outsourcing data center accounted for
$1.8 million of the decrease. For the nine months ended December 31, 2003, the category increased $1.3
million. The sale of the Los Angeles data center accounted for a decrease of $4.2 million. This decrease was
offset by increases in depreciation, amortization, and rent. The Company incurred significant software and
 capital expenditures in prior years to build the AbiliTec infrastructure, which is expected to become fully
amortized over the next several years.

As discussed in note 1 to the accompanying condensed consolidated financial statements, during the first
quarter the Company extended the remaining estimated useful lives of two purchased operating system
software licenses and changed its units-of-production estimates for future years. The result of these changes ,
was to reduce amortization expense for the nine months ended December 31, 2003 by $4.6 million from what it
would have been without these changes. ;

Data costs for the quarter increased $3.9 million over the comparable quarter in the prior year. For the nine
months ended December 31, 2003, these costs increased $7.6 million. Data costs are primarily comprised of
the cost of data to support the Allstate Insurance Company (“Allstate™) contract, as well as fixed and royalty-
based data that are used in the Company’s InfoBase products. The increases for both the current quarter and
the nine-month period are primarily-due to higher costs related to the Allstate contract.

Other operating costs and expenses decreased $9.5 million.in the current quarter as compared to a year ago,
while for the nine-month period other operating costs and expenses decreased $7.4 million. In both the current
quarter and year-to-date period, expenses related to postage and supplies on customer mailings were lower by
$4.6 million and $8.4 million, respectively, but this was partially offset in the year-to-date period by higher cost
of sales on equipment sold to clients.

" For the nine months ended December 3 1,2003, gains, losses and nonrecﬁrring items consisted of the gain on
disposal of the Company’s Los Angeles outsourcing data center operation of $1.0 million recorded in the first
- quarter and a recovery from the Montgomery Ward bankruptcy trustee of $3.0 million during the third quarter.

8 Spanish operations recorded during the first quarter, a gain during the
second quarter of $4.1 million due to the reversal of an accrual for “over-attainment” incentives, and a gain of
$0.5 million related to a recovery from Montgomery Ward in the third quarter.

As aresult of the factors noted aBove, income from operations increased from $31.7 million in the quarter
ended December 31, 2002 to $37.3 million in the quarter ended December 3 1, 2003, an increase of 18%. For
the nine months ended December 31 » 2003 and 2002, income from operations was $71.3 million and $81.1
million, respectively. Income from operations for the Services segment was $58.0 million in the current year-
to-date period compared to $72.4 million in the comparable period in the prior year. Consolidated operating
margin was 14.6% for the quarter ended December 31 , 2003 compared to 12.3% for the prior year.

Other Income (Expense), Income Taxes and Other Items : .

Interest expense of $4.7 million for the quarter and $14.4 million for the nine-month period is lower than the
previous year due to lower average interest rates and lower debt levels. The Company’s weighted-average
interest rate on long-term debt was 4.9% at December 31, 2003 and 4.8% at March 31, 2003. The weighted-
average interest rate calculation at December 3 1, 2003 excludes the revolving credit facility, since there was no
balance outstanding at December 31 , 2003. The interest rate on the revolving credit facility would have been
approximately 3% at December 31, 2003.

‘Other, net for the current fiscal quarter primarily consists of interest income on notes receivable of $0.5 million,
offset by a loss from equity pickup on joint ventures of $1.0 million. The equity pickup includes approximately
$1.4 million of losses related to joint ventures that are not expected to recur. Other, net in the prior year
included $0.9 million of interest income, with the remainder consisting primarily of equity pickup of earnings
on joint ventures. Other, net for the nine-month period includes interest income on notes receivable of $1.6
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million, again partially offset by equity pickup and other items. In the comparable period for the prior year,
other, net included $3.3 million of interest income on noteés receivable, with the remainder consisting primarily
of equity pickup of losses on Jjoint ventures.

rate for both the quarter and the nine months ended December 31, 2003 was 37.5%. The Company’s estimated
tax rate for the full fiscal year is also 37.5 %, excluding the adjustments mentioned above and any potential
adjustments related to previous years deferred tax liabilities that might occur during the fourth quarter. For the
quarter and nine months ended December 31, 2002 the tax rate was 29.5% and 33.2%, respectively, which
reflects an adjustment of $1.8 million, net of federal tax Impact, related to the utilization of state income tax
loss carryforwards. - ‘

The Company is regularly audited by federal and state tax authorities, which, from time to time, results in
proposed assessments and/or adjustments to certain of the Company’s tax positions. The Company has

Capital Resburces and Liquidity .

