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Boland T. Jones
Chairman and
Chief Executive Officer

TO OUR SHAREHOLOERS:

This past year was a very busy and productive one for our company, and one in which we laid
the foundation for our future—putting the elements in place to further expand our leadership
position and claim a larger share of the global communications services market.

2002 was also a year of positive growth and performance for Ptek. it was especially gratifying
since—as | have been writing for the past few years—Ptek has returned to positive earnings
per share (EPS). And just like in years past, we continue to deliver on our objectives to:

o Generate positive earnings per share
o Focus on providing core services for the enterprise market
o Continue tc grow revenue

ONE VISION - UNCHANGED

Our path is guided by the vision on which this company was founded more than a dozen
years ago. Granted, the market and technology have changed since then, but our original
vision remains. Then as now, Ptek is solely dedicated to solving business communications
problems because the fundamental needs of business to communicate effectively and
securely have not changed. And because these fundamentals will not change in the future,
the solutions Ptek delivers will remain in demand.

COMMITTED TO MEETING OUR OBJECTIVES

Make no doubt about it, 2002 was a challenging year. Ptek faced an increasingly tough eco-
nomic and competitive environment. Despite that, we're proud to report Ptek grew in every
key measure in 2002, from revenue and EBITDA” to free cash flow and EPS—just as we said
we'd do. What's more, Ptek outperformed our publicly traded industry peer group.

Consolidated revenue from our two operating units, Premiere Conferencing and Xpedite,
grew to $341.3 million in 2002, an increase of $10.8 million over 2001. More importantly,
new service revenue grew $35 million, to $123 million. Premiere Conferencing generated
a 20% increase in revenue in 2002 despite continuing price compression in the industry.
We also improved our cash flow—decreasing net days sales outstanding (DSO) by twelve days
during the year, and continuing to drive bottom-line improvement through tight management
of capital expenditures.
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Both operating units improved their revenue mix in 2002. With Premiere Conferencing, the
percentage of revenue from our higher margin automated and Web products rose to
a record 68.7% of total revenue. At Xpedite, the percentage of revenue from our higher
margin transactional, e-mail and voice messaging products grew to 28% of total revenue. A
more profitable revenue mix, together with tighter SG&A cost controls and headcount-to-
revenue management, enabled us to expand our operating margins.

EBITDA from continued operations rose in 2002 to $58.2 million. Free cash flow, defined
as EBITDA less capital expenditures, reached $44.4 million. And earnings per share from
continuing operations climbed to $.26, following four years of negative earnings per share that
had resulted primarily from the amortization of goodwill. We increased cash and marketable
securities to $69.4 millicn (up 40% from 2001) and working capital improved by $49 million.

GREATER FOCUS TO YIELD GREATER RESULTS

In 2002, we continued our strategic exit from non-core businesses, completing the sale of
Voicecom for $22 million in cash and assumed liabilities. This transaction allowed us to
heighten focus on our conferencing and multimedia messaging businesses.

STRATEGIC INITIATIVES FOR FUTURE GROWTH

Ptek’s future—the future of core business communications services—is being shaped by
a variety of factors. Chief among those is Ptek's own proven ability to provide essential
solutions to business problems. Premiere Conferencing and Xpedite make business commu-
nications and collaboration easier and more efficient. We will continue to develop actionable
two-way communications that help our customers automate their business processes
and facilitate transactions.

Qur marketplace today presents us with many challenges: a flat global economy that is
affecting key vertical segments of our business, and a continued reduction in employee
headcount among our key customers, which ultimately reduces the user base for our services.
Even so, at Ptek we are leveraging our ability to solve business communications problems to
meet those challenges head-on.
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PREMIERE CONFERENCING

Premiere Conferencing provides e full renge of enhanced, automated end Welb conferencing
services for all forms of group communications activities. Meors then half of the Fertune
use Premiere Conferencing for @ wide range of business communications, from very lerge
events sueh as invester reletions ealls, press conferences and treining seminars with hundreds
er thousands of participants, to smealler four to six person meetings. Premiere Conlerencing
hosted 3 milllen calle in 2002, comprising neardy 1 billlen minutes.

deseripter:  Confersneing and Web Colleboration Services
employees: Over 880
revenue:  $938+ millien
hescquarters: Atlante, GA. Call centers in Colorade Springs, CO, Lenexa, KS,
Clengkilty, lreland and Sydney, Australia. Operations in 11 eountries.
customers; Mere than 6,000 cerperate customers—inciuding of Fertune 500,
representing mere than 25 million conferencing participants.
capecity: 48,000+ ports, precessing arevnd 1 billlen minutes per year.
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#PEBITE

Xpedite provides teilored communications selutions that enalble global enterprises to
aequire and retain customers. Xpedite’s comprehensive suite of services ensbles actionable
two-way communications which allow companies te sutomate thelr core business processes
through the electronic delivery of eriticel, time-sensitive information such as inventory avail-
ebility reports, order and reservation confirmations, bank sccount statements and inveles
and cellection netilces. Xpedite processed mere then 2 billlen messages in 2002.

deserlpter: Multimedia Messaging Services
empleyess: Over 1,700 ‘
revenue:  $2004 millien
headquarters:  Tinten Falls, NJ. Operating centers on 4 continents. Sales and
teehnical stef in 56 cities and 17 countries.
custemers: 12,000 corperate evstomers—including 50% of Fortune 500, generating
to 10 miilion communications per dey.
especity:  Largest netwerking pletferm and netwerk in the industry. Delivered
ever 2 billien messages in 2002.
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To continue to deliver on our objectives we have implemented the following initiatives:

REALIGN SALES AND MARKETING Currently, Ptek’s customer base consists of 18,000 corporate
customers, including 70% of the Fortune 500. Yet in 2002, Ptek continued to improve our
sales targeting and support—putting increased emphasis on marketing management,
reorganizing our sales force more along market segmentation lines and increasing sales
headcount, particularly in the international sales of our conferencing services. And we are
targeting middle-market accounts, which represent new opportunities.

IMPROVE PROFITABILITY Ptek has launched a series of strategic cost-cutting initiatives. Among
other things, we reduced corporate headcount, reduced capital expenditures, rolled back
executive compensation, streamlined our sales budgets and reduced bad debt expense
through improved credit and collection procedures.

INTRODUCE NEW PRODUCT ENHANCEMENTS Ptek is a recognized market leader in product
innovation for conferencing, Web-based collaboration and business services. In 2002, we
built upon our already strong solution platform to offer customers enhanced capabilities and
features. PremiereCall Auditorium™ provides customers a cost-efficent, operator-assisted
conferencing solution that can also be enhanced with Web collaboration. This exclusive service
reduces the number of operators necessary for large conferences, allowing us to achieve
higher yields. SecureTouch®™ allows users to easily apply additional security measures to their
automated ReadyConference calls. inteliSEND™ Service Provider lets customers quickly
create and deliver large volumes of e-mail, fax and voice messages through Microsoft®
Outlook? messageREACH 2.0, an upgrade to our global, managed e-mail platform, offers a
host of new features that are specifically suited for businesses looking to simply and securely
manage their large-volume e-mail distribution needs. And ReadyClick & Conference’" which
allows users to initiate and direct automated calls from their desktop, delivers increased
functionality to ReadyConference, Premiere Conferencing’s flagship automated service.
Now, users can initiate a virtual conference 24/7, and be in direct control of the meeting,
without the need for operator assistance.
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FORWARD-FOCUSED

2002 was a year of great accomplishment for Ptek. We refined our focus, grew revenue,
increased EBITDA and EPS from continuing operations, increased cash flow, enlarged our
institutional investor base, expanded sell-side coverage and improved our revenue mix.

In 2003, we will continue to execute on the initiatives that brought us to this point.
Specifically, we intend to deliver shareholder value by growing revenue, continuing to
improve our bottom line and continuing to strengthen our balance sheet.

Already we have added new services and upgrades to existing offerings such as
EuroMeeting, a new pan-European conferencing service that reduces the cost and
complexity of making international conference calls within Europe. We'll also continue to
deliver a full suite of conferencing services by expanding our VisionCast® services.

We're evolving Xpedite into a true business services company—enabling our global clients
to acquire and retain customers, as well as automate critical business functions like invoicing,
collection notices, order fulfillment and account payment settlement. Xpedite's superior
delivery technology will help us create new sources of revenue in the years ahead.

We are excited about the future of enhanced business services and communications, and
about our company's ability to remain a focused leader. We will continue to be first to
market, keeping our pipeline full of new services and applications.

Most of all, we will continue to build a great business communications services company,
with great people and great customers.

Bl —

Boland T. Jones
Chairman and
Chief Executive Officer
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FORWARD LOOKING STATEMENTS

When used in this Form 10-K and elsewhere by management or PTEK Holdings, Inc. (“PTEK” or the

“Company”) from time to time, the words “believes,
estimates,

% 44

“plans,

EENTY EEINT 2% &¢

anticipates,” “expects,” “will” “may,” “should,” “intends,”
potential,” “continue” and similar expressions are intended to identify forward-

LEINT3 3% ¢

predicts,

looking statements concerning our operations, economic performance and financial condition. These include, but
are not limited to, forward-looking statements about our business strategy and means to implement the strategy, our
objectives, the amount of future capital expenditures, the likelihood of our success in developing and introducing
new products and services and expanding our business, and the timing of the introduction of new and modified
products and services. For those statements, we claim the protection of the safe harbor for forward-looking
statements contained in the Private Securities Litigation Reform Act of 1995. These statements are based on a
number of assumptions and estimates that are inherently subject to significant risks and uncertainties, many of which
are beyond our control, and reflect future business decisions which are subject to change. A variety of factors could
cause actual results to differ materially from those anticipated in PTEK’s forward-looking statements, including the
following factors:

©

Competitive pressures among communications services providers, including pricing pressures, may
increase significantly, particularly after the emergence of WorldCom and Global Crossing from
protection under Chapter 11 of the United States Bankruptcy Code;

Our ability to respond to rapid technological change, the development of alternatives to our products
and services and the risk of obsolescence of our products, services and technology;

Market acceptance of new products and services;
Our ability to manage our growth;

Costs or difficulties related to the integration of businesses and technologies, if any, acquired or that
may be acquired by us may be greater than expected,;

Expected cost savings from past or future mergers and acquisitions may not be fully realized or
realized within the expected time frame;

Revenues following past or future mergers and acquisitions may be lower than expected;

Operating costs or customer loss and business disruption following past or future mergers and
acquisitions may be greater than expected,;

The success of our strategic relationships, including the amount of business generated and the viability
of the strategic partners, may not meet expectations;

Possible adverse results of pending or future litigation or adverse results of current or future
infringements claims;

Our ability to service, repay or refinance all or a portion of our convertible notes issued to the public,
which mature on July 1, 2004;

The failure of the purchaser to pay the liabilities assumed in, or incurred after, the sale of the
Voicecom business unit;

QOur services may be interrupted due to failure of the platforms and network infrastructure utilized in
providing our services;

Qur services may be interrupted and our costs may increase due to the filing by WorldCom and Global
Crossing for protection under Chapter 11 of the United States Bankruptcy Code;

Domestic and international terrorist activity, war and political instability may adversely affect the level
of services utilized by our customers and the ability of those customers to pay for services utilized;



Risks associated with expansion of our international operations;

General economic or business conditions, internationally, nationally or in the local jurisdiction in
which we are doing business, may be less favorable than expected;

Legislative or regulatory changes may adversely affect the businesses in which we are engaged;

Changes in the securities markets may negatively impact us;
Factors described under the caption “Factors Affecting Future Performance” in this Form 10-K; and

Factors described from time to time in our press releases, reports and other filings made with the
Securities and Exchange Commission.

PTEK cautions that these factors are not exclusive. Consequently, all of the forward-looking statements
made in this Form 10-K and in documents incorporated in this Form 10-K are qualified by these cautionary
statements. Readers are cautioned not to place undue reliance on these forward-looking statements, which speak
only as of the date of this Form 10-K. PTEK takes on no obligation to publicly release the results of any revisions to
these forward-looking statements that may be made to reflect events or circumstances after the date of this Form 10-
K, or the date of the statement, if a different date.




PART I
Item 1. Business
Overview

PTEK Holdings, Inc., a Georgia corporation (“PTEK” or the “Company™), is a global provider of business
communications services, including conferencing (audio conferencing and Web-based collaboration) and
multimedia messaging (high-volume actionable communications, including e-mail, wireless messaging, voice
message delivery and fax). The Company’s services are directed primarily at the global enterprise marketplace and
the Company has more than 80,000 corporate accounts, including 70% of the Fortune 500. PTEK believes that
corporate customers will increasingly rely on outsource providers for these mission critical business
communications services because these tasks are too complex and/or too costly to handle internally and do not
represent a core competency.

The Company operates two separate business units -- Premiere Conferencing, an industry leader for
enhanced, automated and Web conferencing solutions, and Xpedite, the global leader in multimedia messaging
solutions.

To better serve PTEK’s global corporate customer base, over the last few years the Company has funded
new technology development in each of its business units to help position them in larger market categories.
Premiere Conferencing has expanded into automated and Web conferencing services and Xpedite has developed a
suite of e-mail, wireless and voice-based messaging services.

On March 26, 2002, the Company sold substantially all the assets of its Voicecom business unit in
exchange for cash and the assumption of certain liabilities. As a result, the Company has exited in all material
respects the IVR, network based voice messaging and unified personal communications businesses. The transaction
was accounted for as discontinued operations in the first quarter of 2002. See “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Discontinued Operations”, and Note 9 to the
Consolidated Financial Statements.

PTEK was incorporated in Florida in 1991 and reincorporated in Georgia in 1995. The corporate
headquarters for PTEK are located at 3399 Peachtree Road, NE, The Lenox Building, Suite 700, Atlanta, GA 30326,
and the telephone number is (404) 262~ 8400.

Industry Background

Nearly everywhere in the world, the bulk of business communication is done through telephone and Web-
based conferencing, e-mail, fax and voice mail messaging. This explosion of communications in various forms has
forced more and more companies to outsource their managed group communications needs.

Conferencing and Web collaboration is projected to be an $11 billion market by 2005 (Source: Wainhouse
Research). The multimedia messaging segment, which combines fax, e-mail and voice and video distribution, is
projected to be a $10.5 billion market within three years (Source: IDC and Forrester). PTEK provides market
leading solutions in both of these categories.

Today, PTEK’s services, combined with its global infrastructure, are the primary conduits for literally
billions of business communications each year.

Service Offerings

PTEK’s business communications services solutions are provided through its two business units --
Premiere Conferencing and Xpedite.

Premiere Conferencing offers a full suite of enhanced, automated and Web conferencing services for all
forms of group communications activities. Customers use Premiere Conferencing for a wide range of
communications from very large events such as investor relations calls, press conferences and training seminars with
hundreds or thousands of participants, to smaller four-to-six person daily/weekly meetings. Premiere Conferencing
provides group communications services for leading companies in virtually every major industry. Premiere
Conferencing hosted approximately three million calls comprising nearly one billion minutes in 2002.



Through its own proprietary software technology, Premiere Conferencing offers ReadyConference®, its
automated service that does not require hands-on involvement from an operator. These automated services, which
are easily coupled with Premiere Conferencing’s Web conferencing products, allow users to begin and conduct their
conference calls without the assistance of an operator, or the need of a reservation, via a dedicated dial-in number
and passcode available for use anytime. ReadyConference can be used for a variety of group communications,
including any meeting requiring instant access by a number of participants.

Premiere Conferencing has a complete product line of high-touch, operator-assisted conferences that can be
easily integrated with Premiere Conferencing’s Web products. Premiere Conferencing’s PremiereCall services
include assistance from an operator or operators to introduce the speakers and topics, give participants instructions,
and monitor all facets of a conference. In addition, complete event management services, which include a dedicated
team and professional announcer to work with any customization requests, are available. Typical PremiereCall
applications include sales meetings, investor relations calls, press conferences, customer seminars, product rollouts,
and continuing medical education, continuing legal education, and branded customer seminars. Premiere
Conferencing’s semiautomated operator-assisted service, PremiereCall Auditorium®™, experienced strong growth in
2002, as more customers leveraged their ability to start a high touch conference immediately, while still utilizing the
resource of a dedicated operator during the entire call. Premiere Conferencing’s client services team understands the
importance of professional, secure communications and works closely with its customers to ensure a successful
conference.

Premiere Conferencing also offers Web conferencing services, VisionCast® and ReadyCast®, that
efficiently combine the visual power of the Internet with its audio conferencing capabilities to provide real-time,
multimedia presentation solutions. VisionCast gives customers the interactivity and collaborative nature of an in-
person meeting while maintaining the cost and time savings of a traditional conference call. Customers use
VisionCast to conduct distance learning, training, seminars, company meetings, focus groups and media
conferences. VisionCast also includes features such as chat, Web tours, polling, whiteboarding functions, record and
playback capabilities, roll call and live demo options. ReadyCast combines similar data collaboration capabilities
with the cost efficiency and convenience of Premiere Conferencing’s ReadyConference automated conferencing
service. As part of its Web-based services, Premiere Conferencing also offers SoundCast®, an audio streaming
technology that provides live Internet streaming to simulcast a live conference call or recorded presentation over the
Web.

Premiere Conferencing services are available globally through its network of operations centers and
international toll free numbers. Premiere Conferencing has bridging and sales infrastructure in the United States,
Canada, Australia, New Zealand, Hong Kong, Singapore, Japan, France, Germany, Ireland and the United Kingdom.

Xpedite offers a comprehensive suite of business services that enable actionable two-way communications
which allow companies to better acquire and retain customers as well as automate their core business processes.
Xpedite provides tailored solutions to customers to help them manage the electronic delivery of critical time-
sensitive information, such as inventory availability reports, updated mortgage rates and equity research
reports/updates. In addition, the Xpedite solution set enables two-way communications for order and reservation
confirmations, bank account statements and invoice and collection notices. By automating key business processes,
Xpedite can also help global enterprise customers better manage their electronic order fulfillment and account
payment settlement. Xpedite provides services to almost half of the global Fortune 500 companies across nearly
every business sector, including financial services, professional associations, travel, hospitality, publishing,
technology and manufacturing. Xpedite processed more than two billion messages in 2002 through its proprietary
communications platform.

In 2002, Xpedite added several significant service enhancements to messageREACH®, its e-mail service
that provides control, tracking, security, personalization and automated administration for high volume e-mail and e-
commerce applications. These enhancements include improved HTML message support, transactional message
support for applications such as trade and account balance confirmations, billing and invoicing, as well as campaign
management capabilities for large scale e-marketing applications. Among the advanced features built into the
service are support for the distribution and collection of forms, multiple layers of encryption and levels of password
protection, anti-spam, “opt-out” protection, automated personalization of messages with text and graphical inserts,
opt-in list building, viral marketing and the hosting of customer databases for campaign management.

messageREACH customers can access a proprietary software tool, intelliSEND*™ Wizard, to help with the
creation of graphically rich HTML documents for e-mail, and for the insertion of trackable hyperlinks to documents



or Web sites. The proprietary messageREACH delivery engine and infrastructure operate solely for the support of
messageREACH customers and were custom designed by Xpedite’s technical team, incorporating leading Internet
technology. Xpedite also provides Short Message Services (SMS) for wireless users which allows text messages to
be delivered to GSM phones using existing Xpedite access methods.

Xpedite also provides voiceREACH®", an automated service that simultaneously delivers large volumes of
prerecorded voice messages to any size list of phone numbers, voice mailboxes or other answering devices. Typical
users of voiceREACH services include associations, political organizations, securities firms, trade show operators
and collections companies.

Xpedite services support multiple protocols and can be accessed through a variety of methods including ftp,
TCP/IP, PC-Xpedite software, or Simple Mail Transfer Protocol (SMTP). Xpedite services are available throughout
the world with local sales and customer support available in 17 countries throughout Europe, Asia, Australia and
North America.

Customer Base

PTEK customers represent nearly every major industry, serving almost 70% of the Fortune 500. Millions
of business people worldwide depend on PTEK services everyday.

Premiere Conferencing has approximately 6,500 domestic and international corporate accounts, supporting
approximately 71,000 moderators. The business unit has successfully penetrated key accounts in various industries
including technology, healthcare, investor relations, financial services, public relations and market research.

Premiere Conferencing has historically relied on sales through a particular customer, IBM, for a significant
portion of its revenues. Sales to that customer accounted for approximately 12% of consolidated revenues from
continuing operations (29% of Premiere Conferencing’s revenues) in 2002, 10% of consolidated revenues from
continuing operations (29% of Premiere Conferencing’s revenues) in 2001, and 5% of consolidated revenues from
continuing operations (22% of Premiere Conferencing’s revenues) in 2000. Premiere Conferencing’s relationship
with that customer may not continue at historical levels, and there is no long-term price protection for services
provided to that customer. A loss in revenues from that customer or diminution in the relationship with that
customer, or a decrease in average sales price without an offsetting increase in volume, could have a material
adverse effect on the Company’s business, financial condition and results of operations.

Xpedite has more than 12,000 enterprise customers, representing over 175,000 users. This business unit
has successfully targeted industries such as securities, banking, mortgage, publishing, healthcare, associations,
investor relations, public relations, travel and hospitality.

Sales and Marketing

Each of PTEK’s business units markets its services through direct sales employing a regional reporting
structure and a centrally managed national and global accounts program. The Company’s sales force targets large
and mid-size enterprises. The centrally managed national and global accounts program focuses on multi-location
businesses that are better served by dedicated representatives with responsibility across different geographic regions.
The direct sales force is organized by services and by industry on a global scale. The company employs nearly 550
sales professionals around the world.

As a service organization, PTEK’s customer service teams play a major role in managing customer
relationships, as well as selling additional value-added services to existing accounts. PTEK employs more than 750
customer service professionals deployed in local markets.

Platforms and Network Infrastructure

The Company, through its two business units, operates global Internet and telecom-based networks that
allow customers to access the Company’s various services through the Internet and through local and/or 800
telephone numbers.

Premiere Conferencing services are provided from full-service operations centers in Colorado Springs,
Colorado; Lenexa, Kansas; Sydney, Australia; and Clonakilty, Ireland. Automated bridging nodes are maintained in
the United States, Canada, Australia, New Zealand, Hong Kong, Singapore, Japan, France, Germany Ireland, and



the United Kingdom. Complex, operator-assisted calls are supported on various commercially available bridging
platforms. Internally developed conference bridges are used to support automated conferencing services. Customers
access these conferencing platform through direct inward dialing, 800 numbers, the Internet and virtual network
access.

Xpedite services are provided through its enhanced messaging network with more than 35,000 messaging
ports that uses servers to perform all primary processing and switching functions. Xpedite’s proprietary platform
supports multiple input methods including, but not limited to, priority PC-based software, e-mail gateways and high
speed IP based interconnects. Outgoing communications are delivered through line group controllers, which are
deployed in a decentralized fashion to exploit local delivery costs. The remote line group controllers are connected
to servers over a wide area network via either private lines or Xpedite’s global TCP/IP based network. Mission

critical information is transported from one location domain to another using MCP to MCP protocol. The current
domains include Australia, Japan, Korea, Switzerland, the United Kingdom, the United States, Germany and France.
Remote nodes on the network are located in Belgium, Canada, Denmark, Italy, Malaysia, the Netherlands, New
Zealand, Taiwan, Hong Kong and Singapore.

Research and Development

PTEK’s ability to design, develop, test and support new software technology for product enhancements in a
timely manner is an important ingredient to its future success. Next generation services such as VisionCast,
Auditorium, SecureTouch®™, messageREACH and voiceREACH are critical additions to the suite of
communications and data services PTEK provides to its customers, not only to position the operating units in larger
market segments, but more importantly to meet changing customer needs and respond to the overall technological
changes in the marketplace.

Fach PTEK operating unit includes research, development and engineering personnel who are responsible
for designing, developing, testing and supporting proprietary software applications, as well as creating and
improving enhanced system features and services. The Company’s research and development strategy is to focus its
efforts on enhancing its proprietary software and integrating it with readily available industry standard software and
hardware when feasible. Research, development and engineering personnel also engage in joint development efforts
with the Company’s strategic partners and vendors.

PTEK employs 69 research and development professionals.
Competition

PTEK competes with major communications service providers around the world such as AT&T,
WorldCom, Global Crossing, Sprint, and the international PTTs. The Company also competes with smaller
companies in each of its service categories. For example, Premiere Conferencing competes with Intercall,
Raindance, ACT Teleconferencing, WebEx and Genesys. As Xpedite evolves into more of a business services
company, its solution set will be positioned to displace existing services provided by companies such as West,
Teletech and others in the customer relationship management (CRM) category, and it will continue to compete with
EasyLink, AVT, Critical Path, DoubleClick and J2 Global Communications in the multimedia messaging category.
In all cases, PTEK’s strategy is to gain a competitive advantage in winning and keeping customers by enabling its
business units to deliver leading technology-driven solutions to its customers and support them with superior
customer service.

The markets for the Company’s services are intensely competitive, quickly evolving and subject to rapid
technological change. The Company expects competition to increase in the future. Many of the Company’s current
and potential competitors have longer operating histories, greater name recognition, larger customer bases and
substantially greater financial, personnel, marketing, engineering, technical and other resources than the Company.
The Company believes that existing competitors are likely to expand their product and service offerings and that
new competitors are likely to enter the Company’s markets. Such competition could materially adversely affect the
Company’s business, financial condition and results of operations.

Financial Information About Reportable Segments and Geographic Areas

For financial information about the Company’s reportable segments and geographic areas for the years
ended December 31, 2002, 2001 and 2000, see Note 23—""Segment Reporting.”



Government Regulation

One of the Company’s subsidiaries, Premiere Communications, Inc. (“PCI”), provides long distance
telecommunications services and is subject to federal, state and local telecommunications regulations in the United
States. In addition, other PTEK subsidiaries may be affected by regulatory decisions, trends or policies issued or
implemented by federal, state or local regulatory authorities. Various international authorities may also seek to
regulate, or impose requirements with respect to, the services provided by PCI or such other PTEK subsidiaries.

The Federal Communications Commission (“FCC”) classifies PCI as a non-dominant common carrier for
its domestic interstate and international telecommunications services. Generally, such common carriers must
maintain and publicly disclose price lists, describing rates, terms and conditions of service, must comply with
federal regulatory programs such as universal service, and must comply with decisions and policies adopted or
enforced by the FCC. Most state public service or utility commissions (“PUCs”) also subject carriers such as PCI
that provide intrastate, common carrier telecommunications services to various compliance and approval
requirements, such as those in connection with entry certification, tariff filings, transfers of control, mergers or other
acquisitions, issuance of debt instruments, periodic reporting and payment of regulatory fees, as well as others. FCC
or state PUC authorizations can generally be conditioned, modified or revoked for failure to comply with applicable
laws, rules, regulations or regulatory policies. Fines or other penalties also may be imposed for such violations.
Management believes that the Company and its subsidiaries exercise reasonable efforts to comply with applicable
FCC and state PUC decisions, policies and regulatory programs. However, there can be no assurance that the
Company and its subsidiaries are currently in compliance with all applicable FCC or state PUC requirements, or that
the FCC, state PUCs or third parties will not raise issues in the future with regard to the Company or its subsidiaries’
compliance with applicable laws or regulations.

Federal and state laws regulate telemarketing practices, and may adversely impact the Company’s business
and that of its customers and potential customers. The FCC promulgated rules in 1992 to implement the Telephone
Consumer Protection Act of 1991 (the “TCPA”). These rules, among others, regulate telemarketing methods and
activities, including the use of prerecorded messages, the time of day when telemarketing calls may be made,
maintenance of company-specific “do not call” databases, and restrictions on unsolicited facsimile advertising. The
FCC is currently in the process of considering amendments to its rules under the TCPA. The FCC has also sought
comment on the issue of a national “do not call” list and whether it should adopt such a list in conjunction with the
Federal Trade Commission (the “FTC”),

Under the Federal Telemarketing Consumer Fraud and Abuse Act of 1994, the FTC has issued regulations
designed to prevent deceptive and abusive telemarketing acts and practices. The FTC recently significantly
amended its regulations, and these changes could impose additional costs on the Company and affect the industry
adversely. As part of these rule amendments, the FTC has ordered that a national “do not call” registry be
established, whereby telemarketers will be barred from calling consumers who register their telephone numbers in
the national database. The “do not call” registry is expected to become effective approximately seven months after
the FTC receives funding from Congress and awards the contract to create the registry. The Company will have to
take the necessary steps to ensure compliance with the “do not call” registry and other FTC rule amendments.

In addition to the federal legislation and regulations, there are numerous state statutes and regulations
governing telemarketing activities, including state “do not call” list requirements, and state registration and bonding
requirements. The Company has compliance policies in place with regarding to telemarketing laws and regulations;
however, there can be no assurance that the Company would not be subject to litigation alleging a violation of state
or federal telemarketing laws or regulations.

A number of states have adopted laws restricting and/or governing the distribution of unsolicited e-mails,
or spam. Other states are considering similar legislation. Congress has also considered such legislation, and could
enact legislation governing spam at some future point. The Company monitors such legislation and regulatory
developments to minimize the risk of its participation in activities that violate anti-spam legislation. In addition, a
number of legislative and regulatory proposals are under consideration by federal and state lawmakers and
regulatory bodies and may be adopted with respect to the Internet. Some of the issues that such laws or regulations
may cover include user privacy, obscenity, fraud, pricing and characteristics and quality of products and services.
The adoption of any such laws or regulations may decrease the growth of the Internet, which could in turn decrease
the projected demand for the Company’s products and services or increase its cost of doing business. In addition,
the sending of spam through the Company’s network could result in third parties asserting claims against the
Company. Moreover, the applicability to the Internet of existing U.S. and international laws governing issues such
as property ownership, copyright, trade secret, libel, taxation and personal privacy is uncertain and developing. Any




new legislation or regulation, or application or interpretation of existing laws, could have a material adverse effect
on the Company’s business, financial condition and results of operations.

In addition, the Company’s operations may be subject to state laws and regulations regulating the
unsolicited transmission of facsimiles. The Company monitors such laws and regulations and its service agreements
with customers state that customers are responsible for their compliance with all applicable laws and regulations.
The Company could, nevertheless, be subject to litigation, fines, losses, and possible other relief under such laws
and regulations.

In conducting its business, the Company is subject to various laws and regulations relating to commercial
transactions generally, such as the Uniform Commercial Code and is also subject to the electronic funds transfer
rules embodied in Regulation E promulgated by the Federal Reserve. It is possible that Congress, the states or
various government agencies could impose new or additional requirements on the electronic commerce market or
entities operating therein. If enacted, such laws, rules and regulations could be imposed on the Company’s business
and industry and could have a material adverse effect on the Company’s business, financial condition or results of
operations. The Company’s international activities also are subject to regulation by various international authorities
and the inherent risk of unexpected changes in such regulation.

Proprietary Rights and Technology

The Company’s ability to compete is dependent in part upon its proprietary technology. The Company
relies primarily on a combination of intellectual property laws and contractual provisions to protect its proprietary
rights and technology. These laws and contractual provisions provide only limited protection of the Company’s
proprietary rights and technology. The Company’s proprietary rights and technology include confidential
information and trade secrets that the Company attempts to protect through confidentiality and nondisclosure
provisions in its agreements. The Company typically attempts to protect its confidential information and trade
secrets through these contractual provisions for the terms of the applicable agreement and, to the extent permitted by
applicable law, for some negotiated period of time following termination of the agreement. PTEK currently has
seven patents, five patent applications pending, numerous worldwide registrations of trademarks and service marks,
and numerous worldwide trademark and service mark registrations pending. Despite the Company’s efforts to
protect its proprietary rights and technology, there can be no assurance that others will not be able to copy or
otherwise obtain and use the Company’s proprietary technology without authorization, or independently develop
technologies that are similar or superior to the Company’s technology. However, the Company believes that, due to
the rapid pace of technological change in communications and data services, factors such as the technological and
creative skills of its personnel, new product developments, frequent product enhancements and the timeliness and
quality of support services are of equal or greater importance to establishing and maintaining a competitive
advantage in the industry.

Available Information

The Company’s corporate Internet address is www.ptek.com. We have made available free of charge
through our Internet Web site (follow the Invest tab to Investor Relations to link to “SEC Filings™) our annual report
on Form 10-K, quarterly report on Form 10-Q, current reports on Form 8-K and amendments to those reports filed
or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act as soon as practicable after such material was
electronically filed with, or furnished to, the Securities and Exchange Commission (the “SEC”).

Employees

As of December 31, 2002, PTEK employed 1,927 people. PTEK employees are not represented by a labor
union or covered by any collective bargaining agreements.

Item 2. Properties

PTEK’s corporate headquarters occupy approximately 19,600 square feet of office space in Atlanta,
Georgia under a lease expiring August 31, 2007. Xpedite occupies approximately 90,000 square feet of office space
in Tinton Falls, New Jersey under a 15-year lease expiring in May 2016. Premiere Conferencing occupies
approximately 106,000 square feet of office space in Colorado Springs, Colorado under a lease expiring August 31,
2006, and approximately 46,000 square feet of office space in Lenexa, Kansas under a lease expiring August 31,
2004.




The Company also leases various data and switching centers and sales offices within and outside the United
States. The Company believes that its current facilities and office space are sufficient to meet its present needs and
does not anticipate any difficulty securing additional space, as needed, on terms acceptable to the Company.

Item 3. Legal Proceedings

The Company has several litigation matters pending, as described below, which it is defending vigorously.
Due to the inherent uncertainties of the litigation process and the judicial system, the Company is unable to predict
the outcome of such litigation matters. If the outcome of one or more of such matters is adverse to the Company, it
could have a material adverse effect on the Company’s business, financial condition and results of operations.

A lawsuit was filed on November 4, 1998 against the Company and certain of its officers and directors in
the Southern District of New York. Plaintiffs are shareholders of Xpedite Systems, Inc. (“Xpedite”) who acquired
common stock of the Company as a result of the merger between the Company and Xpedite in February 1998.
Plaintiffs’ allegations are based on the representations and warranties made by the Company in the prospectus and
the registration statement related to the merger, the merger agreement and other documents incorporated by
reference, regarding the Company’s acquisitions of Voice-Tel and VoiceCom Systems, the Company’s roll-out of
Orchestrate, the Company’s relationship with customers Amway Corporation and DigiTEC, 2000, and the
Company’s 800-based calling card service. Plaintiffs allege causes of action against the Company for breach of
contract, against all defendants for negligent misrepresentation, violations of Sections 11 and 12(a)(2) of the
Securities Act of 1933 and against the individual defendants for violation of Section 15 of the Securities Act.
Plaintiffs seek undisclosed damages together with pre- and post-judgment interest, recission or recissory damages as
to violation of Section 12(a)(2) of the Securities Act, punitive damages, costs and attorneys’ fees. The defendants’
motion to transfer venue to Georgia has been granted. The defendants’ motion to dismiss has been granted in part
and denied in part. The defendants filed an answer on March 30, 2000. On January 22, 2002, the court ordered the
parties to mediate. The parties did so on February 8, 2002. On October 17, 2002, the Defendants filed a Motion for
Summary Judgment and a Motion in Limine to exclude the testimony of the Plaintiffs’ expert. Both motions are
pending.

On February 23, 1998, Rudolf R. Nobis and Constance Nobis filed a complaint in the Superior Court of
Union County, New Jersey against 15 named defendants including Xpedite and certain of its alleged current and
former officers, directors, agents and representatives. The plaintiffs allege that the 15 named defendants and certain
unidentified “John Doe defendants” engaged in wrongful activities in connection with the management of the
plaintiffs’ investments with Equitable Life Assurance Society of the United States and/or Equico Securities, Inc.
(collectively “Equitable”). The complaint asserts wrongdoing in connection with the plaintiffs’ investment in
securities of Xpedite and in unrelated investments involving insurance-related products. The defendants include
Equitable and certain of its current or former representatives. The allegations in the complaint against Xpedite are
limited to plaintiffs’ investment in Xpedite. The plaintiffs have alleged that two of the named defendants, allegedly
acting as officers, directors, agents or representatives of Xpedite, induced the plaintiffs to make certain investments
in Xpedite but that the plaintiffs failed to receive the benefits that they were promised. Plaintiffs allege that Xpedite
knew or should have known of alleged wrongdoing on the part of other defendants. Plaintiffs seek an accounting of
the corporate stock in Xpedite, compensatory damages of approximately $4.9 million, plus $200,000 in “lost
investments,” interest and/or dividends that have accrued and have not been paid, punitive damages in an
unspecified amount, and for certain equitable relief, including a request for Xpedite to issue 139,430 shares of
common stock in the plaintiffs’ names, attorneys’ fees and costs and such other and further relief as the court deems
just and equitable. This case has been dismissed without prejudice and compelled to NASD arbitration, which has
commenced. In August 2000, the plaintiffs filed a statement of claim with the NASD against 12 named respondents,
including Xpedite (the “Nobis Respondents™). The claimants allege that the 12 named respondents engaged in
wrongful activities in connection with the management of the claimants’ investments with Equitable. The statement
of claim asserts wrongdoing in connection with the claimants’ investment in securities of Xpedite and in unrelated
investments involving insurance-related products. The allegations in the statement of claim against Xpedite are
limited to claimants’ investment in Xpedite. Claimants seek, among other things, an accounting of the corporate
stock in Xpedite, compensatory damages of not less than $415,000, a fair conversion rate on stock options, losses on
the investments, plus interest and all dividends, punitive damages, attorneys’ fees and costs. Hearings before the
NASD panel were held on November 27-29, 2001, January 22-24, 2002, February 4-7, 2002, April 9-19, 2002, and
May 30, 2002. On July 31, 2002, the NASD Panel issued its Award. The Award was subsequently amended on
September 9, 2002. The Panel, among other things, held Xpedite, along with co-Respondents Angrisani, Erb, and
CEA Financial, jointly and severally liable to Claimant Constance Nobis for $50,000, plus 9% simple interest from



January 1, 1999 until September 9, 2002. The Panel also held Angrisani, Erb, and CEA Financial jointly and
severally liable to Xpedite for $50,000, plus 9% simple interest from January 1, 1999 until September 9, 2002,
Xpedite has filed a Notice of Petition, Verified Petition to Vacate Arbitration Award, and Request for Judicial
Intervention in New York State. That proceeding is pending. At a hearing on January 10, 2003, the New Jersey
Superior Court affirmed the NASD Award. No order or judgment, however, has been issued by the New Jersey
Superior Court.

On September 3, 1999, Elizabeth Tendler filed a complaint in the Superior Court of New Jersey Law
Division, Union County, against 17 named defendants including PTEK and Xpedite, and various alleged current and
former officers, directors, agents and representatives of Xpedite. The plaintiff alleges that the defendants engaged in
wrongful activities in connection with the management of the plaintiff’s investments, including investments in
Xpedite. The allegations against Xpedite and PTEK are limited to plaintiff’s investment in Xpedite. Plaintiff’s
claims against Xpedite and PTEK include breach of contract, breach of fiduciary duty, unjust enrichment,
conversion, fraud, interference with economic advantage, liability for ultra vires acts, violation of the New Jersey
Consumer Fraud Act and violation of New Jersey RICO. Plaintiff seeks an accounting of the corporate stock of
Xpedite, compensatory damages of approximately $1.3 million, accrued interest and/or dividends, a constructive
trust on the proceeds of the sale of any Xpedite or PTEK stock, shares of Xpedite and/or PTEK to satisfy
defendants’ obligations to plaintiff, attorneys’ fees and costs, punitive and exemplary damages in an unspecified
amount, and treble damages. On February 25, 2000, Xpedite filed its answer, as well as cross claims and third party
claims. This case has been dismissed without prejudice and compelled to NASD arbitration, which has commenced.
In August 2000, a statement of claim was also filed with the NASD against all but one of the Nobis Respondents
making virtually the same allegations on behalf of claimant Elizabeth Tendler. Claimant seeks an accounting of the
corporate stock in Xpedite, compensatory damages of not less than $265,000, a fair conversion rate on stock options,
losses on other investments, interest and/or unpaid dividends, punitive damages, attorneys’ fees and costs. Hearings
before the NASD panel were held on November 27-29, 2001, January 22-24, 2002, February 4-7, 2002, April 9-19,
2002, and May 30, 2002. On July 31, 2002, the NASD Panel issued its Award. The Award was subsequently
amended on September 9, 2002. The Panel, among other things, held Xpedite, along with co-respondents Angrisani,
Erb, and CEA Financial, jointly and severally liable to claimant Elizabeth Tendler for $57,500, plus 9% simple
interest from March 1, 1999 until September 9, 2002. The Panel also held Angrisani, Erb, and CEA Financial
jointly and severally liable to Xpedite for $57,500, plus 9% simple interest form March 1, 1999 until September 9,
2002. Xpedite has filed a Notice of Petition, Verified Petition to Vacate Arbitration Award, and Request for Judicial
Intervention in New York State. That proceeding is pending. At a hearing on January 10, 2003, the New Jersey
Superior Court affirmed the NASD Award. No order or judgment, however, has been issued by the the New Jersey
Superior Court.