Working Capital and Cash Flow

Working capital at December 3 1, 2003 totaled $91.3 million compared to $117.5 million at March 3 1, 2003.
This decline is primarily the result of an increase in the current portion of long-term obligations. Cash provided
by operating activities was $177.3 million in the nine months ended December 31, 2003, as compared to $190.7
million for the same period in the prior year. Net changes in operating assets and liabilities increased operating
cash flow by $11.5 million in the current year-to-date period and $32.8 million in the prior year. The prior year
included approximately $40 million of refunds of federal income taxes received in June 2002. Depreciation
and amortization of $107.7 million in the nine months ended December 31, 2003 increased 22% over the same
period in the prior year. o

Accounts receivable days sales outstanding (“DSO”) was 70 ‘days at December 31, 2003 compared to 71 days at
March 31, 2003 and is calculated as follows (dollars in thousands): ‘

December 3 1, March 31,

2003 2003
Numerator — trade accounts receivable, net $ 193,491 $ 189,704
Denominator: i
Quarter revenue 255,207 23 9,459
Number of days in quarter 92 . _ 90
Average daily revenue § 2774 $ 2661
Days sales outstanding 70 71

development costs of $20.1 million, compared to $26.3 million in the prior year. Capital expenditures were
$12.3 million in the current period, compared to $10.8 million in the prior year. Cost deferrals were $15.3
million in the current period, compared to $11.1 million in the prior year. Investing activities in the current
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operating agreement, the Company’s ownership investment in this entity will be returned through monthly
payments over the next four years, including interest at 5%, with a final payment of $2.4 million due in May
2007. As an inducement for the Company to enter into this nvestment, the other investors released the .

805 1t expects to continue funding such losses and deficits until such time as these investments become
profitable. Acxiom may, at its discretion, discontinue providing financing to these investments during future
periods. In the event that Acxiom ceases to provide funding and these investments have not achieved profitable

pickup. In the event that additional declines in the value of its investments occur and continue, the Company
may be required to record temporary and/or “other than temporary” impairment charges of its investments.

“The Company has generated free cash flows, as shown below (in thousands):

For the nine months ended
December 31,

2003 2002

Cash provided by operating activities $177,316 $190,681
Proceeds from the disposition of assets 737 - 200
Capitalized software development costs (20,141) (26,336)
Capital expenditures (12,261) (10,809)
Deferral of costs - (15,344) (11,144)
Proceeds from sale and leaseback R— 7,729

Free cash flow $ 130,307 $ 150,321

Free cash flow is a non-generally accepted accounting principle (“GAAP”) financial measure. A non-GAAP
financial measure is defined as a numerical measure of the Company’s financial performance, financial position
or cash flow that excludes (or includes) amounts that are included in (or excluded from) the most directly -
comparable measure calculated and presented in accordance with GAAP in the Company’s consolidated

activities, the nearest comparable GAAP measure.
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The Company has also incurred long-term obligations through non-cash investing and financing activities
during the nine months ended December 31, 2003 of $2.7 million for the acquisition of land, $18.3 million for
the acquisition of data, $11.1 million for the acquisition of enterprise software, $60.2 million for the acquisition

cases, the cost of the equipment is generally recovered through customer billings. Using leases and long-term
license arrangements allows the Company to better match cash outflows with the resulting customer cash
inflows.

The Company intends to use its future free cash flow to repay debt, to buy back shares of its common stock

- (when accretive to earnings per share), for possible future acquisitions and for payments of dividends. On
February 4, 2004, the board of directors declared the Company’s first quarterly cash dividend of four cents per

share payable on March 8, 2004 to shareholders of record as of the close of business on February 16, 2004.

December 31, March 31,

2003 2003
Numerator - long-term obligations : $ 283,885 $ 289,677
Denominator:
Long-term obligations 283,885 289,677
Stockholders” equity A 566,382 562,556
. $850,267 $ 852,233
Debt-to-capital ratio ‘ 33% 34 %

Included in long-term obligations for both periods presented above are the Company’s 3.75% convertible notes
(“3.75% Notes™) in the amount of $175 million, as discussed below. The conversion price for the 3.75% Notes
is $18.25 per share. If the Company’s comrion stock price remains above the conversion price, the 3.75%
Notes may be converted to equity by the holders.

Off-Balance Sheet Items )

The Company has entered into synthetic operating lease facilities for computer equipment, furniture and
aircraft (“Leased Assets™). These synthetic operating lease facilities are accounted for as operating leases
under GAAP and are treated as capital leases for income tax reporting purposes. Lease terms under the
computer equipment and furniture facility range from two to six years, with the Company having the option at
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inception of the facility, the total amount drawn under these synthetic operating lease facilities was $213.3
million, and the Company has a future commitment for lease payments of $44.9 million over the next ten years.