On December 10, 2001, Voice-Tel filed a Complaint against Voice-Tel franchisees JOBA, Inc. (“JOBA™)
and Digital Communication Services, Inc. (“Digital”) in the U.S. District Court for the Northern District of Georgia.
The Complaint sought injunctive relief and a declaratory judgment with respect to Voice-Tel’s right to terminate the
franchise agreements with JOBA and Digital. Cn January 7, 2002, JOBA and Digital answered Voice-Tel’s
Complaint and asserted counterclaims against Voice-Tel for alleged breach of franchise agreements and other
alleged franchise-related agreements. JOBA and Digital also asserted claims alleging tortious interference of
contract against Premiere Communications, Inc. (“PCI”) and PTEK. On January 18, 2002, Voice-Tel, PCI and
PTEK filed responses and answers to the counterclaims and filed additional breach of contract and tort claims
against JOBA and Digital. In March 2002, Voice-Tel and JOBA and Digital sought leave of court to file amended
complaints and answers, which the court granted as to JOBA and Digital and granted in part and denied in part as to
Voice-Tel. The Digital Franchise Agreement contained a mandatory arbitration provision, which was not found in
the JOBA Franchise Agreement. Therefore, on April 10, 2002, the federal court severed the Digital breach of
franchise agreement claims and ordered them to be arbitrated. The Court ordered that all remaining claims,
including but not limited to the breach of franchise agreement claims as to JOBA, would remain in federal court.
The arbitration is currently scheduled for July 13, 2002 and will be held in Atlanta, Georgia. There is a proposal
outstanding that all parties agree to submit all claims to arbitration including the Federal Court claims. At this time,
this proposal has not been agreed to by any of the parties. Discovery with respect to the arbitration will end on June
25,2003, On July 10, 2002, JOBA and Digital moved to amend their Complaint to add claims for constructive
termination of their franchises, which was subsequently denied by the court on September 11, 2002. On July 16,
2002, Voicecom Telecommunications, LLC (“Voicecom”) was added as a party Plaintiff in the lawsuit against
JOBA and Digital. With the exception of expert and damages testimony, discovery has now concluded and the
parties are awaiting a trial date contingent on the parties agreeing to submit all claims to arbitration. The parties
have filed motions and cross motions for partial summary judgment, including responses thereto. A mediation of all
claims between all parties was held on March 24, 2003, which failed to resolve any of the issues in litigation.
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On January 30, 2002, a complaint was filed by 15 Lake Bellevue, LLC in the Superior Court of King
County, Washington. Plaintiff sought to enforce a Lease Guaranty Agreement entered into by the Company on
behalf of Webforia, Inc. with respect to a lease for commercial real estate located in Bellevue, King County,
Washington. The Company’s potential liability under the Guaranty was limited to the lesser of the lease obligations
or $2,600,000, together with attorneys’ fees, interest and collection expenses. The Company filed an answer to the
lawsuit, and on May 17, 2002, the plaintiff filed a motion for partial summary judgment. On June 18, 2002, the
court entered an order finding unconditional liability on the part of the Company with respect to the guaranty but
reserving the issue of the amount of the Company’s liability for trial. On December 31, 2002 the parties entered into
a settlement agreement resolving in full all claims asserted by each party against the other.

On March 235, 2003, EasyLink Services Corporation (“EasyLink”) filed an amended complaint against the
Company, Xpedite and AT&T Corp. (“AT&T”), in the Superior Court of New Jersey, Chancery Division:
Middlesex County. EasyLink’s complaint alleges, among other things, that the Company entered into an agreement
to purchase a secured promissory note in the original principal amount of $10 million and 1,423,980 shares of
EasyLink’s Class A common stock for the purpose of obtaining EasyLink’s business by using the acquired securities
to block a debt restructuring that EasyLink was allegedly pursuing with its creditors, including AT&T, and for other
improper motives. EasyLink’s complaint alleges that it pursued such debt restructuring in reliance on its
understanding that AT&T would participate in the restructuring on certain terms to which EasyLink and AT&T
allegedly had agreed, and that AT&T misled EasyLink as to its intentions with respect to such restructuring. The
complaint further alleges that AT&T disclosed confidential information of EasyLink to the Company in violation of
AT&T’s agreements with EasyLink, and that such information was used by AT&T and the Company in furtherance
of a joint scheme to force EasyLink out of the marketplace. EasyLink’s complaint also alleges that employees of the
Company and Xpedite have knowingly made false statements to EasyLink’s customers, investors and creditors
regarding EasyLink and its financial stability. EasyLink claims that these various actions have impaired its ability to
restructure its debt effectively and caused it to suffer various other commercial losses. EasyLink’s complaint seeks
to (i) enjoin AT&T from selling the secured promissory note to the Company, improperly interfering with
EasyLink’s business and contracts and disclosing EasyLink’s confidential information without EasyLink’s consent;
(ii) compel AT&T to consummate EasyLink’s proposed restructuring; (iii) enjoin the Company and Xpedite from
making false statements to EasyLink’s customers and creditors regarding EasyLink and its financial position; (iv)
enjoin the Company from contacting EasyLink’s creditors and preventing the restructuring of EasyLink’s debt; and
{v) enjoin the Company and Xpedite from using EasyLink’s confidential information and contacting EasyLink’s
current and former employees to obtain such confidential information. EasyLink’s complaint also seeks unspecified
damages from AT&T and the Company. The Company intends to answer and defend this lawsuit.

The Company is also involved in various other legal proceedings which the Company does not believe will
have a material adverse effect upon the Company’s business, financial condition or results of operations, although
no assurance can be given as to the ultimate outcome of any such proceedings.

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

No matter was submitted to a vote of the Company’s security holders during the fourth quarter of the fiscal
year covered by this report.
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Part FI

Itermn 5. Market for Registrant’s Common Eguity and Related Stockholder Matters

The Company’s common stock, $.01 par value per share (the “Common Stock™), has traded on the Nasdaq
National Market under the symbol “PTEK” since its initial public offering on March 5, 1996. The following table
sets forth the high and low closing sales prices of the Common Stock as reported on the Nasdaq National Market for
the periods indicated.

20 High Low

First QUATTET. ..ov.ovevveviireriecisveririre et s et sea e $4.40 $3.24
Second Quarter 5.73 4.07
Third QUarter. ..o 5.82 4.35
Fourth Quarter 4.69 2.74

2001 High Low
First Quarter $3.13 $1.31
Second Quarter 2.95 2.13
Third Quarter 3.70 1.77
Fourth Quarter 3.87 2.00

The closing price of the Common Stock as reported on the Nasdaq National Market on March 12, 2003 was
$3.68. As of March 12, 2003 there were 487 record holders and approximately 11,600 beneficial holders of the
Company’s Common Stock.

The Company has never paid cash dividends on its Common Stock, and the current policy of the
Company’s Board of Directors is to retain any available earnings for use in the operation and expansion of the
Company’s business. The payment of cash dividends on the common stock is unlikely in the foreseeable future.
Any future determination to pay cash dividends will be at the discretion of the Board of Directors and will depend
upon the Company’s earnings, capital requirements, financial condition and any other factors deemed relevant by
the Board of Directors.

During the year ended December 31, 2002, certain current and former employees exercised options to
purchase an aggregate of 47,080 shares of Common Stock at prices ranging from $0.71 per share to $1.61 per share
in transactions exempt from registration pursuant to Section 4(2) and Rule 701 of the Securities Act. In the third
quarter of 2002 the Company issued 601,997 shares of Common Stock of which 352,997 shares were returned in
November 2002 pursuant to the terms of the class action settlement. The remaining 249,000 shares were exempt
from registration pursuant to Section 3(2)(10) of the Securities Act.

Item 6. Selected Financial Data

The following selected consolidated statement of operations data, balance sheet data, and cash flow data as
of and for the years ended December 31, 2002, 2001, 2000, 1999 and 1998 have been derived from the audited
consolidated financial statements of the Company. The selected consolidated financial data should be read in
conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and
the Company’s consolidated financial statements and the notes thereto.
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Year Ended December 32,

2002 2001 2000 1999 1998
(in thousands, except per share data)
Statement of Operations Data:
REVENUES ....ooviiiii e $341,253  $330,416 $303,244 $292,731 $226,776
GIOSS PO oot 276,488 257,463 220,280 204,679 152,137
Operating income (1088) .....ccvrcocerrvnirernriicnriicrenens 24,905  (177,142)  (58,206) (84,889) (65,381)
Income (loss) from continuing operations
attributable to common and common
equivalent shares for shareholders for:
—basic and diluted net income (loss) per share....... 14,423 (209,658)  (46,602) 5,754 (47,508)
Income (loss) from continuing operations per
common and common equivalent shares for:
—DASIC (1) e e $ 027 & (419 § (097 $ 012 § (1.07)
—AIted(1) .o § 026 $ (419 $ (097 $ 012 5 (1.07)
Loss from discontinued operations..........coccveveviieennan. (12,532) (32,462)  (12,264) (39,245) (36,746)
Net income(loss) attributable to common and
common equivalent shares for shareholders for:.
—basic and diluted net income (loss) per share....... 1,891 (242,120) (58,866) (33,491 (84,254)
Net income (loss) per common and common
equivalent shares for:
—DASIC (1) eeeveirirrreecceieee e $§ 004 § 484 § (122) $ (072) § (1.90)
—diluted (1) v, $ 003 § (484) § (122) $§ (0.72) $ (1.90)
Shares used in computing income (loss) from '
continuing operations and net income (loss) per
common and common equivalent shares for:
—DASIC e 53,550 49,998 48,106 46,411 44,325
—dIlUed oo 56,262 49,998 48,106 46,411 44,325
Balance Sheet Data (at period end):
Cash, cash equivalents and marketable securities ........ $ 69,418 $ 49,500 § 29,716 $ 101,981 $ 40,609
Working capital..........oceevereeieinnneiereres e 62,103 13,116 15,949 34,746 (92,628)
TOtAL ASSLLS. cvevviirirenire ettt eneeeee s 352,093 386,438 630,933 770,481 796,416
Total debt. ..covverieie e 180,227 187,176 178,762 179,625 299,673
Total shareholders” equity........coovevrrereneicrnnncrenene, 84,338 79,032 313,406 422220 397,793
Statement of Cash Flow Data:
Cash provided by (used in) operating activities from:
Continuing OPErations ...c..u.ovevverererveiererereereenarerseens 37,244 29,034 7,503 (11,240) 29,108
Discontinued Operations ..........cocceceenercrrirenenrinneces (5.804) 31.871 10.426 21.167 (6.860)
TOtAL v $ 31,440 $ 60905 $ 17929 § 9927 $ 22248
Cash (used in) provided by investing activities from:
Continuing OpPerations...........c.cecvvuveeereesrereersiernnens (6,175) (32,548) 3,643 116,697 63,728
Discontinued Operations ..........cococccrvverecerirnierenneens (155) (2,857) (10.109) {9.481) (42,436)
TOAL covveeiett e $ (6,330) $(35,405) 3 (6,466) $107,216 § 21,292
Cash (used in) provided by financing activities from:
Continuing Operations..........covvveeereereeesirrerccrsenenens (5,911) 1,660 (615)  (119,074) (26,287)
Discontinued operations........c.ccceceveenecicrenreeonnnnen (1.086) (1.964) (1,779 _ (1.850) (19.828)
TOtaAL oot $(6997) § (304) $ (2,394) $(120,924) $(46,115)

1) Basic net income (loss) per share is computed using the weighted average number of shares of common stock
outstanding during the period. Diluted net income (loss) per share is computed using the weighted average
number of shares of common stock and dilutive common stock equivalents outstanding during the period from
convertible preferred stock, convertible subordinated notes (using the if-converted method) and from stock

options (using the treasury stock method).
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On March 26, 2002 the Company sold substantially all of the assets of the Voicecom operating segment,
exclusive of its Australian operations, to Gores Technology Group, for a total purchase price of approximately $22.4
million, comprised of cash and the assumption of certain liabilities. In accordance with Statement of Financial
Accounting Standards (“SFAS”) 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” the
transaction was accounted for as a discontinued operation. See Discontinued Operations section of “Management’s
Discussion and Analysis of Financial Condition and Results of Operations.”

Item 7. Management’s Discussion and Analysis of Financial Conditien and Results of Operations
Overview

PTEK Holdings, Inc., a Georgia corporation, and its subsidiaries (collectively the “Company” or “PTEK”)
is a global provider of business communications services, including conferencing (audio conferencing and Web-
based collaboration) and multimedia messaging (high-volume actionable communications, including e-mail,
wireless messaging, voice message delivery and fax). The Company’s reportable segments align the Company into
two operating segments based on product offering. These segments are Premiere Conferencing and Xpedite.
Premiere Conferencing offers a full suite of enhanced audio, automated audio and Web conferencing services for all
forms of group communications activities. Xpedite offers a comprehensive suite of business services that enable
actionable two-way communications which allow companies to better acquire and retain customers as well as
automate their core business processes. In addition, the Company had one other reportable segment, Voicecom,
which the Company exited through a sale, exclusive of its Australian operations, effective March 26, 2002.
Voicecom offered a suite of integrated communications solutions, including voice messaging, interactive voice
response services and unified communications. Retail Calling Card Services is a business segment that the
Company exited through the sale of its revenue base effective August 1, 2000. The Company also exited the venture
business in 2001, which was conducted through PtekVentures, the Company’s investment arm.

Revenues of the Company are recognized when persuasive evidence of an arrangement exists, services
have been rendered, the price to the buyer is fixed or determinable, and collectibility is reasonably assured.
Revenues consist of fixed monthly fees, usage fees generally based on per minute or transaction rates, and service
initiation fees. Unbilled revenue consists of earned but unbilled revenue which resuits from the weekly billing cycle
that was implemented at Premiere Conferencing during the third quarter of 2002. Deferred revenue consists of
payments made by customers in advance of the time services are rendered. The Company’s revenue recognition
policies are consistent with the guidance in Staff Accounting Bulletin (“SAB”) No. 101, “Revenue Recognition in
Financial Statements,” as amended by SAB No. 101A and 101B.

“Telecommunications costs” consist primarily of the cost of metered and fixed telecommunications related
costs incurred in providing the Company’s services.

“Direct operating costs” consist primarily of salaries and wages, travel, consulting fees and facility costs
associated with maintaining and operating the Company’s various revenue generating platforms and
telecommunications networks, regulatory fees and non-telecommunications costs directly associated with providing
services and all costs associated with international hardware system sales.

“Selling and marketing” costs consist primarily of salaries and wages, travel and entertainment, advertising,
commiissions and facility costs associated with the functions of selling or marketing the Company’s services.

“General and administrative” costs consist primarily of salaries and wages associated with billing, customer
service, order processing, executive management and administrative functions that support the Company’s
operations. Bad debt expense associated with customer accounts is also included in this caption.

“Research and development” costs consist primarily of salaries and wages, travel, consulting fees and
facilities costs associated with developing product enhancements and new product development.

“Depreciation” and “amortization” includes depreciation of computer and telecommunications equipment,
furniture and fixtures, office equipment, leasehold improvements and amortization of intangible assets. The
Company provides for depreciation using the straight-line method of depreciation over the estimated useful lives of
property and equipment, generally two to ten years, with the exception of leasehold improvements which are
depreciated on a straight-line basis over the shorter of the term of the lease or the useful life of the assets. Intangible
assets being amortized include goodwill (prior to 2002), customer lists, developed technology and assembled work
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force (prior to 2002). Intangible assets are amortized over the useful life of the asset generally ranging from three to
seven years.

“Restructuring costs” represent severance, exit costs and contractual obligation costs associated with the
realignment of workforces and the exit of certain businesses.

“Asset impairments” represent the adjustment of the carrying value of long-lived assets to current fair value
under Statement of Financial Accounting Standards (“SFAS”) No. 144 “Accounting for the Impairment or Disposal
of Long-Lived Assets” effective January 1, 2002 and SFAS 121, “Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed Of,” for all periods prior to the adoption of SFAS No. 144. Long-
lived assets subject to this fair value assessment were goodwill, customer lists, developed technology and property,
plant and equipment.

“Equity based compensation” relates primarily to restricted stock granted to employees in exchange for
options, restricted stock granted to certain officers of PTEK and one of its operating units, and the cancellation of
notes receivable from certain executive officers of the Company for the taxes owed by such officers with respect to
certain restricted stock grants and the taxes related thereto. In addition, it includes the non-cash cost of stock options
and restricted stock issued to consultants for services rendered.

“Net legal settlements and related expenses” represent the costs incurred or management’s estimate of costs
that will more likely than not be incurred related to various legal contingencies and related matters.

“Interest expense” includes the interest costs associated with the Company’s convertible subordinated
notes, term equipment loans and various capital lease obligations.

“Interest income” includes interest earned on highly liquid investments with a maturity at date of purchase
of three months or less and interest on employee loans.

“Gain on sale of marketable securities” includes proceeds less commissions in excess of original cost on
the sale of marketable securities available for sale. These marketable securities are traded on a national exchange
with a readily determinable market price.

“Asset impairment and obligations — investments” includes the adjustment of the carrying value of non-
public investments accounted for under the cost or equity method to current fair value and obligations incurred by
the Company as a result of these investments.

“Amortization of goodwill — equity investments” relates to the amortization of the excess of purchase price
over the pro-rata net carrying value of investments accounted for under the equity method of accounting. The equity
method of accounting for an investment is used when the Company exerts significant management influence over
the investee.

“EBITDA” is defined by the Company as income (loss) from continuing operations before interest, taxes,
depreciation and amortization.

The preparation of financial statements in conformity with GAAP 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 reported amounts of revenues and expenses during the reporting
period. Actual results could differ from the estimates. See also the section entitled “Critical Accounting Policies.”
The following discussion and analysis provides information which management believes is relevant to an
assessment and understanding of the Company’s consolidated results of operations and financial condition. This
discussion should be read in conjunction with the Company’s consolidated financial statements contained herein and
notes thereto.

On January 1, 2001, management responsibility for international conferencing services was transferred
from Xpedite to Premiere Conferencing. Prior to that date, these international revenues were reported in the Xpedite
operating segment. The revenues of the Australian operations of Voicecom that were retained in conjunction with
the sale of this operating segment are reported in the international results of Xpedite effective January 1, 2002. In
order to report comparable operating segment financial results, certain financial information for years prior to 2001
has been reclassified in Management’s Discussion and Analysis. Overall, these reclassifications did not have a
material impact on the financial results of the operating segments for the periods presented.
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Results of Operations

The following table presents the percentage relationship of certain statements of operations items to total
revenues for the Company’s consolidated operating results for the periods indicated:

Year Ended December 31,
2002 2001 2000
REVENUES 100.0% 100.0% 100.0%
TELECOMMUNICATIONS COSTS 19.0 22.1 274
GROSS PROFIT . 719 72.6
DIRECT OPERATING COSTS . 3.
CONTRIBUTICN MARGIN

OPERATING EXPENSES
Selling and marketing
General and administrative
Research and development

Depreciation
Amortization
REStIUCTUNING COSES. .iviieenreiiririereit ettt be e neves
ASSEt IMPAITINENTS. ..eoverereirirenieeeeeeeriararcestestiaesrersesseereesnsnererssesans
Equity based compensation. ...........ccovveeeriieninneeriensnneneeresensereenens
Legal settlements, net
Total operating eXpPenses. .....c.ccerveeeriererereieiensereseeareareeane R . 715
OPERATING INCOME (LOSS) . . (19.1)
OTHER (EXPENSE) INCOME
INTETESt EXPEISE. cvvviiieieiiciiiiieeter s srrs et st e stae e s e e e enbesreans 3.4) 3.5 3.7
INEETEST IMCOMME .e.vrviiveririiriesreersiesereaesteerseeseesvessstesee e seesnessssasessesansnns 0.4 0.2 0.3
Gain on sale of marketable SECUTIHES ......ccocevviverercveierenreieceeeieenn, 0.3 0.9 19.6
Asset Impairment — INVESMENTS .....ccc..vcviierecvirreiresreseaesreeresseereeaeons — (9.6) 4.9)
Amortization of goodwill - equity investments ...........c.ccceceecererennnen. — 0.9 (1.6)
OthET, NBL....ooviiveiiiieecees et ettt ve st st as e st erreens - (0.8) 0.0)
Total other (EXpense) INCOME ........cccevverervrievieririeseense s 2.7 (13.3) _97
INCOME (LOSS) FROM CONTINUING OPERATIONS 46 (66.9) (9.4)
BEFORE INCOME TAXES ..o ’ ’
INCOME TAX EXPENSE (BENEFIT) ...cccooevniieiieeneeeeiee 0.4 (34 _59
INCOME (LOSS) FROM CONTINUING GPERATIONS............... _4.2% (63.5)% (15.3)%
DISCONTINUED OPERATIONS:
Loss from operations of VOICECOM.......ccccvevuverreriererreiniiiireiereieens 4.7 (16.1) (6.3)
Income tax benefit.......ccceviiiniiiiceeeeee e (1.1) (6.3) 22
Loss on discontinued OPerations.........cccoevveereieriecesierseresreressenieenas (3.6) (9.8) 4.1
NET INCOME (LOSS) ..ottt et _0.6% (73.3)% (19.4)%
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The following table presents certain financial information about the Company’s operating segments for the
periods presented (amounts in millions), with amortization expense and asset impairments allocated to the
appropriate operating segment:

Year Ended December 31,

2002 2001 2000
REVENUES:
Revenues from continuing operations:
XPEAILE ettt cteren ettt et et $202.9 $215.7 $230.1
Premiere Conferencing.........ccccovuiveeieericriieesiicinsesresesieeses s 138.5 115.1 73.4
ElMinations.......ccooveriveticriine ettt s reeneneanens (0.1) (0.4) (0.3)

$341.3 $3304 $303.2

Revenues from discontinued operations:

Retail Calling Card Services.........ccvvveccnnnrerrniiiiiiisieeenes — — 13.8
VOICECOM 1.ttt er e et e st an e 15.8 92. 119.9
357.1 422. $436.9

OPERATING PROFIT (LOSS):
Operating profit (loss) from continuing operations:

XPEAIE 1ttt st sttt n bttt n ettt $22.8 $(147.1) $(40.5)
Premiere Conferencing .......ccvcuvveeeiiereceeiire it seerserseseeesseseeseseeneeens 315 114 (0.5)
Holding COMPANY........vvirereieeeeeeeeeeeseeeeesressessseessss s (29.4) (41.4) (17.0)
B MIIAtIONS . ettt ee s bt e s et reenaereessesrersrese s rneaeees (0.0) — (0.2)

§ 249  S$(177.1) $(58.2)

Operating profit (loss) from discontinued operations:
Retail Calling Card Services.......ccccvvviivieiveriiieiiienesiesesreseeeeeenens — — (1.D
VOICECOM. ...venveeeieriiiirie ettt ete ettt es bbbt saesense sttt enebens (5.7 (53.6) 17.1)

$ 192 $(230.7) 3(76.4)

NET INCOME (LOSS):
Income (loss) from continuing operations:
XPEAIE 1vvvireereeiire ettt etk $ 26.1 $(123.7) $(50.7)
Premiere Conferencing .........ccooovevveeinienieenisesenereeereeee e 26.8 6.7 (3.4)
Holding CompPany.......c.ccocceiirirniieee et ecesne e s (38.2) 92.7) 6.1
ElMINations......coeouiiereeiiiieirieserereseieie e et snesesse e (0.3) (0.0) 1.4
$ 144 $(209.7) 3(46.6)
Income (loss) from discontinued operations:
Retail Calling Card Services........oooeieiviereeiriiie e — — (1.3)
VOICECOM. ..ttt ettt ettt n bttt sre e s (12.5) (32.4) (11.0)
$§ 19 $(242.1) $(58.9)

Revenues

Consolidated revenues from continuing operations increased 3.3% to $341.3 million in 2002 from $330.4
million in 2001, and increased 9.0% in 2001 from $303.2 million in 2000. Revenues in the Company’s operating
segments are as follows:

Xpedite revenues were 59.5%, 65.3% and 75.9% of consolidated revenues for 2002, 2001 and 2000,
respectively. Xpedite revenues decreased 5.9% to $202.9 million in 2002 from $215.7 million in 2001 and
decreased 6.3% from $230.1 million in 2001. The decline in revenues in 2002 is mainly attributable to price
compression in Xpedite’s traditional or “legacy” store and forward fax business. The decline in revenues in 2001 is
primarily attributable to the reduction in revenues from real-time fax and real-time telex as this business was exited
in 2000, and which combined represented a decline of approximately $16.4 million. In addition, revenues from the
legacy store and forward fax business declined 3.8% in 2001 due to price compression. In the fourth quarter of 2000
and the first quarter of 2001, Xpedite made three customer base acquisitions which generated approximately $12.0
million and $9.9 million in revenues in 2002 and 2001, respectively.

Premiere Conferencing revenues were 40.6%, 34.8% and 24.2% of consolidated revenue for 2002, 2001
and 2000, respectively. Premiere Conferencing revenues increased 20.2% to $138.5 million in 2002 from $115.1
million in 2001 and increased 57.0% from $73.4 million in 2001. The increases in 2002 and 2001 are primarily
attributable to growth in Premiere Conferencing’s automated conferencing service, ReadyConference, which allows
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unscheduled and unattended conference calls 24 hours a day, 7 days a week, an expansion of these services into key
foreign markets, and growth in Web conferencing services. Management expects revenue growth in this operating
segment to continue, primarily driven by growth in minutes of use. However, the rate of growth is expected to
decline as increased price compression is anticipated due to increased competition.

Gross margins

Consolidated gross profit margins from continuing operations were 81.0%, 77.9% and 72.6% in 2002, 2001
and 2000, respectively. Gross margins in the Company’s operating segments were as follows:

Xpedite gross profit margins were 79.4%, 74.7%, and 69.8%, in 2002, 2001 and 2000, respectively. In
2002 and 2001 gross margins increased due to decreases in per minute telecommunications rates for the Xpedite

worldwide network, as well as increased sales of messageREACH and voiceREACH products, which carry higher
gross margins. Lower telecommunications costs have become the general industry trend over the past several years.
Xpedite utilizes several telecommunication service providers and, accordingly, can direct traffic to providers
offering the lowest rates.

Premiere Conferencing gross profit margins were 83.4%, 84.0% and 81.3%, in 2002, 2001 and 2000,
respectively. In 2002, gross margins declined slightly as the decline in the average price per minute for its services
was greater than the decrease in telecommunications costs. Gross margins increased in 2001 primarily due to
significant decreases in per minute telecommunications transport costs.  The significant decreases in
telecommunication costs are the result of the general industry price declines seen for long distance delivery.
Premiere Conferencing utilizes several telecommunication service providers and, accordingly, can direct traffic to
providers offering the lowest rates.

Direct operating costs

Consolidated direct operating costs from continuing operations as a percentage of consolidated revenues
were 15.5%, 15.8% and 14.2% in 2002, 2001 and 2000, respectively. Direct operating costs remained relatively
constant on a percentage basis in 2002 and in 2001. The increase from 2000 to 2001 resulted from the growth in
Premiere Conferencing revenues as a percentage of total revenue during such period. Premiere Conferencing carries
higher direct operating costs than Xpedite as a result of its call center operations. Direct operating costs in the
Company’s operating segments were as follows:

Xpedite direct operating costs as a percentage of segment revenues were 9.7%, 8.7% and 7.8% in 2002,
2001 and 2000, respectively. Direct operating costs increased from 2001 to 2002 by approximately 1.0 percentage
point as a result of the increase in Xpedite’s hardware sales in Japan, which carries a 70% direct cost, and an
increase in message volume of 11.3% during such period. In 2001, direct operating costs increased 0.9 percentage
points primarily due to increased message volume of 36.6%.

Premiere Conferencing direct operating costs as a percentage of segment revenues were 24.1%, 29.1% and
34.2% in 2002, 2001 and 2000, respectively. In 2002 and 2001, direct operating costs as a percentage of segment
revenues decreased 5.0 and 5.1 percentage points, respectively, due to the growth in the automated
ReadyConference product, which carries a low direct cost compared to the operator assisted product because it does
not require an operator to facilitate the conference call. Revenues from this product grew to 69% of segment
revenues in 2002 from 60% in 2001.

Selling and marketing

Consolidated selling and marketing costs from continuing operations as a percent of consolidated revenues
were 26.2%, 22.8% and 22.4% in 2002, 2001 and 2000, respectively. Selling and marketing costs in the Company’s
operating segments were as follows:

Xpedite selling and marketing costs as a percentage of segment revenues were 30.4%, 24.8% and 23.5% in
2002, 2001 and 2000, respectively. In 2002 the 5.6 percentage point increase was due primarily to a 29 employee
increase in sales and marketing headcount. In 2001, the 1.3 percentage point increase was primarily due to the
higher costs of launching messageREACH globally.

Premiere Conferencing selling and marketing costs as a percentage of segment revenues were 19.8%,
18.5% and 17.7% in 2002, 2001 and 2000, respectively. In 2002 and 2001 the 1.3 and 0.8 percentage point
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increases were due primarily to increased sales and marketing headcount of 86 and 74 employees in 2002 and 2001,
respectively.

General and administrative

Consolidated general and administrative costs from continuing operations as a percentage of consolidated
revenues were 16.4%, 17.6% and 15.7% in 2002, 2001 and 2000, respectively. General and administrative costs in
the Company’s operating segments were as follows:

Xpedite general and administrative costs as a percentage of segment revenues were 13.6%, 14.5% and
11.9% in 2002, 2001 and 2000 respectively. The decrease in general and administrative costs as a percentage of
segment revenues from 2001 to 2002 of 0.9 percentage points is due primarily to reductions in headcount in
administration and customer service during early 2002. The increase from 2000 to 2001 of 2.6 percentage points of
segment revenues is primarily due to increased headcount in administration and customer service.

Premiere Conferencing general and administrative costs as a percentage of segment revenues were 9.1%,
9.6% and 8.1% in 2002, 2001 and 2000, respectively. In 2002 general and administrative costs as a percentage of
segment revenues declined despite an overall dollar increase of approximately $1.4 million. This is primarily due to
the growth in Premiere Conferencing automated revenues as a percentage of consolidated revenues. The
ReadyConference product is highly scalable and does not require proportional increases in back office support. The
increase from 2001 to 2000 is primarily due to infrastructure support increases related to the overall expansion of the
Premiere Conferencing operating segment.

Holding Company general and administrative costs as a percentage of total revenues were 4.6%, 4.9% and
5.6% in 2002, 2001 and 2000, respectively. Holding Company general and administrative costs were $15.8 million,
$16.3 million and $15.6 million in 2002, 2001 and 2000, respectively. The $0.5 million decrease from 2001 to 2002
is primarily due to salary reductions, which were offset in part by approximately $1.6 million in strategic deal costs.
The $0.7 million increase from 2000 to 2001 is primarily the result of costs associated with the PtekVentures
business.

Research and development

Consolidated research and development costs from continuing operations as a percentage of consolidated
revenues were 2.1%, 3.4% and 2.8% in 2002, 2001 and 2000, respectively. Research and development costs in the
Company’s operating segments were as follows:

Xpedite research and development costs as a percentage of segment revenues were 2.7%, 4.1% and 3.3% in
2002, 2001 and 2000, respectively. In 2002, research and development costs as a percentage of segment revenues
decreased as a result of a reduction in headcount, increased capitalized development costs of approximately $1.6
million and management’s continued policy of initiating only those development projects with a high probability of
economic benefit. The increase in 2001 was attributable to continued development of the messageREACH and
voiceREACH products.

Premiere Conferencing research and development costs as a percentage of segment revenues were 1.3%,
1.9% and 1.5% in 2002, 2001 and 2000, respectively. In 2002 the slight decrease as a percentage of segment
revenues is primarily due to management’s continued policy of initiating only those development projects with a
high probability of economic benefit. The slight increase in 2001 was primarily attributable to increased headcount
of 8 employees needed for the continued development of ReadyConference, ReadyCast and VisionCast.

Depreciation

Consolidated depreciation costs from continuing operations as a percentage of consolidated revenues were
6.3%, 6.3% and 6.5% in 2002, 2001 and 2000, respectively. Depreciation costs in the Company’s operating
segments were as follows:

Xpedite depreciation costs were 6.5%, 6.3% and 5.1% of segment revenues in 2002, 2001 and 2000,
respectively. This represents a $0.4 million decrease in costs from 2001 to 2002 and a $1.9 million increase from
2000 to 2001. The $0.4 million decrease is attributable to the timing of depreciation for capital expenditures
purchased in the later half of 2001. The $1.9 million increase in 2001 is primarily related to increased capital
expenditures in the latter half of 2000 and first half of 2001 related to messageREACH and voiceREACH.
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Premiere Conferencing depreciation costs were 5.4%, 6.0% and 8.2% of segment revenues in 2002, 2001
and 2000, respectively. This represents a $0.4 million increase from 2001 to 2002 and a $1.1 miilion increase from
2000 to 2001. The 2002 percentage decrease is primarily due to the significant segment revenue growth in 2002. In
2001 the increase in depreciation in terms of dollars is attributable to increased capital expenditures in 2000 and
2001 to provide additional capacity to accommodate the growth of the business.

Holding Company depreciation costs were $0.9 million, $0.8 million and $2.2 million in 2002, 2001 and
2000, respectively. This represents a $0.1 million increase from 2001 to 2002 and a $1.4 million decrease from
2000 to 2001. The decrease in depreciation from 2000 to 2001 was associated with the normal run out of
depreciable assets not replaced.

Amortization

Consolidated amortization from continuing operations as a percentage of consolidated revenues was 3.2%,
26.8% and 29.8% in 2002, 2001 and 2000, respectively. Consolidated amortization from continuing operations was
$10.9 million, $88.6 million and $90.2 million in 2002, 2001 and 2000, respectively. Goodwill amortization was
$0.0 million, $65.1 million and $65.1 million in 2002, 2001 and 2000, respectively. Other intangibles amortization,
which consist primarily of customer lists, developed technology and assembled workforce was $10.9 million, $23.5
million and $25.1 million in 2002, 2001 and 2000, respectively. With the adoption of SFAS No. 142, “Accounting
for Goodwill and Other Intangible Assets,”” which became effective January 1, 2002, the Company no longer records
amortization expense associated with goodwill, but instead goodwill is subject to a periodic impairment assessment
by applying a fair value based test. This analysis was completed for the year ended December 31, 2002 and no
impairment was identified. Amortization as a percentage of revenues, exclusive of goodwill amortization, would
have been 3.2%, 7.1% and 8.3%, for 2002, 2001 and 2000, respectively. The decline in amortization in 2001 is
primarily related to the impairment of certain other intangibles during the fourth quarter of 2001. Other intangibles
amortization decreased in 2002 and 2001 due to customer list impairments associated with the Xpedite operating
segment. See “Assel impairments” below for a further discussion related to these impairments.

Restructuring costs
Realignment of Workforce — Fourth Quarter 2002

In the fourth quarter of 2002, Xpedite and the Holding Company terminated employees pursuant to a plan
to shrink headcount and reduce sales and administration costs. The plan called for the reduction of 54 and 5
employees at Xpedite and the Holding Company, respectively. The combined costs associated with the restructuring
plan are $1.5 million, of which $0.3 million was paid in 2002, Of the remaining balance, $0.8 million, $0.3 million
and $0.1 million will be paid in 2003, 2004 and 2005, respectively. Virtually all costs will be paid in cash. This
restructuring plan will eliminate approximately $1.4 million and $0.6 million in annual costs at Xpedite and the
Holding Company, respectively. Also, in the fourth quarter of 2002 Xpedite decided to exit the voice messaging
business in Australia due to declining revenue and the need to make substantial capital investments. The costs
associated with exiting this business of $0.3 million are primarily non-cash and represent the loss on disposal of the
voice messaging assets.

Realignment of Workforce and Facilities — Fourth Quarter 2001

Due to continued revenue declines not anticipated by management in both the Voicecom and Xpedite
operating segments in the second half of 2001, plans for additional workforce cost reductions were established and
personnel were notified during the fourth quarter of 2001. The plan commitment reduces annual operating expenses
by $7.6 million. The plan eliminated, through involuntary separation, approximately 120 non-sales force employees
in both Voicecom and Xpedite and eliminated 143 network equipment sites in the Voicecom operating segment.
The overall management plan allowed for reinvesting these cost savings into additional sales force employees in
order to stabilize the decline in revenues in both operating segments. Accordingly, the Company accrued
restructuring costs of approximately $4.1 million associated with this plan commitment. Cash payments in 2002 and
2001 associated with this plan were $2.1 million and $1.0 million, respectively. The Company expects to incur $0.4
million of additional cash payments in 2003 to satisfy this plan obligation. Of the $4.1 million of costs associated
with this plan, approximately $0.7 million of non-cash charges were incurred for severance cost obligations paid
through immediately vested stock options issued below market price on the date of grant. Accordingly, this portion
of the restructuring costs was recorded as additional paid-in-capital. The remaining costs at December 31, 2002 and
2001 were $0.4 million and $2.4 million, respectively.
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Realignment of Workforce and Facilities — Second Quarter 2001

During the second quarter of 2001, management committed to a plan to reduce annual operating expenses
by approximately $13.7 million through the elimination of certain operating activities in its Voicecom and Xpedite
operating segments, and at the Holding Company, and the corresponding reductions in personnel costs relating to
the Company’s operations, sales and administration. The plan eliminated, through involuntary separation,
approximately 168 non-sales force employees and allowed the Company to exit duplicative facilities in the
Voicecom business segments. Accordingly, the Company accrued restructuring costs of approximately $6.7 million
associated with this plan commitment. The Company expects to incur a total of approximately $5.0 million of cash
payments related to severance, exit costs and contractual obligations associated with the $6.7 million plan costs.
Approximately $0.8 million and $3.8 million of these cash payments were made by December 31, 2002 and 2001,
respectively, and were primarily related to severance and exit cost activities. The remaining cash payments are
associated with severance costs, exit costs and contractual obligations and are expected to be paid in 2003.
Approximately $1.7 million of non-cash charges recorded in 2001 are related to certain executive management
severance costs from employee stock option modifications and forgiveness of employee notes receivable.
Accordingly, this portion of the restructuring costs was recorded as additional paid-in-capital. The remaining costs
at December 31, 2002 and 2001 were approximately $40,000 and $1.2 million, respectively.

Exit from Asia Regl-Time Fax and Telex Business

During the fourth quarter of 2000, the Company recorded a charge of $0.6 miliion for costs associated with
Xpedite’s decision to exit its legacy real-time fax and telex business in Asia. This service depended on significant
price disparities between regulated incumbent telecommunications carriers and Xpedite’s cost of delivery over its
fixed-cost network. With the deregulation of most Asian telecommunications markets, Xpedite’s cost advantage
dissipated, and the Company decided to exit this service and concentrate on higher value-added services such as
transactional messaging and messageREACH. The $0.6 million charge included contractual and other obligations
totaling $0.4 million and severance costs of $0.2 million. During 2001, the Company paid the remaining severance
obligations planned for and does not expect any further payments.

Decentralization of Company

In the third quarter of 1999, the Company recorded restructuring, merger costs and other special charges of
approximately $8.2 million in connection with its reorganization from the two EES (Emerging Enterprise Solutions)
and CES (Corporate Enterprise Solutions) operating units into three operating business units, a retail calling card
business, and a holding company. The $8.2 million charge is comprised of $7.3 million of severance and exit costs,
$0.7 million of lease termination costs and $0.2 million of facility exit costs. The decentralization plan of the
Company was completed and all payments were made during 2000.

Reorganization of Company into EES and CES Business Groups

In the fourth quarter of 1998, the Company recorded a charge of $11.4 million to reorganize the Company
into two business segments that focused on specific groups of customers. The balance of severance and exit costs at
December 31, 2002, 2001 and 2000 of $0.0 million, $0.1 million and $0.6 million, respectively, represents
remaining severance reserve for a former executive manager. Cash severance payments in 2002 and 2001 were $0.1
and $0.5 million, respectively. The Company paid the remaining severance obligations during 2002 and does not
expect any further payments.
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Asset impairments

The following table summarizes the asset impairments from continuing operations incurred by operating
segment for the years ended December 31, 2002, 2001 and 2000 (in thousands):

2002 Xpedite Conferencing Holding Co. Total
Other intangibles ........ccoccvveveverienrenene. $3.,202 $ — $ — $ 3,202
2001

GoodWill....ccoovrriiiinier e $91,571 $ 91,571
Other intangibles .........ccccovereevinenennnn 6,679 6,679
Property and equipment, net............... 777 984 785 2.546

$99,027 $984 85 100

2000

Property and equipment, net............... $ 800 $ — $ — § 800

Effective January 1, 2002, the Company adopted SFAS No. 144, “Accounting for the Impairment of
Disposal of Long Lived Assets.” During the fourth quarter of 2002 the Company assessed the carrying value of the
customer lists at Xpedite pursuant to SFAS No. 144 as Xpedite experienced a decline in revenues in certain
international markets during the later half of 2002. Using the best estimate approach, the fair value of certain
customer lists associated with the markets experiencing the decline were determined to be less than the carrying
value at December 31, 2002, resulting in a $3.2 million asset impairment. The remaining amortization of the other
intangible assets will be approximately $3.9 million, $2.0 million and $1.9 million in 2003, 2004 and 2005,
respectively.

During the second half of 2001, business conditions declined significantly in the Xpedite operating
segment. The following is a comparison of revenue performance for the first six months of 2001 versus the second
six months of 2001 (in thousands).