The Company has begun construction of a new office building and data center in Phoenix, Arizona. Total
construction costs of this facility are expected to be approximately $15 million to $16 million and construction
is expected to be completed by October 2004. The Company also plans to begin construction on an additional
data center in Little Rock, Arkansas later this fiscal year, and it is expected to be completed in late fiscal 2005.
Total construction cost of this facility is expected to be $13 million to $14 million.

In connection with certain of the Company’s other buildings and facilities, the Company has entered into 50/50
joint ventures with local real estate developers. In each case, the Company is guaranteeing portions of the loans
for the buildings. In addition, in connection with the disposal of certain assets, the Company has guaranteed
loans for the buyers of the assets. Substantially all of the third-party indebtedness for which the Company has
provided guarantees is collateralized by various pieces of real property. The aggregate amount of the
guarantees at December 31, 2003 was $5.6 million.

The Company was previously contingently obligated under certain leases that have been assumed by other

- partics. The total future lease payments for which the Company was contingently liable was $6.8 million at
March 31, 2003. During the six months ended December 31, 2003, in conjunction with its investment in
Battleaxe, LLC as discussed above, the Company was released from this contingent liability.

At both Décémber 31, 2003 and March 31, 2003, the Company had accrued $0.3 million related to the potential
obligations under all of its various guarantees.

Outstanding letters of credit, which reduce the borrowing capacity under the Company’s revolving credit
facility, were $10.0 million at December 31, 2003 and $10.8 million at March 31, 2003.
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Contractual Commitments

The following table presents Acxiom’s contractual cash obligations and purchase commitments at December
31, 2003 (dollars in thousands). The column for 2004 represents the three months ending March 31, 2004. All
other columns represent fiscal years ending March 31.

For the years ending March 31,

. - : There-" .
2004 2005 2006 2007 2008 after Total
Capital lease ’
obligations $13,564 $25,126 $12,462 $5,083 $2,378 $14,441 $73,054
Software and data :
license liabilities 3,409 19257 16,783 12,072 13,656 6,932 72,109
Other long-term debt 458 16,207 1,060 231 231 177,541 195,728
Total long-term -
obligations 17,431 60,590 30,305 17,386 16,265 198,914 340,891
Synthetic aircraft ’ ’
leases 755 3,021 3,021 3,021 3,021 14,407 27,246
Synthetic equipment
and furniture .
leases 5,029 9,062 2,729 607 253 — 17,680
Total synthetic
“operating leases 5,784 12,083 5,750 3,628 3,274 14,407 44,926
Equipment operating '
leases 5,832 17,836 8,475 2,214 —_ —_— 34,357
Building operating A
leases - 1,861 6,510 5,969 5,980 5,464 57,636 83,420
Partnerships - ) ) )
" building leases 526 - 2,122 © 2,123 2,134 2,144 2,202 11,251
Related party aircraft
lease 226 902 902 376 — — 2,406
Total operating lease N
payments - 14,229 39453 23,219 14,332 -10,882 74,245 176,360
Operating software .
license .
obligations 2,152 9,236 4,933 3,515 3,515 7,030 30,381
Total operating lease
and software .
license -
obligations » 16,381 48.689 28,152 17,847 14,397 81,275 206,741
Total contractual NI : : ~
cash obligations $33,812 $109,279 $58,457 $35,233 $30,662 $280,189 $547,632
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For the years ending March 31,

B} There-
2004 . 2005 . 2006 2007 2008 after Total

Purchase

commitments on

synthetic aircraft

leases —_ — — — — 18,397 18,397
Purchase

commitments on

synthetic

equipment and

fumniture leases 9,310 4,473 3,627 464 1,626 — 19,500
Other purchase

commitments 25,896 26,515 20,278 18,670 12,665 — 104,024

Total purchase ,
commitments $35,206 $30,988 $23,905 $19,134 $14,291 $18,397 $141,921

The synthetic lease term for one aircraft expires in January 2011, with the Company having the option at
expiration to either purchase the aircraft at a fixed price, renew the lease for an additional twelve-month period
(with a nominal purchase price paid at the expiration of the renewal period), or return the aircraft in the
condition and manner required by the lease. In December 2003 the Company entered into a synthetic lease for
an additional aircraft which expires in November 2013, with the Company having the option at expiration to
purchase the aircraft at a fixed price or return the aircraft to the lessor. The purchase commitment on the
synthetic aircraft leases assumes each lease terminates and is not renewed and the Company elects to purchase
the aircraft. :

The related party aircraft lease relates to an aircraft leased from a business controlled by an officer, The
Company has also agreed to pay the difference, if any, between the sales price of the aircraft and 70% of the
related loan balance (approximately $3.9 million at December 31, 2003) should the Company elect to exercise
its early termination rights or not extend the lease beyond its initial term and the lessor sells the equipment as a
result. :

The purchase commitments on the synthetic equipment and furniture leases assume the leases terminate and are
not renewed, and the Company-elects to purchase the assets. The other purchase commitments include
contractual commitments for the purchase of data and open purchase orders for equipment, paper, office
supplies, construction and other items. Other purchase commitments in some cases will be satisfied by entering
into future operating leases, capital leases, or other financing arrangements, rather than payment of cash.