First Six Second Six
Nionths 2001 Menths 2001 % Change
Xpedite Xpedite Xpedite
REVEINUE ..cvviviiiiciectcreeerere e $112,552 $103,113 -8.4%

During the fourth quarter of 2001, the Company assessed the outlook of various service offering revenues
and evaluated the potential impairment of various assets associated with the operating equipment, goodwill and
other intangible assets of Xpedite pursuant to SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to be Disposed Of.” Management reviewed the identifiable undiscounted future cash
flows, including the estimated residual value to be generated by the assets to be held and used by the business
acquired in Xpedite at their asset grouping level. Based on the results of these assessments, the Company recorded
the $100.8 million impairment in the fourth quarter of 2001 from continuing operations ($99.0 million of which was
related to Xpedite, as discussed further below).

Xpedite impairment - 2001

In Xpedite, a decline in the legacy store and forward fax revenues and weakness in the European and Asia
Pacific regions of the business began to occur in the latter part of the third quarter and the early part of the fourth
quarter of 2001. Accordingly, management was concerned that a fair value assessment would potentially be lower
than the carrying value on the balance sheet. A third party appraisal was performed using a discounted cash flow
income approach to valuing the business, using a 15% discount rate. The valuation resulted in an asset impairment
related to the Xpedite operating segment of $99.0 million to reflect the carrying value in excess of fair value at
December 31, 2001. Of the $99.0 million, property and equipment impairments of $0.7 million at Xpedite related
primarily to the abandonment of its Indonesian operations due to declining revenues and profits. Indonesia
represented less than 1% of Xpedite’s revenues.
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Other impairments - 2001

Additionally, management recorded asset impairments totaling $1.8 million related to the carrying value of
capitalized software associated with certain internal information systems at both Premiere Conferencing and the
Holding Company that have been taken out of service.

Real-time fax impairment - 2600

With the deregulation of most Asian telecommunications markets, Xpedite’s cost advantage dissipated, and
Xpedite decided to exit this service and concentrate on higher value-added services such as transactional messaging
and messageREACH. The asset impairments of $0.8 million included the write-down of furniture and fixtures and
real-time fax equipment including autodialers, faxpads and computers. The valuation was based on the fair value of
the assets as of December 31, 2000. All equipment costs were incurred in conjunction with the closing of the real-
time fax operations in Malaysia, Singapore, Hong Kong, Taiwan and Korea.

Equity based compensation charges

The following summarizes the components of equity-based compensation expense for the years ended
December 31, 2002, 2001 and 2000 (in thousands, except share data):

Earned Unearned
2002 Shares Dollars Shares Dollars
Deferred compensation for the vesting of restricted shares
issued in option eXchange .........ccccoccvvenienrnnceccnnreennns 401,950 § 1,335 185,112 § 615
Deferred compensation for the vesting of restricted shares
issued to executive management .......ccoovvrereierrierrnnroreeeeerenens 160,000 536 416,000 1,298
561950 § 1.871 601,112 1,913
2001
Options exchanged for restricted shares ...........cococcvvvriirreninnne. 1,765,969 $ 5,807 638,592  $2,120
Restricted shares issued to executive management.................... 826,194 2,483 576,000 1,740
Note forgiveness related to restricted shares in former
affiliates and related taxes (see Note 19)...ccccccvvceeniiiiinnennns 11,072
Compensation to management in association with restricted
shares in former affiliates ..........occovrreiiienceininc e 497
Options and restricted shares issued for services rendered........ 15,000 570
2,607,163 $20,429 1,214,592  $3,860
2000
Deferred compensation for restricted shares in former
Affiliates (see Note 19) ..o $ 2,102

Options exchanged for restricted shares

Due to declines in the Company’s share price over the course of the last several years, most of the
employee and director option holders had options with exercise prices in excess of the market price of Company
stock. In order to provide better performance incentives for employees and directors and to align the employees’
and directors’ interests with those of the shareholders, in the fourth quarter of 2001 the Company offered an
exchange program in which it granted one restricted share of common stock in exchange for every 2.5 options
tendered. Approximately 6.0 million employee and director stock options were exchanged for approximately 2.4
million shares of restricted stock on December 28, 2001, the date of the exchange. The restricted shares maintain
the same vesting schedules as those of the original options exchanged, except that in the case of tendered options
that were vested on the exchange date, the restricted shares received in exchange therefore vested on the day after
the exchange date. To the extent options were vested at the exchange date, the Company recognized equity based
compensation expense determined by using the closing price of the Company’s common stock at December 28,
2001, which was $3.32 a share. To the extent that restricted shares were received for unvested options exchanged,
this cost was deferred on the balance sheet under the caption “Unearned restricted share compensation.” This value
was also determined using the closing price of the Company’s common stock at the date of the exchange. The
unearned restricted share compensation will be recognized as equity based compensation expense as these shares
vest. In 2002 approximately 402,000 shares vested and equity based compensation expense of $1.3 million was
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recognized. Assuming all employees at December 31, 2002 will remain employed by the Company through their
vesting period, the equity based compensation expense in future years resulting from the restricted shares issued in
the option exchange will be $0.4 million in 2003 and $0.2 million in 2004. See further discussion in the “Restricted

Stock Exchange Offer” section of Note 17— "Equity Based Compensation Plans.”

In addition, approximately 890,000 options that were eligible to be exchanged for restricted shares pursuant
to the exchange offer were not tendered. At December 31, 2002, the option count was approximately 627,000 due to
the sale of Voicecom and other cancellations of these options. These options will be subject to variable accounting
until such options are exercised, are forfeited, or expire unexercised. These options have exercise prices ranging
from $5.32 to $29.25. At December 31, 2002 and 2001, no charge was recorded because the exercise price of each
of the options was greater than the market value of the Company’s common stock.

Restricted shares issued to management

Certain members of management of the Company were awarded discretionary bonuses in the form of
restricted shares in November 2001. The purpose of these discretionary bonuses was to better align management’s
performance with the interests of the shareholders. Certain of these restricted shares vested immediately in 2001
and were restricted from trading for a one-year period. The remaining restricted shares vest straight line through
2004 and the equity based compensation expense recorded in 2002 was $0.5 million. The anticipated remaining
equity based compensation expense resulting therefrom will be approximately $0.6 million per year for 2003 and
2004.

Loans and note forgiveness associated with restricted shares in former affiliates and related taxes

During the second quarter of 1999, the Company awarded restricted share grants to the CEO, COO and
certain other officers of Company-owned shares held in certain investments in affiliates made in connection with its
PtekVentures activities. The vesting periods for these shares ranged from immediately upon grant to three years,
contingent on the executive being employed by the Company. In connection with this action, the Company recorded
a non-cash charge of $1.2 million in 2000 related to the vesting of these grants.

In 1999 and 2000, the Company loaned $6.3 million with recourse to the current CEO and COQO to pay
taxes in connection with these restricted share grants. These loans were due on December 31, 2006, accrued interest
at 6.20% and were secured by the restricted shares granted. In March 2000, the Company agreed to forgive one-
seventh of the principal plus accrued interest on such loans as of December 31, 2000, provided that the executives
were employees of the Company on that date. Such amounts were forgiven as of December 31, 2000.

In 2001, the Company agreed to forgive the remaining balance of the recourse tax loans to the CEQ and
COO, effective as of December 31, 2001, provided that the executives were employees of the Company on that date.
The principal and interest forgiven was $5.8 million and the employee tax liability assumed by the Company was
$5.3 million. The tax liability was paid primarily in the first quarter of 2002.

Notes receivable — employees

During 2002, the Company loaned approximately $2.0 million with recourse to certain members of
management to pay taxes in connection with the restricted shares issued in exchange for options in December 2001
and the discretionary restricted shares issued in November 2001. These loans are due in 2012, accrue interest at a
weighted average rate of 5.5%, and are secured by the restricted shares granted. The total interest accrued on these
loans as of December 31, 2002 was approximately $0.1 million. The Company is obligated to make additional loans
to pay taxes associated with the future vesting of restricted shares, but the dollar amount of such loans cannot be
determined at this time.

Compensation to management in association with restricted shares in former affifiates
In 2001, the Company approved discretionary bonuses in the aggregate amount of $0.5 million to two

executive vice presidents of the Company who were awarded restricted share grants in affiliates during the second
quarter of 1999, which shares had lost significant market value since the dates of grant.
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Opvions and restricted shares issued for services rendered

In 2001, the Company issued stock options and restricted shares of Company Common Stock to consultants
for various consulting services performed for the Company.

Net legal settlements and related expenses

Net legal settlements and related expenses were $7.3 million, $2.3 million and $(1.5) million in 2002, 2001
and 2000, respectively. See Note 20—"Commitments and Contingencies” to the Consolidated Financial Statements
and “Legal Proceedings” under Item 3 of Part I of this report. Net legal settlements and related expenses in 2002
consisted of approximately $3.3 million attributable to the settlement of the shareholder class action lawsuit and
$4.0 million for the settlement of the Cowan lawsuit. Net legal settlements and related expenses in 2001 were
primarily related to $1.6 million of costs incurred that relate to shareholder litigation matters. Net legal settlements
and related expenses in 2000 related primarily to the favorable settlement of a contractual dispute with WorldCom.

Interest expense

Interest expense from continuing operations was $11.5 million, $11.5 million and $11.3 million in 2002,
2001 and 2000, respectively. Interest expense remained constant in 2002, and increased slightly in 2001 primarily
due to long term financing for facility improvements to Xpedite’s new headquarters and Premiere Conferencing
entering into a term equipment loan for $6.5 million in late 2001.

Interest income

Interest income was $1.5 million, $0.6 million and $0.9 million in 2002, 2001 and 2000, respectively.
Interest income increased in 2002 primarily due to growth in cash and cash equivalents of approximately $19.9
million from 2001 to 2002 that was invested in interest bearing accounts, and from interest accrued for employee
loans. Interest income remained primarily flat from 2000 to 2001 with minor fluctuations due to average
outstanding balances of cash and cash equivalents and interest rate fluctuations.

Asset impairment and obligations — investments

The Company, through its PtekVentures investment arm, made investments in various companies engaged
in emerging technologies related to internet commerce. These investments were classified initially as either cost or
equity investments in accordance with APB Opinion No. 18, “The Equity Method of Accounting for Investments in
Common Stock,” and evaluated based upon activity. The Company continually evaluated the carrying value of its
ownership interests in non-public investments in the PtekVentures portfolio for impairment that was “other than
temporary” based on achievement of business plan objectives and current market conditions. The business plan
objectives the Company considered include, among others, those related to financial performance such as
achievement of planned financial results, forecasted operating cash flows and completion of capital raising
activities, and those that are not primarily financial in nature such as the development of technology or the hiring of
key employees. The Company has previously taken impairment charges on certain of these investments when it has
determined that an “other than temporary” decline in the carrying value of the investment has occurred. Many
Internet based businesses experienced difficulty in raising additional capital necessary to fund operating losses and
make continued investments that their management teams believed necessary to sustain operations. Valuations of
public companies operating in the Internet sector declined significantly during 2000 and 2001. During 2001, market
conditions declined for the non-public companies in the PtekVentures portfolio, with certain of these companies
filing for bankruptcy and subsequently being liquidated. The remaining portfolio companies’ financial performance
and updated financial forecasts for the near term led management to the conclusion that there was an “other than
temporary” decline in the carrying value of these companies. Accordingly, the Company decided to exit the venture
business and cease future funding in its portfolio companies. As a result, the Company recorded an impairment
charge of approximately $29.2 million during the second quarter of 2001 for the remaining carrying value of its non-
public company investment portfolio. During 2000, the Company made similar evaluations of the portfolio
companies and recorded approximately $15.0 million in impairments.

Further, during the fourth quarter of 2001, one of the portfolio companies that was previously impaired
defaulted on its credit facility and lease obligation. The Company had provided a standby letter of credit on this
credit facility and is a guarantor of the lease obligation. Accordingly, an obligation expense for these guarantees in
the entire amount of $2.5 million was recorded at December 31, 2001. During the first quarter of 2002, the
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Company paid its commitment on the standby letter of credit in the amount of $0.5 million. See “Legal
Proceedings” under Item 3 of Part I of this report.

Additionally, during the fourth quarter of 2001, the Company sold a significant portion of its interest in
PtekVentures for proceeds and a gain of $0.2 million, primarily in the form of two notes that accrue interest at
5.05% annually and are due in full on December 31, 2011. A third party appraisal was performed to value the
portfolio companies owned by PtekVentures. The purchaser is primarily owned by two former executives of
PtekVentures. The Company has received an income tax refund of approximately $9.2 million from the capital loss
carryback associated with the sale of this interest.

Amortization of goodwill equity investments

During the first quarter of 2001 and the latter half of 2000, the Company amortized goodwill created by
investments that were accounted for under the equity method of accounting. The amount by which the Company’s
" investment exceeds its share of the underlying net assets is considered to be goodwill, and is amortized over a three-
year period. Amortization related to equity investments totaled $1.6 million and $4.9 million in 2001 and 2000,
respectively, and is included in the Consolidated Statements of Operations as “Amortization of goodwill-equity
investments.” The decline in amortization in 2001 is the result of full impairments to these investments during the
second quarter of 2001.

Discontinued operations

Consistent with the Company’s increased focus on extending its market leadership in conferencing and
multimedia messaging services for global enterprise customers, the Company retained a financial advisor to assist in
evaluating strategic alternatives for portions of its business during 2001. As a result of that evaluation, the Company
decided to pursue the separation of Voicecom from the rest of PTEK and on March 26, 2002 the Company sold
substantially all the assets of its Voicecom business unit to an affiliate of Gores Technology Group for a total
purchase price of approximately $22.4 million, comprised of cash and the assumption of certain Voicecom
liabilities. In accordance with SFAS No. 144, the transaction was accounted for as a discontinued operation in the
first quarter of 2002. The Voicecom discontinued operations included the loss from operations through the closing
date and the loss on disposal. See Note 9 — “Acquisitions and Dispositions” to the Consolidated Financial

Statements.

During the fourth quarter of 2002, the Company assessed the Voicecom liabilities that were retained at the
time of the sale and determined, based upon the activity in these accounts and the passage of time, that certain of
these liabilities were no longer required. Thus, in the fourth quarter of 2002 an adjustment was made to these
estimates reducing the loss on discontinued operations of approximately $2.9 million, net of taxes.

Of the Voicecom liabilities, approximately $4.3 million represents capital leases guaranteed by the
Company.

Effective income tax rate

In 2002, 2001 and 2000, the Company’s effective income tax rate varied from the statutory rate, primarily
as a result of nondeductible goodwill amortization and asset impairments associated with the Company’s
acquisitions that have been accounted for under the purchase method of accounting, and changes in calculating
allowances and estimates. Changes in valuations allowances and estimates are required when facts and
- circumstances indicate that realization of tax benefits or the actual amount of taxes expected to be paid has changed.
During the year ending December 31, 2002 the Company realized tax benefits of approximately $5.6 million of
. which approximately $1.0 million and $4.6 million were realized in the third and fourth quarters, respectively, due
to changes in previous estimate. See Note 21—"Income Taxes” to the Notes to Consolidated Financial Statements
for additional information.

The deferred tax assets and liabilities contain a significant accrual for certain tax events in 2003. If future

facts and circumstances indicate this accrual is unnecessary, the elimination of this accrual will have a material
impact on the Company’s financial statements in the future.
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Liquidity and capital resources

As of December 31, 2002, the Company had $68.8 million of cash and cash equivalents compared to $48.0
million at December 31, 2001. Cash balances residing outside of the United States at December 31, 2002 were
$10.3 million compared to $14.5 million at December 31, 2001. Net working capital at December 31, 2002 was
$62.1 million compared to $13.1 million at December 31, 2001.

Cash provided by operating activities

Consolidated operating cash flows from continuing operations were $37.2 miilion, $29.0 million and $7.5
million in 2002, 2001 and 2000, respectively. Consolidated operating cash flows from continuing operations
increased $8.2 million from 2001 to 2002 to $37.2 million. In 2002, net income from continuing operations,
adjusted for the non-cash items of depreciation, amortization and asset impairment, and gain on sale of marketable
securities, generated cash of $49.1 million. Other significant generators of operating cash were non-cash expenses
paid with equity, consisting of employee compensation of $1.9 million and a legal settlement of $1.3 million. Other
significant areas in which cash was generated (consumed) in the balance sheet were through the increase in accounts
recetvable of $(2.4) million, payment of accrued expenses of $(17.7) million, a decrease in prepaid expenses and
other assets of $3.6 million and a decrease in deferred income taxes of $2.5 million. Consolidated operating cash
flows from continuing operations increased $21.5 million from 2000 to 2001 to $29.0 million. In 2001, net income
from continuing operations, adjusted for the non-cash items of depreciation, amortization and asset impairment, and
gain on sale of marketable securities, generated cash of $30.7 million. Other significant generators of operating cash
were non-cash expenses consisting of employee compensation of $20.4 million and a legal settlement of $0.7
million. Other significant areas in which cash was generated (consumed) in 2001 in the balance sheet were through
a decrease in accounts receivable of $6.4 million, an increase in accrued expenses of $0.6, a decrease in prepaid
expenses and other assets of $2.9 million and an increase in deferred income taxes and taxes receivable of $(34.4)
million. Consolidated operating cash flows from continuing operations 2000 were $7.5 million. In 2000 net income
from continuing operations plus the non-cash items of depreciation, amortization, asset impairment and gain on sale
of marketable securities generated cash of $24.4 million. Other significant generators of operating cash were the
non cash expense of employee compensation of $2.1 million and positive net legal settlements of $10.5 million.
Other significant areas in which cash was generated (consumed) in 2000 in the balance sheet were through an
increase in accounts receivable of $(4.6) million, a decrease in accrued expenses and restructuring costs of $(20.3)
million, a decrease in prepaid expenses and other assets of $4.5 million and an increase in deferred income taxes
$(9.2) million.

Cash provided by (used in) investing activities

Consolidated investing activities from continuing operations (used) provided cash of approximately $(6.2)
million, $(32.5) million and $3.6 million in 2002, 2001 and 2000, respectively. The decrease in cash used in
investing activities from continuing operations of $26.3 million from 2001 to 2002 was the result of proceeds from
sale of Voicecom of approximately $7.2 million and the decrease in capital expenditures of approximately $11.8 as
part of the Company’s continued efforts to expend resources only on necessary expenditures or those with a high
probability of economic benefit. The increase in cash used in investing activities of $(36.1) million from 2000 to
2001 is related to decreased proceeds from the sale of marketable securities of $(57.6) million, increased capital
expenditures of $(2.8) million, reduced investments in PtekVentures’ portfolio companies of $30.0 million and
increased acquisitions of business assets of $(3.3) million.

Cash provided by (used in) financing activities

Consolidated financing activities (used) or provided cash of approximately $(5.9) million, $1.7 million and
$(0.6) million in 2002, 2001 and 2000, respectively. The increase in cash used of $(7.5) million from 2001 to 2002
is primarily the result of additional treasury stock purchases of $(3.5) million in 2002, increased payments under
borrowing arrangements of $(2.6) million from the term loans at Premiere Conferencing and the decrease in the
proceeds from long term borrowings of $(2.5) million as a result of a new $4.0 million loan in 2002 for Premiere
Conferencing compared to $6.5 million of borrowings in 2001. The Company’s financing activities increased $2.2
million from 2000 to 2001 primarily due to proceeds from borrowing arrangements of $6.5 million, a decrease in the
issuance of notes receivables to shareholders of $2.0 million and a decrease in proceeds from the exercise of stock
options of $(6.9) million. Principal payments under borrowing arrangements were primarily attributable to capital
lease obligations at Xpedite and an equipment term loan at Premiere Conferencing. Proceeds from borrowing
arrangements of $6.5 million are associated with an equipment term loan at Premiere Conferencing. The
shareholder notes receivable issued during 2001 were for prior years’ taxes on Company stock option exercises by
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the CEO. In the second quarter of 2000, the Company’s Board of Directors authorized a stock repurchase program
under which PTEK may purchase up to 10% of the then outstanding shares of its Common Stock, or approximately
4.8 million shares. During 2002, the Company repurchased approximately 1.8 million shares of its Common Stock
under this program for approximately $6.6 million. During 2001, the Company repurchased approximately 1.1
million shares of its Common Stock under this program for approximately $3.1 million. In January 2003, the
Company’s Board of Directors approved an increase in its 2000 stock repurchase program by authorizing the
repurchase of up to an additional 10% of the Company’s outstanding Common Stock, or approximately 5.3 million
additional shares of Common Stock.