The following table shows contingencies or guarantees under which the Company could be required, in certain
circumstances, to make cash payments as of December 31, 2003 (dollars in thousands):

Residual value guarantee on the
synthetic computer equipment

and furniture lease - $ 13,855

Residual value guarantee on
© synthetic aircraft leases 11,759

Residual value guarantee on related

party aircraft lease 3,900
Guarantees on certain partnership

and other loans 5,621
Outstanding letters of credit 9,990
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The total amount of the partnerships and other loans, of which the Company guarantees the portion noted
above, are $13.8 million.

Company would first use available borrowing capacity under its revolving credit agreement, followed by the
issuance of debt or equity securities. However, no assurance can be given that the Company would be able to
obtain funding through the issuance of debt or equity securities at terms favorable to the Company, or that such
funding would be available. '

For a description of certain risks that could have an impact on results of operations or financial condition,
including liquidity and capital resources, see the “Risk Factors” contained in Part I, Item 1. Business, of the

Company’s annual report on Form 10-K for the fiscal year ended March 31 , 2003.

Acquisitions and Divestitures .
Effective November 26, 2002, the Company acquired certain assets and assumed certain liabilities of Toplander
Corporation (“Toplander”), a data compiler for online marketing efforts. The acquisition price consisted of
cash paid to the sellers of $5.6 million and contingent consideration that included up to $2.4 million of
*“additional cash, shares of the Company’s common stock with a fair value of up to $2.0 million, and warrants to
purchase shares of the Company’s common stock with a fair value of up to $2.0 million for a total aggregate
~ purchase price, including contingent consideration, of up to $12.0 million. During the quarter ended September
30, 2003, the purchase price contingencies were resolved. As a result, the Company is not required to pay the
additional cash consideration or issue the shares of common stock, but will be required to issue the warrants.
The seller is disputing the number of warrants required to meet the $2 million warrant obligation. The
Company and the seller are preparing to go to arbitration to settle this issue, as well as certain other
disagreements arising from the purchase transaction. The Cempany has recorded the $2 million warrant
liability in other accrued expenses. Management expects the ultimate settlement of the disputed matters will
not have a material impact on the consolidated financial statements.

On January 6, 2004, the Company announced the completion of the acquisition of the Claritas Europe group of
‘companies from VNUN.V. The acquisition will be accounted for as a purchase and is effective January 1,
.2004. Management believes this acquisition will provide the Company with significant European data assets
that will be complementary to the Company’s service offerings and will give the Company an expanded
presence in Europe. The Company paid approximately $42 million dollars in cash (33.5 million Buro) for the
acquisition, which includes offices in England, France, The Netherlands, Germany, Spain, Portugal, and )
Poland. The acquired companies are expected to add approximately $100 million in annual revenue. The
results of operations of the acquired companies will be included in the Company’s consolidated results
beginning Jam/1ary 1, 2004.

Recent Developments

In early August 2003 management determined that Acxiom had experienced unlawful security breaches of its
file transfer protocol (“FIP”) server. Unauthorized access to certain files occurred as a result of information
being exchanged between Acxiom and a number of clients via the FTP server. Acxiom was among several
companies whose security was breached. Law enforcement authorities have arrested and charged a former
employee of one of Acxiom’s clients and are investigating another company. Thus far, one individual has pled
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guilty and is awaiting sentencing. Acxiom continues to fully cooperate with the investigation, which involves
multiple law enforcement agencies. )

Other Information

In accordance with a data center management agreement dated July 27, 1992 between Acxiom and Trans
Union, Acxiom (through its subsidia » Acxiom CDC, Inc.) acquired all of Trans Union’s interest in its

1996, 1999 and 2002 annual stockholders meetings. Under a second letter agreement, executed in 1994 in
connection with an amendment to the 1992 agreement, which continued the then-current term through 2002,
Acxiom agreed to use its best efforts to cause two people designated by Trans Union to be elected to Acxiom’s

Union related to data, software and other services. Acxiom recorded revenue from Trans Union of $22.8
million and $21.5 million for the quarters ended December 31, 2003 and 2002, respectively, and $57.5 million
and $47.3 million for the nine months ended December 31 » 2003 and 2002, respectively.

Effective April 1, 2002, Acxiom and Trans Union entered into a marketing joint venture that serves as a sales
agent for both parties for certain existing mutual clients. The purpose of the joint venture is to provide these
joint clients with leading-edge solutions that leverage the strengths of both parties. Currently serving a small
number of financial service clients, the joint venture will market substantially all of the products and services
currently offered by Acxiom and Trans Union, as well as any new products and services that may be agreed

During the nine months ended December 31, 2003, the Company acquired from Trans Union data to be used in
certain of the Company’s products. The $18.3 million cost, of which $6.7 million has been paid, is included in
deferred costs on the accompanying condensed consolidated balance sheet. At December 31, 2003 the net book
value of the data asset was $16.6 million. :

.~ See Item 13 of the Company’s annual report on Form 10-K for additional information on certain relationships
and related transactions. ‘

On December 17, 2003, the Company announced a long-term strategic alliance with Accenture to help clients
in the retail, financial services, telecommunications, consumer products, and government sectors better use
customer information to improve business results. The alliance enables both Acxiom and Accenture to
leverage each other’s capabilities to develop solutions for clients. Management expects the alliance with
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Accenture to drive new revenue as well as improve Acxiom’s efficiency, leading to higher margins in the
future.

Critical Accounting Policies

We prepare our consolidated financial statements in conformity with accounting principles generally accepted
in the United States. These accounting principles require management to make certain judgments and

the reporting periods. Note 1 to the consolidated financial statements filed as a part of the Company’s annual
report on Form 10-K includes a summary of significant accounting policies used in the preparation of Acxiom’s
consolidated financial statements. In addition, the Management’s Discussion and Analysis filed as a part of the
Company’s annual report on Form 10-K contains a discussion of policies which management has identified as
the most critical because they require management’s use of complex and/or significant judgments. The
following paragraphs are intended to update that discussion only for the critical accounting policies or estimates
that have materially changed since the date of the Company’s last annual report.

Valuation of Long-Lived Assets and Goodwill - Long-lived assets and certain identifiable intangibles are
reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount
of an asset may not be recoverable. Recoverability of assets to be held and used is measured by a
comparison of the carrying amount of an asset to the undiscounted cash flows expected to result from the
use and eventual disposition of the asset. In cases where cash flows cannot be associated with individual
assets; assets are grouped together in order to associate cash flows with the asset group. If such assets or
asset groups are considered to be impaired, the impairment to be recognized is measured by the amount by
which the carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of are

reported at the lower of the carrying amount or fair value less costs to sell.

Goodwill represents the excess of acquisition costs over the fair values of net assets acquired in business
combinations treated as purchase transactions. Under the provisions of SFAS No. 142, “Goodwill and
Other Intangible Assets,” goodwill is not amortized, but is reviewed annually for impairment under a two-
part test. In the event that part one of the impairment test indicates potential impairment of goodwill,
performance of part two of the Impairment test is required. Any impairment that results from the
completion of the two-part test is recorded as a charge to operations during the period in which the
impairment test is completed. The Company performs its annual goodwill impairment evaluation as of the
beginning of its fiscal year. The Company has completed part one of an annual, two-part impairment
analysis of its goodwill and has determined that no impairment of its goodwill existed as of April 1,2003.
Accordingly, step two of the goodwill impairment test was not required for fiscal 2004. Changes in
circumstances may require the Company to perform impairment testing on a more frequent basis. No
assurance can be given by the Company that additional impairment tests will not require an impairment
charge during future periods should circumstances indicate that the Company’s goodwill balances are
impaired. ' '

In completing step one of the test and making the assessment that no potential impairment of the
Company’s goodwill existed, management has made a number of estimates and assumptions. In
particular, the growth and discount rates used by management in determining the fair value of each of the
Company’s reporting units through a discounted cash flow analysis significantly affect the outcome of the
impairment test, as well as numerous other factors. In performing step one of the impairment analysis,
management has used growth rates ranging from 5 percent up to 15 percent and used a discount rate of 12
percent, representing an approximation of the Company’s weighted-average cost of capital, which resulted
in a sizable excess of fair value over the net assets of each of the Company’s reporting units. Assuming
the same growth rates, a discount rate of greater than 17 percent would be necessary to indicate potential
Impairment of at least a portion of the Company’s goodwill balances, resulting in the need to proceed to
step two of the impairment test. Assuming the 12 percent discount rate but assuming no growth would
also not indicate impairment. Additionally, the Company has determined that its reporting units should be
aggregated up to reportable segments for use in analyzing its goodwill and assessing any potential
impairment thereof, on the basis of similar economic characteristics in accordance with the guidance in
SFAS No. 131 and SFAS No. 142. However, should a determination be made that such aggregation of
some or all of the Company’s reporting units is not appropriate, the results of step one of the goodwill
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Impairment test might indicate that potential impairment does exist, requiring the Company to proceed to
step two of the test and possibly recording an impairment of its goodwill.