EBITDA TO OPERATING CASH FLOW

“EBITDA” is considered a measure of liquidity. Management uses this measure as an indicator of cash
generated solely from operating activities and is an important measurement of each business unit’s contribution
towards overall liquidity. Further, it provides management with a consistent measurement tool for evaluating the
operating activities of a business unit before investing activities, interest and taxes. EBITDA is a non standard
accounting term as defined by generally accepted accounting principles in the United States (“GAAP”).
Management believes the most directly comparable GAAP financial measure is “net cash provided by operating
activities from continuing operations” presented in the Consolidated Statement of Cash Flows. EBITDA is
reconciled directly to net cash provided by operating activities from continuing operations below:

_2002 2001 2000
Net cash provided by operating activities from continuing operations $37,244 $29,034 § 7,503
Add:
Gain on sale of marketable securities, available for sale.......................... 930 2,971 59,734
Deferred INCOME LAXES ...viivieiiirieeieieeeteeereeerrerereeerreesat e e eerseeaneereeeerees (2,516) 25,241 9,207
Federal income tax receivable ..........cccoovviimiiiiivine e — 9,208 —
Nt TESIIUCTUTING COSES cveurrurreriertiriterieereeiteraereeiesresesseereessessensessaabeseessens 1,074 (1,669) 4,555
Less:
Equity based COMPENSAION ..cooveevreeiicerieiniereerisereee e ereenee et (1,871) (20,429) (2,102)
ASSEt IMPAITTNENLS L..eoveeiiiriiiteristinie ettt eteeree et seeseetereseoraraesesresea (3,202)  (100,796) (800)
Asset impairment and obligations — investments..........c.occocceeeveeerieeenennn — (31,695) (14,984)
Non-cash legal settlements and related eXpenses .........ccoveeevcrvnnrcnnens (1,310) (718)  (10,516)
Changes in assets and liabilities:
Accounts receivable, NEL.........cccoci et 2,365 (6,434) 4,556
Prepaid expenses and Other..........ccocveoivvieiiiinieeieee e s (3,605) (2,879) (4,548)
Accounts payable and accrued eXPenses ........cvovvereecrrerieinnisiereneenees 17,716 (620) 15,741
Add: Interest eXPense, NEt .....ocveviceeerieirerieire et ettt sb e s sene 10,028 10,897 10,386
Add: Tax expense (benefit) ......cocveceviiiinineninini et 1,376 (11.343) 17.966
EBITDA .ottt s tr e e st e st en e s aae s b aeennraneaan s $58,229 $(99,232)  $96,698

Commitments and contingencies

At December 31, 2002, the Company’s had the following contractual obligations. The Company is
primarily obligated under capital leases for networking equipment, operating leasés for network facilities and
operating segment headquarters, convertible subordinated notes due on July 1, 2004, semiannual interest payments
on the convertible subordinated notes, a lease guaranty in association with its investment in Webforia, remaining
cash payments on prior year acquisitions and telecommunications contractual minimum purchase agreements.
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The following table displays contractual obligations as of December 31, 2002 (in thousands):

Payments due by period
Total Years ended December 31,
Amounts There-
Contractual obligation Committed 2003 2004 2005 2006 2007 after
Capital lease obligations............. $ 635 § 424 § 211 — — — —
Operating [€ases .......covveververerene 57,745 12,879 11,191  $10,274 $8,870 $6,095 $8,436
Convertible subordinated notes .. 172,500 — 172,500 — — — —
Annual interest on convertible
subordinated notes................ 14,878 9,919 4,959 — — — —
Restructuring Costs ........cccueneee. 1,898 1,898 — — — — —
United Missouri Bank
equipment term loan............. 3,748 2,811 937 — —_ — —
Commercial Federal -
equipment term loan.............. 3,756 1,449 1,449 858 — — —
Webforia obligations ................. 2,000 2,000 — — — — —
Telecommunications supply
AGTEEMENES....eevvrereeerirreeenens 25,062 13,657 9,477 1,400 528 — —
Notes payable .......cccoovvevecenene 75 75 — — — — —
ACQUISIEIONS.c..cc.eoverrrereenreneeenne 214 214 — —

$282,511 $45326 $200,724 $12,532  $9.398  $6,095  $8.436

In addition, subsequent to December 31, 2002 Xpedite acquired substantially all of the assets related to the
U.S. based e-mail and facsimile messaging business of Cable & Wireless USA, Inc. (“C&W™), and assumed certain
liabilities, for a total purchase price of $11.0 million. The Company paid $6.0 million in cash at closing, and will
pay $5.0 million in 16 equal quarterly installments commencing March 31, 2003.

Capital resources

In June 2002, the Company entered into a term equipment loan with Commercial Federal Bank. The loan
proceeds of $4.0 million were used for equipment purchases associated with the Premiere Conferencing operating
segment. The term of the loan is thirty-six months and the annual interest rate is 5.5%. The loan is collateralized by
certain fixed assets of the Company. The loan agreement contains certain covenants that are usual and customary.
At December 31, 2002, the Company was in compliance with all covenants under the loan agreement. At December
31, 2002 amounts outstanding on this term loan were $3.5 million.

In September 2001, the Company entered into a term equipment loan with United Missouri Bank. The loan
proceeds of $6.5 million were used for equipment purchases associated with the Premiere Conferencing operating
segment. The term of the loan is thirty months and the annual interest rate is 6.0%. The loan is collateralized by
certain fixed assets of the Company. The loan agreement contains certain covenants that are usual and customary.
At December 31, 2002, the Company was in compliance with all covenants under the loan agreement. At December
31, 2002 and 2001, amounts outstanding on this term loan were $3.6 million and $6.1 million, respectively.

In June 2001 the Company entered into a capital lease obligation for headquarter expansion at Xpedite for
approximately $1.1 million. The term of the lease is thirty-six months with a yield of 12.75%. At December 31,
2002 and 2001, amounts outstanding on this lease were approximately $0.6 million and $0.9 million, respectively.

In September 2000, the Company entered into a credit agreement (the “Agreement”) for a one-year
revolving credit facility with ABN AMRO Bank N.V. (the “Bank” or “Agent”). The Agreement provides for
borrowings of up to $20.0 million, and is subject to certain covenants that are usual and customary for credit
agreements of this nature. The commitment to provide revolving credit loans under the Agreement terminates 364
days from September 29, 2000, subject to extension. The Company extended the agreement at September 30, 2001
for 364 days. The agreement was amended to provide for borrowings up to $13.5 million and is subject to certain
covenants that management believes are usual and customary for credit agreements of this nature. Amounts
outstanding under the Agreement on the expiration date may, at the option of the Company, either be paid in full or
converted to a one-year term loan payable in four equal quarterly installments. Proceeds drawn under the
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Agreement may be used for capital expenditures, working capital, acquisitions, investments, refinancing of existing
indebtedness, and other general corporate purposes. The annual interest rate applicable to borrowings under the
Agreement is, at the Company’s option, (i) the Agent’s Base Rate plus 1.25 percent or (ii) the Euro Rate (LIBCR)
plus 3.50 percent. Amounts committed but not drawn under the Agreement are subject to a commitment fee equal to
0.50 percent per annum. The Company terminated the Agreement on March 26, 2002 in connection with the sale of
its Voicecom business unit.

In July 1997, the Company issued convertible subordinated notes (“Convertible Notes™) of $172.5 million
that mature on July 1, 2004 and bear interest at 5-3/4%. The Convertible Notes are convertible at the option of the
holder into common stock at a conversion price of $33 per share, through the date of maturity, subject to adjustment
in certain events. Beginning in July 2000, the Convertible Notes were redeemable by the Company at a price equal
to 103% of the conversion price, declining to 100% at maturity with accrued interest. The annual interest
commitment associated with these notes is $9.9 million and is paid semiannually on July 1 and January 1 of each
year.

Liquidity

As of December 31, 2002, the Company had $68.8 million of cash and cash equivalents, and $0.6 million
of marketable securities available for sale. The Company generated positive operating cash flows from each of its
operating segments for the year ended December 31, 2002. Each operating segment had sufficient cash flows from
operations to fund capital expenditure requirements and to service existing debt obligations of the Company.
Management believes that the Company will generate adequate operating cash flows for capital expenditure needs
and contractual commitments for at least the next 12 months.

We cannot assure that we will generate sufficient cash flow from operations to enable us to repay our
indebtedness or to fund our other liquidity needs. If we cannot generate sufficient cash flow from operations in the
future, we may need to refinance all or a portion of our indebtedness on or before maturity. We will continue to
evaluate the most efficient use of our capital, and will likely seek strategic alternatives for portions of our business
or a refinancing arrangement to address the maturity of the convertible notes on July 1, 2004. Depending upon
market conditions, these alternatives may include purchasing, refinancing or otherwise retiring a portion of the
convertible notes in the open market. We cannot assure, however, that we will be able to timely refinance any of
our indebtedness, including the convertible notes, on commercially reasonable terms or at all.

Restricted Stock Exchange Offer

Due to declines in the Company’s share price over the course of the last several years, most of the
employee and director option holders had options with exercise prices in excess of the market price of Company
stock. In order to provide better performance incentives for employees and directors and to align the employees’
and directors’ interests with those of the shareholders, in the fourth quarter of 2001 the Company offered an
exchange program in which it granted one restricted share of common stock in exchange for every 2.5 options
tendered. Approximately 6.0 million employee and director stock options were exchanged for approximately 2.4
million shares of restricted stock on December 28, 2001, the date of the exchange. The restricted shares maintain
the same vesting schedules as those of the original options exchanged, except that in the case of tendered options
that were vested on the exchange date, the restricted shares received in exchange therefore vested on the day after
the exchange date. To the extent options were vested at the exchange date, the Company recognized equity based
compensation expense determined by using the closing price of the Company’s common stock at December 28,
2001, which was $3.32 a share. To the extent that restricted shares were received for unvested options exchanged,
this cost was deferred on the balance sheet under the caption “Unearned restricted share compensation.” This value
was also determined using the closing price of the Company’s common stock at the date of the exchange. The
unearned restricted share compensation will be recognized as equity based compensation expense as these shares
vest. In 2002 approximately 402,000 shares vested and equity based compensation expense of $1.3 million was
recognized. Assuming all employees at December 31, 2002 will remain employed by the Company through their
vesting period, the equity based compensation expense in future years resulting from the restricted shares issued in
the option exchange will be $0.4 million in 2003 and $0.2 million in 2004. See further discussion in ‘“Restricted

Stock Exchange Offer” section of Note 17— "Equity Based Compensation Plans.”

In accordance with FASB Interpretation No. 44, “Accounting For Certain Transactions Involving Stock
Compensation—An Interpretation of APB Opinion No. 25,” the Company recorded approximately $2.1 million as
unearned compensation for the intrinsic value of the restricted stock on the effective date of the exchange offer,
calculated using the closing price of the Company’s common stock on December 28, 2001. The unearned
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compensation will be amortized to “Equity based compensation” expense over the vesting period of the restricted
stock, of which approximately $1.3 million vested in 2002.

In addition, approximately 890,000 options at December 31, 2001 that were eligible to be exchanged for
restricted stock pursuant to the exchange offer were not tendered. At December 31, 2002 the option count was
approximately 627,000 due to the sale of Voicecom and other cancellations of these options. These options will be
subject to variable accounting until such options are exercised, are forfeited, or expire unexercised. These options
have exercise prices ranging from $5.32 to $29.25. At December 31, 2002 and 2001, no charge was recorded
because the exercise price of each of the options was greater than the market value of the Company’s common
stock.

Related Party Transactions

The Company has in the past entered into agreements and arrangements with certain officers, directors and
principal shareholders of the Company.

Notes receivable — shareholder

The Company has made loans to the CEO of the Company and a limited partnership in which he has an
indirect interest. These loans were made pursuant to the CEO’s then current employment agreement for the exercise
price of certain stock options and the taxes related thereto. FEach of these loans is evidenced by a recourse
promissory note bearing interest at the applicable Federal rate and secured by the common stock purchased. These
loans mature between 2007 and 2010. These loans, including accrued interest, are recorded in the equity section of
the balance sheet under the caption “Notes receivable, shareholder.” At December 31, 2002, the aggregate amount
of these loans was $5.0 million.

Notes receivable — employees

During 2002, the Company loaned approximately $2.0 million with recourse to certain members of
management to pay taxes in connection with the restricted shares issued in exchange for options in December 2001
and the discretionary restricted shares issued in November 2001. These loans are due in 2012, accrue interest at a
weighted average rate of 5.5%, and are secured by the restricted shares granted. The total interest accrued on these
loans as of December 31, 2002 was approximately $0.1 million. The Company is obligated to make additional loans
to pay taxes associated with the future vesting of restricted shares, but the dollar amount of such loans cannot be
determined at this time.

Use of airplane

During 2002, 2001 and 2000, the Company leased the use of an airplane from a limited liability company
that is owned 99% by the Company’s CEO and 1% by the Company. In connection with this lease arrangement, the
Company has incurred costs of $1.9 million, $2.2 million and $1.8 million in 2002, 2001 and 2000, respectively, to
pay the expenses of maintaining and operating the airplane.

Loans associated with restricted shares in former affiliates

During the second quarter of 1999, the Company awarded restricted share grants to the CEO, COO and
certain other officers of Company-owned shares held in certain investments in affiliates. For a full discussion of
these loans see “Loans and note forgiveness associated with restricted shares in former affiliates and related taxes”
under “Equity Based Compensation Charges” in Management’s Discussion and Analysis of Financial Condition and
Results of Operations above.

Strategic co-marketing arrangement

The Company had a strategic co-marketing arrangement with WebMD, a former affiliate. The terms of the
agreement provided for WebMD to make an annual minimum commitment of $2.5 million for four years to
purchase the Company’s products. The Company in turn was obligated to purchase portal rights from WebMD for
$4.0 million over four years to assist in marketing its products. Under this agreement, which expired on February 17,
2003, the Company recognized revenue of approximately $2.5 million in each of 2002, 2001 and 2000. WebMD
also subleased floor space in the Company’s headquarters for approximately $0.7 million in each of the two years
ended December 31, 2001 and 2000.
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Critical Accounting Policies

“Management’s Discussion and Analysis of Financial Condition and Results of Operations™ are based upon
the Company’s consolidated financial statements and the notes thereto, which have been prepared in accordance
with generally accepted accounting principles in the United States. The preparation of these financial statements
requires management to make estimates and judgments that affect the reported amounts of assets and liabilities and
the disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reported periods. On an ongoing basis, management evaluates its estimates and
judgments, including those related to revenue recognition, allowance for uncollectible accounts, goodwill and other
intangible assets, income taxes, investments, restructuring costs and legal contingencies.

Management bases its estimates and judgments on historical experience and on various other factors that
are believed to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily apparent from other sources. There can be no
assurance that actual results will not differ from those estimates.

The Company has identified the policies below as critical to its business operations and the understanding
of its results of operations. For a detailed discussion on the application of these and other accounting policies, see
Note 1 to the Consolidated Financial Statements.

Revenue recognition. The Company recognizes revenues when persuasive evidence of an arrangement
exists, services have been rendered, the price to the buyer is fixed or determinable, and collectibility is reasonably
assured. Revenues consist of fixed monthly fees and usage fees generally based on per minute or transaction rates.
Unbilled revenue consists of earned but unbilled revenue which results from the weekly billing cycle that was
implemented at the Premiere Conferencing operating segment during the third quarter of 2002. Deferred revenue
consists of payments made by customers in advance of the time services are rendered. The Company’s revenue
recognition policies are consistent with the guidance in Staff Accounting Bulletin (“SAB”) No. 101, “Revenue
Recognition in Financial Statements,” as amended by SAB No. 101A and 101B.

Should changes in conditions cause management to determine these criteria are not met for certain future
transactions, revenue recognized for any reporting period could be adversely affected.

Allowance for uncollectible accounts receivable. Prior to the recognition of revenue, the Company makes
a decision that collectibility is reasonably assured. Over time, management analyzes accounts receivable balances,
historical bad debts, customer concentrations, customer creditworthiness, current economic trends, and changes in
the Company’s customer payment terms and trends when evaluating the adequacy of the allowance for uncollectible
accounts receivable. Significant management judgment and estimates must be made and used in connection with
establishing the allowance for uncollectible accounts receivable in any accounting period. The accounts receivable
balance was $51.9 million and $58.6 million, net of allowance for uncollectible accounts receivable of $7.1 million
and $8.3 million, as of December 31, 2002 and 2001, respectively.

If the financial condition of the Company’s customers were to deteriorate, resulting in an impairment to
their ability to make payments, additional allowances may be required. :

Goodwill and other intangible assets. Purchase accounting requires extensive use of accounting estimates
and judgments to allocate the purchase price to the fair market value of the assets and liabilities purchased. The
Company evaluates acquired businesses for potential impairment indicators whenever events or changes in
circumstances indicate that the carrying value may not be recoverable. Factors that management considers
important which could trigger an impairment review include the following:

- Significant decrease in the market value of an asset;

- Significant adverse change in physical condition or manner of use of an asset;

- Significant adverse change in legal factors or negative industry or economic trends;

- A current period operating or cash flow loss combined with a history of operating or cash flow losses
or a projection or forecast that demonstrates continuing losses associated with the use of a long lived
asset;

- Significant decline in the Company’s stock price for a sustained period; and

- An expectation that, more likely than not, an asset will be sold or otherwise disposed of before the end
of its previously estimated useful life. ’
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In 2002, Statement of Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other Intangible
Assets,” became effective and as a result, the Company ceased to amortize approximately $123.1 million of
goodwill. The Company recorded approximately $67.4 million of goodwill amortization during 2001. In lieu of
amortization, the Company is required to perform an initial impairment review of its goodwill in 2002 and an annual
impairment review thereafter. A third party review was completed in the fourth quarter of 2002 and no impairment
was identified. Other intangible assets with finite lives that do not meet the criteria of SFAS No. 142 continue to be
amortized in accordance with the adoption of SFAS No. 144, “Accounting for the Impairment or Disposal of Long--
Lived Assets.” This pronouncement became effective in 2002. The Company recognizes an impairment loss when
the fair value is less than the carrying value of such assets and the carrying value of these assets is not recoverable.
The impairment loss, if applicable, is calculated based on the estimated future cash flows compared to the carrying
value of the long-lived asset.

Prior to 2002, when the Company determined that the carrying value of long-lived assets, intangibles and
related goodwill may not have been recoverable in accordance with the indicators of impairment, as stated in SFAS
No. 121 “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of” the
Company recognized an impairment loss when the sum of undiscounted expected future cash flow was less than the
carrying value of such assets. The impairment loss, if applicable, was calculated based on the fair value or sum of
the discounted cash flows compared to the carrying value. The discounted cash flow method uses a discount rate
determined by management to be commensurate with the risk inherent in the Company’s business model.

See the “Asset impairments™ section of “Management’s Discussion and Analysis™ above for a discussion of
impairments recorded during 2002 and 2001. Net intangible assets, long-lived assets and goodwill amounted to
$130.9 million and $144.9 million as of December 31, 2002 and 2001, respectively.

Future events could cause the Company to conclude that the current estimates used should be changed and
that goodwill associated with acquired businesses is impaired. Any resulting impairment loss could have a material
adverse impact on the Company’s financial condition and results of operations.

Income taxes. As part of the process of preparing the Company’s consolidated financial statements the
Company is required to estimate its taxes in each of the jurisdictions of operation. This process involves
management estimating the actual current tax exposure together with assessing temporary differences resulting from
differing treatment of items for tax and accounting purposes. These differences result in deferred tax assets and
liabilities, which are included within the consolidated balance sheets. The Company must then assess the likelihood
that the deferred tax assets will be recovered from future taxable income and to the extent we believe that recovery
is not likely, the Company must establish a valuation allowance. To the extent the Company establishes a valuation
allowance or increases this allowance in a period, an expense is recorded within the tax provision in the consolidated
statement of operations.

Significant management judgment is required in determining the Company’s provision for income taxes, its
deferred tax assets and liabilities and any valuation allowance recorded against our net deferred tax assets. The net
deferred tax asset as of December 31, 2002 and 2001 was $22.4 million and $20.7 million, net of a valuation
allowance of $5.2 million and $28.2 million, respectively. The Company has recorded the valuation allowance due
to uncertainties related to its ability to utilize some of the deferred tax assets, primarily consisting of certain net
operating losses carried forward and foreign tax credits, before they expire. The valuation allowance is based on the
Company’s estimates of taxable income by jurisdiction in which it operates and the period over which the deferred
tax assets will be recoverable.

In the event that actual results differ from these estimates or the Company adjusts these estimates in future
periods, the Company may need to establish an additional valuation allowance that could materially impact the
Company’s financial condition and results of operations.

The Company also records a provision for certain international, federal and state tax contingencies based
on the likelihood of obligation, when needed. In the normal course of business, the Company is subject to
challenges from U.S. and non-U.S. tax authorities regarding the amount of taxes due. These challenges may result
in adjustments of the timing or amount of taxable income or deductions or the allocation of income among tax
jurisdictions. Further, during the ordinary course of business other changing facts and circumstances may impact
the Company’s ability to utilize tax benefits as well as the estimated taxes to be paid in future periods. Management
believes it has appropriately accrued for tax exposures. If the Company is required to pay an amount less than or
exceeding its provisions for uncertain tax matters, the financial impact will be reflected in the period in which the
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matter is resolved. In the event that actual results differ from these estimates, the Company may need to adjust tax
accounts which could materially impact its financial condition and results of operations.

Investments. The Company has historically made investments in various companies that are engaged in
emerging technologies related to the Internet. Either the cost or equity method is used to account for these
investments in accordance with Accounting Principles Board (“APB”) Opinion No. 18, “The Equity Method of
Accounting for Investments in Common Stock.” In addition, the Company has investments in equity securities of
companies with readily determinable fair values accounted for in accordance with FASB SFAS No. 115,
“Accounting for Certain Investments in Debt and Equity Securities.” SFAS No. 115 mandates that a determination
be made of the appropriate classification for equity securities with a readily determinable fair value and all debt
securities at the time of purchase and re-evaluation of such designation as of each balance sheet date.

The Company records an investment impairment charge when it believes an investment has experienced a
decline in value that is other than temporary. See the “Asset impairments and obligations — investments” section of
Management’s Discussion and Analysis” above for a discussion of investment impairments recorded during 2001
and 2000. Total investments, in the form of marketable securities available for sale, as of December 31, 2002 and
2001 were $0.6 million and $1.5 million, respectively.

Future adverse changes in market conditions could result in losses or an inability to recover the carrying
value of the investments that may not be reflected in an investment’s current carrying value, thereby possibly
requiring an impairment charge in the future.

Restructuring costs. The restructuring accruals are based on certain estimates and judgments related to
contractual obligations and related costs. The restructuring accruals related to contractual lease obligations could be
materially affected by factors such as the Company’s ability to secure sublessees, the creditworthiness of sublessees
and the success at negotiating early termination agreements with lessors.

In the event that actual results differ from these estimates, the Company may need to establish additional
restructuring accruals or reverse accrual amounts accordingly.

Legal contingencies. The Company is currently involved in certain legal proceedings as disclosed in Item
3, “Legal Proceedings,” of this report. Management has accrued an estimate of the probable costs for the resolution
of these claims. This estimate has been developed in consultation with outside counsel handling these matters and is
based upon an analysis of potential results, assuming a combination of litigation and settlement strategies.

The Company does not believe these proceedings will have a material adverse effect upon the Company’s
business, financial condition or results of operations, although no assurance can be given as to the ultimate outcome
of any such proceedings.

The above listing is not intended to be a comprehensive list of all of the Company’s estimates and
judgments or accounting policies. In many cases, the accounting treatment of a particular transaction is specifically
dictated by generally accepted accounting principles, with no need for management’s judgment in their application. .
There are also areas in which management’s judgment in selecting any available alternative would not produce.a:
materially different result. These estimates are subject to change and the Company adjusts the financial impact-ify
the period in which they are resolved. See the audited consolidated financial statements and notes thereto which
contain accounting policies and other disclosures required by generally accepted accounting principles.
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New Accounting Proncuncements

In January 2003, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 46
(“FIN 46™), “Consolidation of Variable Interest Entities.” This interpretation of Accounting Research Bulletin 51,
“Consolidated Financial Statements,” addresses consolidation by business enterprises of variable interest entities
that possess certain characteristics. The interpretation requires that if a business enterprise has a controlling
financial interest in a variable interest entity, the assets, liabilities, and results of the activities of the variable interest
entity must be included in the consolidated financial statements with those of the business enterprise. This
interpretation applies immediately to variable interest entities created after January 31, 2003 and to variable interest
entities in which an enterprise obtains an interest after that date. We do not have any ownership in any variable
interest entities as of December 31, 2002. We will apply the consolidation requirement of the interpretation in
future periods if we should own any interest in any variable interest entity.

In November 2002, the FASB issued FASB Interpretation No. 45 (“FIN 45”), Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, an interpretation
of FASB Statements No. 5, 57, and 107 and Rescission of FASB interpretation No. 34. The disclosure provisions of
the interpretation are effective for financial statements of interim or annual periods that end after December 15,
2002. However, the provisions for initial recognition and measurement are effective on a prospective basis for
guarantees that are issued or modified after December 31, 2002, irrespective of a guarantor’s year-end.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities” (SFAS No. 146), which addresses financial accounting and reporting for costs associated with exit or
disposal activities and nullifies Emerging Issues Task Force Issue No. 94-3, “Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a
Restructuring)” (EITF 94-3). The principal difference between SFAS No. 146 and EITF 94-3 relates to SFAS No.
146 requirements for recognition of a liability for a cost associated with an exit or disposal activity. SFAS No. 146
requires that a liability for a cost associated with an exit or disposal activity be recognized when the liability is
incurred. Under EITF 94-3, a liability for an exit cost as generally defined in EITF 94-3 was recognized at the date
of an entity’s commitment to an exit plan. The Company will be required to adopt SFAS No. 146 for the fiscal year
beginning January 1, 2003, and is currently evaluating this standard and the impact it will have on the consolidated
financial statements.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock Based Compensation -
Transition and Disclosure” (“SFAS No. 1487), which amends SFAS No. 123, “Accounting for Stock Based
Compensation” (“SFAS No. 123”). SFAS No. 148 provides alternative methods of transition for a voluntary change
to the fair value based method of accounting for stock based employee compensation. SFAS No. 148 also requires
that disclosures of the pro forma effect of using the fair value method of accounting for stock based employee
compensation be displayed more prominently and in a tabular format. Additionally, SFAS No. 148 requires
disclosure of the pro forma effect in interim financial statements. See “Equity Based Compensation Plans” section
of Note 2— “Significant Accounting Policies” for the additional annual disclosures made to comply with SFAS No.
148. The interim disclosure provisions are effective for financial reports containing financial statements for interim
periods beginning after December 15, 2002. As the Company does not intend to adopt the provisions of SFAS No.
123, the Company does not expect the transition provisions of SFAS No. 148 to have a material effect on its results
of-operations or financial condition.

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements Nos. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections™ (“SFAS No. 145”). Among other things, this
statement rescinds SFAS No. 4, “Reporting Gains and Losses from Extinguishment of Debt” (SFAS No. 4), which
required all gains and losses from extinguishment of debt to be aggregated and, if material, classified as an
extraordinary item, net of the related income tax effect. As a result, the criteria in Accounting Principles Board
Opinion No. 30, “Reporting the Results of Operations — Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” which requires gains
and losses on extinguishments of debt to be classified as income or loss from continuing operations, will now be
applied. The Company will be required to adopt SFAS No. 145 for the fiscal year beginning January 1, 2003, and is
currently evaluating this standard and the impact it will have on the consolidated financial statements.

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets” (“SFAS No. 144”). SFAS No. 144 establishes accounting and reporting standards for the impairment
and disposition of long- lived assets, and is effective for financial statements issued for fiscal years beginning after
December 15, 2001. The Company adopted SFAS No. 144 for the fiscal year beginning January 1, 2002.
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In August 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” It
addresses accounting and reporting for obligations associated with the retirement of tangible long-lived assets and
the associated asset retirement costs. This statement requires that the fair value of a liability for an asset retirement
obligation be recognized in the period in which it is incurred if a reasonable estimate of fair value can be made. The
associated asset retirement costs are capitalized as part of the carrying amount of the long-lived asset. The liability
is accreted to its present value each period while the cost is depreciated over its useful life. SFAS No. 143 is
effective for financial statements issued for fiscal years beginning after June 15, 2002. The Company adopted SFAS
No. 143 for the fiscal year beginning January 1, 2002.

In June 2001, the FASB issued SFAS No. 142, “Accounting for Goodwill and Other Intangible Assets”
(“SFAS No. 142”). It requires that goodwill and certain intangible assets will no longer be subject to amortization,

but instead will be subject to a periodic impairment assessment by applying a fair value based test. The Company’s
required adoption date is January 1, 2002. Adoption of SFAS No. 142 will have a material effect on the Company’s
results of operations due to the cessation of goodwill amortization on January 1, 2002. The balance of goodwill is
$123.1 million as of December 31, 2002 and 2001. The Company adopted SFAS No. 142 for the fiscal year
beginning January 1, 2002.

Subseguent Events

On January 16, 2003, Xpedite acquired substantially all of the assets related to the U.S. based e-mail and
facsimile messaging business of Cable & Wireless USA, Inc. (“C&W”), and assumed certain liabilities, for a total
purchase price of $11.0 million. The Company paid $6.0 million in cash at closing, and will pay $5.0 million in 16
equal quarterly installments commencing March 31, 2003. Currently, approximately $10.0 million of the aggregate
purchase price has been allocated to identifiable customer lists with the remaining balance of $1.0 million allocated
to goodwill. The Company is in the process of completing a third-party valuation of certain intangible assets which
could result in changes to the preliminary allocation of the purchase price.

On February 27, 2003, the Company entered into a Share Purchase Agreement and Note Purchase
Agreement with AT&T Corp. (“AT&T”) pursuant to which the Company has agreed to purchase from AT&T, and
AT&T has agreed to sell to the Company, 1,423,980 shares of the Class A Common Stock (the “Shares”) and a
Promissory Note of EasyLink Services Corporation (NASDAQ: EASY) (“EasyLink”) in the stated principal amount
of $10.0 million (the “Note™). The obligation of each party to consummate the transactions contemplated by each
such purchase agreement is conditioned upon, among other things, the satisfaction or waiver of the conditions to
such party’s obligation to consummate the transactions contemplated by the other purchase agreement.

The Note is secured by assets representing the substantial portion of EasyLink’s operations. Principal and
accrued interest on the Note, aggregating over $12.0 million, is payable in 13 quarterly installments beginning June
1, 2003. The principal and accrued interest obligations bear interest at a rate of 12% per annum until paid. The
shares to be purchased represent approximately 8.9% of the outstanding Class A common shares and 8.4% of the
total outstanding common shares of EasyLink.

As consideration for the sale of the Shares and the Note, the Company has agreed to pay AT&T $4.0
million in cash and to issue to AT&T a warrant to acquire 250,000 shares of the Common Stock of the Company.
The warrant will be exercisable at any time during the seven years following the date of issuance, at an exercise
price to be determined on the basis of trading prices of the Company’s Common Stock during the ten trading days
prior to the issuance of the warrant. The aggregate purchase price for the Shares, as set forth in the Share Purchase
Agreement, is $825,908, or $0.58 per share, which amount equals the average of the high and low selling price of
the Class A Common Stock on the Nasdaq National Market during the five trading days immediately preceding the
date of the Share Purchase Agreement. Despite the Share Purchase Agreement stating such separate purchase price
for the Shares, the Company views its purchase of the Shares and the Note as a single transaction, for the total
consideration set forth above. The cash consideration for the purchase of the Shares and the Note will be paid out of
the working capital of PTEK.

On March 3, 2003, EasyLink demanded that the Company and AT&T terminate their agreements for the
purchase and sale of the Note and the Shares. In connection with such demand, EasyLink has asserted that AT&T
and PTEK may have violated commitments of AT&T and the Company to EasyLink and that the Company has
engaged in certain improper activities with respect to EasyLink and in connection with the transaction. The
Company considers these allegations to be groundless and has denied each of them. PTEK expects to consummate
the purchase of the Note and Shares, subject to the conditions set forth in the respective purchase agreements.

On March 25, 2003, EasyLink filed a lawsuit against the Company, Xpedite and AT&T. See Item 3—
“Legal Proceedings” for a detailed discussion of this litigation.
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RISK FACTORS AFFECTING FUTURE PERFORMANCE

YOU SHOULD CAREFULLY CONSIDER THE RISKS AND UNCERTAINTIES WE DESCRIBE BELOW.
BEFORE INVESTING IN PTEK. THE RISKS AND UNCERTAINTIES DESCRIBED BELOW ARE NOT
THE ONLY RISKS AND UNCERTAINTIES THAT COULD DEVELQOP. OTHER RISKS AND
UNCERTAINTIES THAT WE HAVE NOT PREDICTED OR EVALUATED COULD ALSO AFFECT
OUR COMPANY. IF ANY OF THE FOLLOWING RISKS OCCUR, QUR BUSINESS, FINANCIAL
CONDITION OR RESULTS OF OPERATIONS COULD BE MATERIALLY AFFECTED, AND THE
TRADING PRICE OF OUR COMMON STOCK COULD DECLINE, RESULTING IN THE LOSS OF ALL
OR PART OF YOUR INVESTMENT.

Risks Related to Our Industry

The markets for our products and services are intensely competitive and we may not be able to compete.
successfully against existing and future competitors, which may make it difficult to maintain or increase our
market share and revenue.

The markets for our products and services are intensely competitive and we expect competition to increase
in the future. Many of our current and potential competitors have longer operating histories, greater name
recognition, more robust product offerings, more comprehensive support organizations, larger customer bases and
substantially greater financial, personnel, marketing, engineering, technical and other resources than we do. As a
result, our competitors may be able to respond more quickly than we can to new or emerging technologies and
changes in customer demands. They may also be able to devote greater resources than we can to the development,
promotion and sale of their products and services. We believe that our current competitors are likely to expand their
product and service offerings and new competitors are likely to enter our markets. Acquisitions or strategic
alliances, including those among existing and new competitors or their attempts to integrate their products and
services may result in greater competition. Increased competition could result in price pressure on our products and
services and a decrease in our market share in the various markets in which we compete, either of which could
hinder our ability to grow our revenue.

The development of alternatives te our products and services may cause us to lose customers and market
share and may hinder cur ability to maintain or grow our revenue.

The market for our products and services is characterized by rapid technological change, frequent new
product introductions and evolving industry standards. We expect new products and services, and enhancements to
existing products and services, to be developed and introduced that will compete with our products and services.
Technological advances may result in the development and commercial availability of alternatives to our products
and services or new methods of delivering our products and services. Companies may develop and offer product
features, service offerings or pricing options which are more attractive to customers than those currently offered by
us. These new products or services, or methods of delivering these products or services, could among other things:
25
5 e  cause our existing products and services to become obsolete;

o be more cost-effective, which could result in significant pricing pressure on our products and services;
or

o allow our existing and potential customers to meet their own telecommunications needs without using
our services.

Technological changes that make our products obsolete, or changes in technology that allow competitors to offer
products and services that replace our existing products and services, could cause us to lose customers, market share
and revenue.
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If mew products and services that we develop and introduce are not accepted in the marketplace, we may lose
market share and our revenue may decrease.

We must continually introduce new products and services in response to technological changes, evolving
industry standards and customer demands for enhancements to our existing products and services. We will not be
able to increase our revenue if we are unable to develop new products and services, we experience delays in the
introduction of new products and services, or our new products and services do not achieve market acceptance. Cur
ability to successfully develop and market new products and services and enhancements that respond to
technological changes, evolving industry standards or customer demands, is dependent on our ability to:

o anticipate changes in industry standards;

anticipate and apply advances in technologies;
enhance our software, applications, equipment, systems and networks;

attract and retain qualified and creative technical personnel;

develop effective marketing, pricing and distribution strategies for new products and services; and

avoid difficulties that could delay or prevent the successful development, introduction and marketing
of new products and services or enhancements.

We are subject to pricing pressures for our products and services, which could cause us to lose market share
and revenue.

We compete for consumers based on price. A decrease in the rates charged for communications services
by our competitors could cause us to reduce the rates we charge for our products and services. If we cannot compete
based on price, we may lose market share. If we reduce our rates without increasing our volume or our market
share, our revenue could decrease.

Consolidation in the telecommunications industry could lead to pricing pressure on our preducts and services
and could be disruptive to our licensing and strategic relationships.

The telecommunications industry has experienced, and we believe it will continue to experience,
consolidation. Consolidation in the telecommunications industry, including consolidations involving our customers,
competitors and strategic partners, could lead to pricing pressure on our products and services and could result in
increased costs.

Continuing softness in the economy is having a disproportionate effect on the telecommunications industry.

The downturn in general economic conditions, particularly in the telecommunications services industry, has
forced several of our customers and suppliers, including WorldCom and Global Crossing, to file for protection from
creditors under the United States Bankruptcy Code or to reconfigure their capital structure. Some of these
companies had significant debt servicing requirements and were unable to generate sufficient cash from operations
to both service their debt and to maintain their business operations. We believe that we use reasonable measures to
determine the financial condition of potential and existing customers and suppliers. However, there can be no
assurance that our customers or suppliers will remain financially viable, or that the measures we follow will be
effective. If general economic conditions in the United States remain at current levels for an extended period of
time or worsen, our business could be adversely affected.

Risks Related to Qur Company
QOur future success depends on market acceptance of our new products and services.
Market acceptance of our new products and services often requires that individuals and enterprises accept

new ways of communicating and exchanging information. A decline in the demand for, or the failure to achieve
broad market acceptance of, our new products and services could hinder our ability to maintain and increase Gur
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revenue. We believe that broad market acceptance of our new products and services will depend on several factors,
including:

¢ ease of use;

e  price;

e reliability;

e access and quality of service;

¢  gsystem security;

e product functionality; and

e the effectiveness of strategic marketing and distribution relationships.

If we do not met these challenges, our new products and services may not achieve broad market acceptance or
market acceptance may not occur quickly enough to justify our investment in these products and services.

Concerns regarding security of transactions and transmitting confidential information over the Internet may
have an adverse impact on the market acceptance of our Web-enabled products and services.

The concern regarding the security of confidential information transmitted over the Internet may prevent
many potential customers from using Internet related products and services. If our Web-enabled services, such as
messageREACH, do not include sufficient security features, our Web-enabled products and services may not gain
market acceptance, or there may be additional legal exposure. Despite the measures we have taken, our
infrastructure is potentially vulnerable to physical or electronic break-ins, viruses or similar problems. If a person
circumvents our security measures, he or she could misappropriate proprietary information or cause interruption in
our operations. Security breaches that result in access to confidential information could damage our reputation and
expose us to a risk of loss or liability. We may be required to make significant investments in efforts to protect
against and remedy these types of security breaches. Additionally, as electronic commerce becomes more
widespread, our customers will become more concerned about security. If we are unable to adequately address these
concerns, we may be unable to sell our Web-enabled products and services.

If our quarterly results do not meet the expectations of public market analysts and investors, our stock price
may decrease.

Quarterly revenue is difficult to forecast because the market for our services is rapidly evolving. Our
expense levels are based, in part, on our expectations as to future revenue. If revenue levels are below expectations,
we may be unable or unwilling to reduce expenses proportionately and operating results would likely be adversely
affected. As a result, we believe that period-to-period comparisons of our results of operations are not necessarily
meaningful and should not be relied upon as indications of future performance. Due to all of the risk factors listed
herein, it is likely that in some future quarter our operating results will be below the expectations of public market
analysts and investors. In this event, the market price of our common stock will likely decline.

Our operating results have varied significantly in the past and may vary significantly in the future. Specific
factors that may cause our future operating results to vary include:

o the unique nature of strategic relationships into which we may enter in the future;
o the financial performance of our strategic partners;

e  changes in operating expenses;

@ the reliability and performance of our products and services;

e the timing of new product and service announcements;

39




market acceptance of new and enhanced versions of our products and services;
the success or failure of past or potential future acquisitions;

changes in legislation and regulations that may affect the competitive environment for our products
and services; and

general economic and seasonal factors.

QOur debt could harm our liquidity and ability to obtain additional financing, and could make us more
vulnerable to economic downturnms and competitive pressures. To service our debt, we will require a
significant amount of cash, and our ability to generate cash depends on many factors beyond our conrtrol.

In 1997, we incurred $172.5 million in indebtedness by issuing convertible notes to the public. We have
significant interest payment obligations as a result of the convertible notes, and the convertible notes will mature on
July 1, 2004, at which time the full amount of the principal will be due. I[n addition to the convertible notes, at
December 31, 2002 the Company had $7.7 million outstanding under its various credit facilities.

Our debt could inhibit our ability to obtain additional financing for working capital, capital expenditures,
interest payments, acquisitions or other purposes and could make us more vulnerable to economic downturns and
competitive pressures. Our debt could also harm our liquidity, because a substantial portion of available cash from
operations may have to be applied to meet debt service requirements. In the event of a cash shortfall, we could be
forced to reduce other expenditures and forego potential acquisitions and investments to be able to meet these debt
repayment requirements.

Our ability to make payments on and to refinance our indebtedness and other liquidity needs will depend on
our ability to generate cash in the future. This, to a certain extent, is subject to general economic, financial,
competitive, legislative, regulatory and other factors that are beyond our control.

Based upon current levels of operations and continued cost saving measures, we believe that cash flow
from operations and other sources of liquidity will be adequate to meet our anticipated requirements for working
capital, capital expenditures, interest payments, acquisitions and other purposes for at least the next 12 months.
There can be no assurance, however, that our business will continue to generate cash flows from operations at or
above current levels or that anticipated cost savings will be realized.