New Accounting Pronouncements

In December 2003, the FASB issued a revision of SFAS No. 132, “Employers” Disclosures about Pensions and
Other Postretirement Benefits.” This statement revises employers disclosures about pension plans and other
postretirement benefit plans. This statement will be effective for the Company for the fiscal year ended March
31, 2004. The Company currently does not offer any defined benefit pension plans or other postretirement
benefit plans, so the impact of this statement is not expected to result in a material impact to the Company’s
financial position, results of operations or cash flow.

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity.” SFAS No. 150 established standards for how entities classify
and measure in their statement of financial position certain financial instruments with characteristics of both
liabilities and equity. The provisions of SFAS No. 150 are effective for financial instruments entered into or
modified after May 31, 2003, and otherwise shall be effective at the beginning of the first fiscal interim period
beginning after June 15, 2003 and reported as a cumulative effect adjustment. The Company adopted this
statement, as required, effective July 1, 2003, resulting in no material Impact on its financial position, results of
operations or cash flows. :

In May 2003, the EITF reached a final consensus on Issue No. 01-8, “Determining Whether an Arrangement
Contains a Lease.” 'EITF 01-8 provides guidance in determining whether an arrangement with a customer
contains a lease and also provides guidance on accounting for the leasing portion of the arrangement. The
Company is required to adopt the guidance in EITF 01-8 for any new or modified contractual arrangements
agreed to or committed to after June 30, 2003. While implementation of EITF 01-8 has not had a material
impact on the Company’s financial statements thus far, there may be an Impact on new or newly modified
outsourcing or services arrangements in the future. :

In January 2003, the FASB issued Interpretation No. 46 (“FIN 467), “Consolidation of Variable Interest
Entities.” In December 2003, the FASB issued a revision of FIN 46. Under the provisions of FIN 46, the
underlying assets, liabilities and results of activities of a large number of variable interest entities (“VIE’s”)
would be required to be consolidated into the financial statements of a primary beneficiary. The Company was
required to apply the provisions of FIN 46 to its consolidated financial statements beginning July 1, 2003.
Since the Company has terminated its real estate synthetic lease arrangement, there was no material impact
from applying the provisions of FIN 46.

In November 2002, the EITF reached a final consensus on Issue No. 00-21, “Revenue Arrangements with
Multiple Elements.” EITF 00-21 provides guidance on (a) how arrangement consideration should be
measured, (b) whether the arrangement should be divided into separate units of accounting, and (c) how the
arrangement consideration should be allocated among the separate units of accounting. EITF 00-21 also
requires disclosure of the accounting policy for recognition of revenue from multiple-deliverable arrangements
and the description and nature of such arrangements. The guidance of EITF 00-21 is effective for revenue
arrangements entered into in fiscal periods beginning after June 15, 2003. Alternatively, EITF 00-21’s
guidance may be accounted for and reported as a cumulative-effect adjustment. The Company began applying
‘the guidance of EITF 00-21 to its multiple element arrangements during the second quarter, resulting in no
material impact on its financial position, results of operations or cash flows.

Forward-looking Statements

This document and other written reports and oral statements made from time to time by Acxiom and its
representatives contain forward-looking statements. These statements, which are not statements of historical
fact, may contain estimates, assumptions, projections and/or expectations regarding the Company’s financial
position, results of operations, market position, product development, growth opportunities, economic
conditions, and other similar forecasts and statements of expectation. The Company generally indicates these
statements by words or phrases such as “anticipate,” “estimate,” “plan,” “expect,” “believe,” “intend,”
“foresee,” and similar words or phrases. These forward-looking statements are not guarantees of future
performance and are subject to a number of factors and uncertainties that could cause the Company’s actual
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results and experiences to differ materially from the anticipated results and expectations expressed in such
forward-looking statements.

The factors and uncertainties that could cause actual results to differ materially from those expressed in, or
implied by, the forward-looking statements include but are not limited to the following:

the complexity and uncertainty regarding the development of new technologies;

the possible loss of market share through competition or the acceptance of the Company’s
technological offerings on a less rapid basis than expected;

the possibility that certain contracts may not be closed or close within the anticipated time frames;

the possibility that certain contracts may not generate the anticipated revenue or profitability;

the possibility that economic or other conditions, including recent world events such as the wars in
Afghanistan and Traq and the continuing threats of terrorism, might continue to have a negative impact

upon the economy in general and upon the Company’s business in particular, leading to a reduction in
demand for Acxiom’s products and services; : ‘

the possibility that the recovery from the previous three years’ economic slowdown may take longer
than expected or that economic conditions in general will not be as expected;

the possibility that significant clients may experience éxtreme, severe economic difficulty;

the possibility that the fair value of certain assets of the Company may not be equal to the carrying
value of those assets now or in future time periods; ' '

the possibility that sales cycles may lengthen;

the continued ability to attract and retain qualified technical and leadership associates and the possible
loss of associates to other organizations; ’

the ability to properly motivate Acxiom’s sales fc’)rc‘e and other associates;

the ability to achieve cost reductions and avoid'unanticipated costs;

the continued availability of credit upon satisfactory terms and conditions;

theintroduction of competent, competitive products,;teohnologies or services by other companies;
changes in consumer or business ipfoxmation industries and markets;

the Company’s ability to protect proprietary information and technology or to obtain necessary licenses
on commercially reasonable terms;

the difficulties encountered when entering new markets or industries;
changes in the legislative, accounting, regulatory and consumer environments affecting the Company’s
business, including but not limited to liti gation, legislation, regulations and custorms relating to

Acxiom’s ability to collect, manage, aggregate and use data;

the possibility that data suppliers might withdraw data from the Company, leading to the Company’s
inability to provide certain products and services;

the effect of short-term contracts on the predictability of the Company’s revenues or the possibility that
clients may cancel or modify their agreements with the Company;
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¢ the possibility that the amount of ad hoc project work will not be as expected;
e the potential loss of data center capacity or interruption of telecommunication links or pOWEr sources;
* postal rate increases that could lead to reduced volumes of business;

* the potential disruption of the services of the United States Postal Service, their global counterparts and
other delivery systems; :

 the successful integration of any acquired businesses;

» with respect to the providing of products or services outside the Company’s primary base of operations
in the United States, all of the above factors and the difficulty of doing business in numerous sovereign
Jjurisdictions due to differences in culture, laws and regulations; and

® other competitive factors.

In light of these risks, uncertainties and assumptions, the Company cautions readers not to place undue reliance

on any forward-looking statements. Acxiom undertakes no obligation to publicly update or revise any forward-
looking statements based on the occurrence of future events, the receipt of new information or otherwise.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk

- Acxiom’s earnings are affected by changes in short-term interest rates primarily as a result of its revolving
credit.agreement, which bears interest at a floating rate. Acxiom does not use derivative or other financial
instruments to mitigate the interest rate risk. Risk can be estimated by measuring the impact of a near-term
adverse movement of 10% in short-term market interest rates. If short-term market interest rates average 10%
more during the next four quarters than during the previous four quarters, there would be no material adverse
impact on Acxiom’s results of operations. Acxiom has no material future earnings or cash flow éxpenses from
changes in interest rates related to its other long-term debt obligations as substantially all of Acxiom’s
remaining long-term debt instruments have fixed rates. At both December 3 1, 2003 and March 31, 2003, the
fair value of Acxiom’s fixed rate long-term obligations approximated carrying value.

As noted in note 13 to the condensed, consolidated financial statements, the Company completed the
acquisition of the Claritas Europe group of companies, effective January 1, 2004. As a result of this
acquisition, the Company now has a larger presence in the United Kingdom and new presence in France, The
Netherlands, Germany, Spain, Portugal and Poland. In general, each of the foreign locations is expected to
fund its own operations and cash flows, although funds may be loaned or invested from the U.S. to the foreign
subsidiaries. Therefore, exchange rate movements of foreign currencies may have an impact on Acxiom’s
future costs or on future cash flows from foreign investments. Acxiom has not entered into any foreign
currency forward exchange contracts or other derivative Instruments to hedge the effects of adverse fluctuations
in foreign currency exchange rates. . ‘
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Item 4. Controls and Procedures

@

(b)

Evaluation of Disclosure Controls and Pfocedures.

An evaluation as of the end of the period covered by this quarterly report was carried out under the
supervision and with the participation of the Company’s management, including the Company Leader
(Chief Executive Officer) and Financial Operations Leader (Chief Financial Officer), of the
effectiveness of the design and operation of the Company’s “disclosure controls and procedures,”
which are defined under SEC rules as controls and other procedures of a company that are designed to

-ensure that information required to be disclosed by a company in the reports that it files under the

Exchange Act is recorded, processed, summarized.and reported within required time periods. Based
upon that evaluation, the Company Leader and Financial Operations Leader concluded that the
Company’s disclosure controls and procedures were effective. '
Changes in Internal Control over Financial Reporting

The Company’s management, including the Company Leader (Chief Executive Officer) and the

Financial Operations Leader (Chief Financial Officer), has evaluated any changes in the Company’s
internal control over financial reporting that occurred during the quarterly period covered by this

over financial reporting.
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PART IT - OTHER INFORMATION

Item 1.

Item 6.

Legal Proceedings

The Company is involved in various claims and litigation matters that arise in the ordinary course of
business. None of these, however, are believed to be material in their nature or scope. )

Exhibits and Reports on Form 8-K

(b)

31.1

312

321

322

(a) The following exhibits are filed with this Report:

Certification of Company Leader (principal' executive officer) pursuant to SEC Rule
13a-14(a)/ 15d-14(a), as adopted pursuant to Sections 302 and 404 of the Sarbanes-O_xley
Act of 2002 :

Certification of Company Financial Operations Leader (principal financial and
accounting officer) pursuant to SEC Rule 132-14(a)/15d-14(a), as adopted pursuant to
Sections 302 and 404 of the Sarbanes-Oxley Act of 2002

Certification of Company Leader (principal executive officer) pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Certification of Company Financial Operations Leader (principal financial and
accounting officer) pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002

Reports on Form §-K

A report was furnished on October 22, 2003, which reported that the Company announced the
results of its financial performance for the quarter ending September 30, 2003.
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ACXIOM CORPORATION AND SUBSIDIARIES

SIGNATURE

Pursuant to the requirements of the Securities and Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.

Acxiom Corporation

Dated: February 10, 2004 ,
By: /s/ Jefferson D. Stalnaker
(Signature)
Jefferson D. Stalnaker
Company Financial Operations Leader
(principal financial and accounting officer)
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EXHIBIT 31.1
CERTIFICATION
I, Charles D. Morgan, certify that:
I have reviewed this quarterly report on Form 10-Q of Acxiom Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to

the period covered by this report;

Based on my knowledge, the financial statements, and other financial information
included in this report, fairly present in all material respects the financial condition,

results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

The registrant’s other certifying officers and I are responsible for establishing and
maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(¢) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, of caused such disclosure
controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures
and presented in this report our conclusions about the effectiveness of the
- disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

c) disclosed in this report any change in the registrant’s internal control over
financial reporting that occurred during the registrant’s most recent fiscal quarter
(the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the
audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of
internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial
information; and




b) any fraud, whether or not material, that involves management or other employees
who have a significant role in the registrant’s internal control over financial
reporting.

Dated: February 10, 2004

By:_/s/ Charles D. Morgan

(Signature)

Charles D. Morgan
Company Leader

(principal executive officer)




EXHIBIT 31.2
CERTIFICATION

I, Jefferson D. Stalnaker, certify that:
I have reviewed this quarterly report on Form 10-Q of Acxiom Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to
the period covered by this report;

Based on my knowledge, the financial statements, and other financial information
included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

The registrant’s other certifying officers and I are responsible for establishing and
maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(¢) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure
- controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly -
during the period in which this report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures
and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and °

c) - disclosed in this report any change in the registrant’s internal control over
financial reporting that occurred during the registrant’s most recent fiscal quarter
(the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the
audit committee of the registrant’s board of directors (or persons performing the
equlvalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of
internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial
information; and




b) any fraud, whether or not material, that involves management or other employees
who have a significant role in the registrant’s internal control over financial
reporting.

Dated: February 10, 2004

By:___/s/ Jefferson D. Stalnaker
(Signature)
Jefferson D. Stalnaker
Company Financial Operations Leader
(principal financial and accounting officer)




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the accompanying Quarterly Report of Acxiom Corporation (the Company)
on Form 10-Q for the period ending December 31, 2003 as filed with the Securities and
Exchange Commission on the date hereof (the Report), I, Charles D. Morgan, Company Leader
(principal executive officer) of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted
pursuant to § 906 of the Sarbanes-Oxley Act of 2002, to my knowledge, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the
Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the
financial condition and result of operations of the Company.

/s/ Charles D. Morgan
Charles D. Morgan
Company Leader
(principal executive officer)
February 10, 2004




EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the accompanying Quarterly Report of Acxiom Corporation (the Company)

- on Form 10-Q for the period ending December 31, 2003 as filed with the Securities and
Exchange Commission on the date hereof (the Report), I, Jefferson D. Stalnaker, Financial
Operations Leader (principal financial and accounting officer) of the Company, certify, pursuant

to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, to my
knowledge, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the
Securities Exchange Act of 1934; and ~

(2) The information contained in the Report fairly presents, in all material respects, the
financial condition and result of operations of the Company.

/s/ Jefferson D. Stalnaker
Jefferson D. Stalnaker
Company Financial Operations Leader

(principal financial and accounting officer)
February 10, 2004
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