We cannot assure that we will generate sufficient cash flow from operations to enable us to repay our
indebtedness or to fund our other liquidity needs. If we cannot generate sufficient cash flow from operations in the
future, we may need to refinance all or a portion of our indebtedness on or before maturity. We will continue to
evaluate the most efficient use of our capital, and we will likely seck strategic alternatives for portions of our
business or a refinancing arrangement to address the maturity of the convertible notes on July 1, 2004. Depending
upon market conditions, these alternatives may include purchasing, refinancing or otherwise retiring a portion of the
convertible notes in the open market. We cannot assure, however, that we will be able to timely refinance any of
our indebtedness, including the convertible notes, on commercially reasonable terms or at all.

We deo not typically have long-term comtractual agreements with our customers and our customers may not
tramsact business with us in the future,

We expect that the information and telecommunications services markets will continue to attract new
competitors and new technologies, possibly including alternative technologies that are more sophisticated and cost
effective than our technologies. We do not typically have long-term contractual agreements with our customers, and
our customers may not continue to transact business with us in the future if, among other things, any of the
following occur:

o our products and services become obsolete;

o competitors develop products and services that are more sophisticated, efficient or cost-effective; or .

o  technological advances allow our customers to satisfy their own telecommunications needs.
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One of our customers accounts for a significant amount of revenues and any loss of business from that
customer may hurt our financial performance and cause our stock price te decline.

Premiere Conferencing has historically relied on sales through a particular customer, IBM, for a significant
portion of its revenues. Sales to that customer accounted for approximately 12% of consolidated revenues from
continuing operations (29% of Premiere Conferencing’s revenues) in 2002, 10% of consolidated revenues from
continuing operations (29% of Premiere Conferencing’s revenues) in 2001, and 5% of consolidated revenues from
continuing operations (22% of Premiere Conferencing’s revenues) in 2000. Premiere Conferencing’s relationship
with that customer may not continue at historical levels, and there is no long-term price protection for services
provided to that customer. A loss in revenues from that customer or diminution in the relationship with that
customer, or a decrease in average sales price without an offsetting increase in volume, could have a material
adverse effect on the Company’s business, financial condition and results of operations.

If we do not attract and retaim highly qualified and creative technical and support personnel we may not be
able to sustain or grow our business.

We believe that to be successful we must hire and retain highly qualified and creative engineering, product
development and customer support personnel. Competition in the recruitment of highly qualified and creative
personnel in the information and telecommunications services industry is intense. We have in the past experienced,
and we expect to continue to experience, difficulty in hiring and retaining highly skilled technical employees with
appropriate qualifications. We may not be able to retain our key technical employees and we may not be able to
attract qualified personnel in the future. If we are not able to locate, hire and retain qualified technical personnel, we
may not be able to sustain or grow our business.

Qur business may suffer if we do not retain the services of our chief executive officer.

We believe that our continued success will depend to a significant extent upon the efforts and abilities of
Boland T. Jones, our Chairman and Chief Executive Officer. The familiarity of Mr. Jones with the markets in which
we compete and emerging technologies, such as the Internet, makes him especially critical to our success. We
maintain key man life insurance on Mr. Jones in the amount of $3.0 million.

Downtime in our network infrastructure could result in the loss of significant customers.

We currently maintain facilities with telecommunications equipment that routes telephone calls and
computer telephony equipment in locations throughout the world. The delivery of our products and services is
dependent, in part, upon our ability to protect the equipment and data at our facilities with telecommunications
equipment that routes telephone calls against damage that may be caused by fire, power loss, technical failures,
unauthorized intrusion, natural disasters, sabotage and other similar events. Despite taking a variety of precautions,
we have experienced downtime in our networks from time to time and we may experience downtime in the future.
These types of service interruptions could result in the loss of significant customers, which could cause us to lose
revenue. We take substantial precautions to protect ourselves and our customers from events that could interrupt
delivery of our services. These precautions include physical security systems, uninterruptible power supplies, on-
site power generators, upgraded backup hardware, fire protection systems and other contingency plans. In addition,
some of our networks are designed so that the data on each network server is duplicated on a separate network
server. We also maintain business interruption insurance providing for aggregate coverage of approximately $115
million per policy year. However, we may not be able to maintain this insurance in the future, it may not continue to
be available at reasonable prices, and it may not be sufficient to compensate us for losses that we experience due to
our inability to provide services to our customers.

If we fail to predict growth in our network usage and add needed capacity, the quality of our service offerings
may suffer.

As network usage grows, we will need to add capacity to our hardware, software and facilities with
telecommunications equipment that route telephone calls. This means that we continuously attempt to predict
growth in our network usage and add capacity accordingly. If we do not accurately predict and efficiently manage
growth in our network usage, the quality of our service offerings may suffer and we may lose customers.
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Cur inability to efficiently utilize or remegotiate minimum purchase requirements in our long-distance
telecommunications supply agreements could decrease our profitability.

" Qur ability to maintain and expand our business depends, in part, on our ability to continue to obtain
telecommunications services on favorable terms from telecommunications service providers. Contracts with some
of our telecommunications service providers contain minimum purchase requirements through 2006. In addition,
certain circuits that we purchase are subject to term requirements, including penalties for early termination of such
circuits. The total amount of the minimum purchase requirements in 2002 was approximately $9.1 million, and we
incurred metered telecommunications costs in excess of these minimums. It is possible that other suppliers may
provide similar services at lower prices and we may not be able to renegotiate our current supply agreements to
achieve comparable lower rates. Further, we can give no assurance that we will be able to utilize the minimum
amount of services that we are required to purchase under these agreements. I[f we are unable to obtain
telecommunications services on favorable terms, or if we are required to purchase more services than we are able to
utilize in running our business, the costs of providing our services would likely increase, which could decrease our
profitability and have a material adverse effect on our business, financial condition and results of operations.

Software failures or errors may result in failure of our platforms and/or netweorks, which could resuit in
increased costs and lead to interruptions in our services and losses of significant customers and revenue.

The software that we have developed and utilize in providing our products and services may contain
undetected errors. Although we generally engage in extensive testing of our software prior to introducing the
software onto any cf our networks and/or product equipment, errors may be found in the software after the software
goes into use. Any of these errors may result in partial or total failure of our networks, additional and unexpected
expenses to fund further product development or to add programming personnel to complete a development project,
and loss of revenue because of the inability of customers to use our networks or the cancellation of services by
significant customers. We maintain technology errors and omissions insurance coverage of $50.0 million per policy
aggregate, However, we may not be able to maintain this insurance or it may not continue to be available at
reasonable prices. Even if we maintain this insurance, it may not be sufficient to compensate us for losses we
experience due to our inability to provide services to our customers.

Interruption in long distance telecommunications services could result in service interruptions and a loss of
significant customers and revenue.

Our ability to maintain and expand our business depends, in part, on our ability to continue to obtain
telecommunications services on favorable terms from long distance carriers. We do not own a transmission network.
As a result, we depend on WorldCom, AT&T and other long distance carriers for transmission of our customers’
long distance calls. These long distance telecommunications services generally are procured under supply
agreements with multiyear terms, some of which are subject to various early termination penalties and minimum
purchase requirements. We have not experienced significant losses in the past due to interruptions of long-distance
service, but we might experience these types of losses in the future.

The partial or total loss of our ability to receive or termimate telephome calls could result im service
interruptions and a loss of significant customers and revenue.

We depend on local phone companies that provide local transmission services, known as local exchange
carriers, for call origination and termination. The partial or total loss of the ability to receive or terminate calls
could result in service interruptions and a loss of significant customers and revenue. We have not experienced
significant losses in the past due to interruptions of service at terminating carriers, but we might experience these
types of losses in the future.

If we have to change our netwerk transmission provider, we could experience interruptions in our services
and increased costs, which could cause us to lose customers.

We lease capacity on the WorldCom communications network to provide network connections and data
transmission services. Our telecommunications agreement with WorldCom expires on December 31, 2004. Our
ability to maintain network connections is dependent upon our access to transmission facilities provided by
WorldCom or an alternative provider. We may not be able to continue our relationship with WorldCom beyond the
terms of our current agreements and we may not be able to find an alternative provider on terms as favorable as
those offered by WorldCom or on any other terms. If we have to change our network transmission provider, we
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could experience interruptions in our service and/or increased costs, which could adversely affect our customer
relationships and customer retention.

Our inability to reselve pending billing disputes with WorldCom could result in significant costs or service
disruptions.

We purchase telecommunications and other network services from WorldCom under numerous
transmission agreements. Currently, we have several significant outstanding disputes with WorldCom regarding the
charges billed by WorldCom under those agreements. On July 21, 2002, WorldCom and certain of its subsidiary
corporations filed voluntary petitions for relief under Chapter 11 of the United States Bankruptcy Code. The
Bankruptcy Code entitles a debtor to accept or reject “executory” contracts, that is contracts where some future act
remains to be done, as in the case of our agreements with WorldCom to purchase transmission and other network
services. A party to a rejected contract may be entitled to damages from the debtor for breach of contract; however,
such a claim would likely be an unsecured claim. No assurance can be given that we will be able to resolve our
billing disputes with WorldCom, that WorldCom will accept, reject or request to renegotiate our existing
agreements, or that we will be successful in asserting any rights of set-off against amounts due to us from
WorldCom. If we are unable to resolve our billing dispute with WorldCom or if WorldCom rejects certain of our
agreements, we could experience increased costs and/or interruptions in our service, which could adversely affect
our business.

Any significant difficulty in cbtaining equipment could lead to interruption in service and loss of customers
and revemue, and technological obsolescence of ocur equipment could result in substantial capital
expenditures. ‘

We do not manufacture equipment used in providing our products and services, and this equipment is
currently available from a limited number of sources. Although we have not historically experienced any significant
difficulty in obtaining equipment required for our operations and believe that viable alternative suppliers exist,
shortages may arise in the future or alternative suppliers may not be available. Our inability to obtain equipment in
the future could result in delays or reduced delivery of messages, which could lead to a loss of customers and
revenue. In addition, technological advances may result in the development of new equipment and changing
industry standards, which could cause our equipment to become obsolete. These events could require us to invest
significant capital in upgrading or replacing our equipment.

QOur financial performance could cause future write-downs of goedwill or other intangible assets in future
periods.

We adopted SFAS No. 142, “Accounting for Goodwill and Other Intangible Assets,” effective January 1,
2002. With the adoption of SFAS No. 142, we will cease to amortize approximately $123.1 million of goodwill. In
lieu of amortization, we were required to perform an initial impairment review of our goodwill in 2002 and will be
required to perform an annual impairment review thereafter. The review in 2002 resulted in an impairment of
certain other intangible assets at Xpedite of approximately $3.2 million. Subsequent reviews could result in
impairment write-downs to goodwill and/or other intangible assets. At December 31, 2002, the Company had $7.8
million of other intangible assets reflected on our financial statements for which amortization will continue.

We could be required to make payments in the future in connection with the sale of our Voicecom business
umnit.

In connection with the sale of our Voicecom business unit in March 2002, we agreed to retain certain
liabilities relating to our operation of the unit prior to the closing of the transaction, including habilities for certain
taxes, contingent liabilities, litigation claims, and unknown liabilities (the “Excluded Liabilities”). As a result, we
could incur a liability in the future related to the Excluded Liabilities. In addition, pursuant to the transaction, the
buyer assumed or subleased substantially all of the real estate utilized in our Voicecom business. The buyer also
committed to buy certain telecommunications and other services and to manage and utilize certain regulated and
other assets held by our Voicecom operating subsidiaries. An affiliate of the buyer guaranteed the timely payment
of a substantial portion of these Voicecom liabilities. Of the Voicecom liabilities, approximately $4.3 million
represents capital leases guaranteed by us. Accordingly, in the event the buyer or buyer’s affiliate fails to make
payments as required, we could be required to make significant payments in the future.

Our Articles of Incorperation and Bylaws and Georgia corporate law may inhibit a takeover, which may not
be in the interests of shareholders.
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There are several provisions in our Articles of Incorporation and Bylaws and Georgia corporate law that
may inhibit a takeover, even when a takeover may be in the interests of our shareholders. For example, our Board of
Directors is empowered to issue preferred stock without shareholder action. The existence of this “blank-check”
preferred stock could render more difficult or discourage an attempt to obtain control of PTEK by means of a tender
offer, merger, proxy contest or otherwise. Our Articles of Incorporation also divide the Board of Directors into three
classes, as nearly equal in size as possible, with staggered three-year terms. The classification of the Board of

Directors could make it more difficult for a third party to acquire control of PTEK because only one-third of the
Board is up for election each year. We are also subject to provisions of the Georgia Business Corporation Code that
relate to business combinations with interested shareholders, which can serve to inhibit a takeover. In addition to
considering the effects of any action on us and our shareholders, our Articles of Incorporation permit our Board of
Directors and the committees and individual members of the Board to consider the interests of various
constituencies, including employees, customers, suppliers, and creditors, communities in which we maintain offices
or operations, and other factors which they deem pertinent, in carrying out and discharging their duties and
responsibilities and in determining what is believed to be our best interests.

Our rights plan may alse inhibit a takeover, which may net be in the interests of shareholders.

In June 1998, our Board of Directors declared a dividend of one preferred stock purchase right for each
outstanding share of common stock. Each right entitles the registered holder to purchase one one-thousandth of a
share of Series C junior participating preferred stock at a price of sixty dollars per one-thousandth of a Series C
preferred share, subject to adjustment. The rights may have anti-takeover effects because they will cause substantial
dilution to a person or group that attempts to acquire us on terms not approved by our Board of Directors. However,
the rights should not interfere with any merger, statutory share exchange or other business combination approved by
the Board of Directors since the rights may be terminated by the board of directors at any time on or prior to the
close of business ten business days after announcement by us that a person has become an acquiring person. The
rights are intended to encourage persons who may seek to acquire control of us to initiate an acquisition through
negotiations with the board of directors. However, the effect of the rights may be to discourage a third party from
making a partial tender offer or otherwise attempting to obtain a substantial equity position in the equity securities
of, or seeking to obtain control of, us.

Risks Related to Past Acquisitions

If we cannot successfully integrate and consolidate the operations of acquired businesses into our operations,
we may net realize sufficient cost savings and economies-of-scale.

We are continuing to integrate the operations of acquired businesses by attempting to eliminate duplicative
and unnecessary costs. The successful integration and consolidation of the operations of acquired businesses into
our operations is critical to our future performance. If we cannot successfully integrate and consolidate the
operations of acquired businesses with our operations on schedule or at all, these acquisitions may not result in
sufficient cost savings or economies-of-scale and operational synergies may not develop. Potential chalienges to the
successful integration and consolidation of the operations of acquired businesses include:

o consolidation of service centers and work forces;
o  elimination of unnecessary costs; and
o integration and retention of new personnel.

If we cannot successfully integrate technologies, products, services and systems from acquired businesses with
ours, we may not generate sufficient revenue and operational synergies may not develep.

We are continuing to integrate previously acquired technologies, products, service offerings and systems.
We have experienced and may continue to experience difficulty integrating incompatible systems of acquired
businesses into our networks. As a result, our integration plans may materially change in the future. If we cannot
successfully integrate technologies, products, services and systems from acquired businesses with ours, we may not
generate sufficient revenue and operational synergies may not develop. Challenges to the successful integration of
acquired technologies, products, service offerings and systems include, among other things, the following:
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o localization of our products and services;

o integration of technologies, telecommunications equipment and networks;

o  cross-selling of products and services to our customer base and customer bases of acquired businesses;
and

o  compliance with regulatory requirements.

Risks Related to Possible Future Acquisitions

We may decide to pursue future acquisitions and we may face risks in zequiring and integrating other
businesses, preducts and technologies.

We may decide to pursue future acquisitions of businesses, products and technologies that we believe will
complement our business. As a result, we regularly evaluate acquisition opportunities, frequently engage in
acquisition discussions, conduct due diligence activities in connection with possible acquisitions, and, where
appropriate, engage in acquisition negotiations. We may not be able to successfully identify suitable acquisition
candidates, complete acquisitions, integrate acquired operations into our existing operations or expand into new
markets. In addition, we compete for acquisitions and expansion opportunities with companies that have
substantially greater resources, and competition with these companies for acquisition targets could result in
increased prices for possible targets. Acquisitions also involve numerous additional risks to the company and
investors, including:

o difficulties in the assimilation of the operations, services, products and personnel of the acquired
company;

o the diversion of our management’s attention from other business concerns;
e entry into markets in which we have little or no direct prior experience;

e potentially dilutive issuances of equity securities;

o the assumption of known and unknown liabilities; and

e adverse financial impact from the write-off of software development costs and the amortization of
expenses related to goodwill and other intangible assets.

If we fail to assimilate and retain key employees of future businesses that we acquire, it could jecpardize the
success of the acquisition.

Assimilation and retention of the key employees of an acquired company are generally important to the
success of an acquisition. If we fail to assimilate and retain any key employees of any business we acquire, the
acquisition may not result in revenue growth, operational synergies or product and service enhancements, which
could jeopardize the success of the acquisition.

Future acquisitions may invelve restructuring and other special charges, which may cause our financial
performance to suffer during the period in which the charge is taken.

We have taken, and in the future may take, charges in connection with acquisitions, which may cause our

financial performance to suffer during the period in which the charge is taken. In addition, the costs and expenses
incurred may exceed the estimates upon which these charges are based.
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Risks Related to Intelliectual Property

We may not be able to protect our proprietary technology and inteflectual property rights, which could result
in the loss of our rights or increased costs.

We rely primarily on a combination of intellectual property laws and contractual provisions to protect our
proprietary rights and technology, brand and marks. These laws and contractual provisions provide only limited
protection of our proprietary rights and technology. If we are not able to protect our intellectual property and our
proprietary rights and technology, we could lose those rights and incur substantial costs policing and defending
those rights. Our proprietary rights and technology include confidential information and trade secrets that we

attempt to protect through confidentiality and nondisclosure provisions in our licensing, services, reseller and other
agreements. We typically attempt to protect our confidential information and trade secrets through these contractual
provisions for the term of the applicable agreement and, to the extent permitted by applicable law, for some
negotiated period of time following termination of the agreement, typically one to two years at a minimum. Cur
means of protecting our intellectual property, proprietary rights and technology may not be adequate and our
competitors may independently develop similar technology. In addition, the laws of some foreign countries do not
protect our proprietary rights to as great an extent as the laws of the U.S. Furthermore, some of our systems, such as
those used in our document distribution business are not proprietary and, as a result, this information may be
acquired or duplicated by existing and potential competitors.

If claims alleging patemt, copyright or trademark infringement are brought agaimst us and successfully
prosecuted against us, it could result in substantial costs.

Many patents, copyrights and trademarks have been issued in the general areas of information services,
telecommunications, computer telephony and the Internet. From time to time, in the ordinary course of our
business, we have been and expect to continue to be, subject to third party claims that our current or future products
or services infringe the patent, copyright or trademark rights or other intellectual property rights of third parties.
Claims alleging patent, copyright or trademark infringement may be brought against us with respect to current or
future products or services. If these types of actions or claims are brought we may not ultimately prevail and any
claiming parties may have significantly greater resources than we have to pursue litigation of these types of claims.
Any infringement claim, whether with or without merit, could:

o  be time consuming and a diversion to management;

o  result in costly litigation;

o  cause delays in introducing new products and services or enhancements,
o result in costly royalty or licensing agreements; or

o cause us to discontinue use of the challenged technology, tradename or service mark at potentially
significant expense associated with the marketing of a new name or the development or purchase of
replacement technology.

Examples of prior and current infringement claims include the following:

In February 1997, we entered into a long-term nonexclusive license agreement with AudioFAX IP LLC
settling a patent infringement suit filed by AudioFAX in June 1996. Effective April 1, 1998, this initial license
agreement was amended to include Xpedite within the coverage of the license. I[n September 1997, one of our
subsidiaries also entered into a long-term nonexclusive license agreement with AudioFAX.

Prior to its acquisition by us, Xpedite received a letter from Cable & Wireless, Inc. informing Xpedite that
Cable & Wireless had received a demand letter from AudioFAX claiming that some Cable & Wireless products and
services infringed AudioFAX’s patent rights. Cable & Wireless initially sought indemnification from Xpedite for
this claim. Subsequent to our acquisition of Xpedite, Cable & Wireless notified us of the AudioFAX claim and
sought indemnification directly from us. In 1999, Xpedite received an additional letter from Cable & Wireless
informing Xpedite of the existence of one of their patents and the potential applicability of that patent on Xpedite’s
products and services. In December 2000, we entered into a settlement agreement with Cable & Wireless settling all
disputes over the indemnification claim and potential applicability of their patent to our products and services.
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We have received letters from Ronald A. Katz Technology Licensing, LP. (*Katz”), Aerotel
Limited/Aerotel USA, Inc. and Nortel Networks, Inc., informing us of the existence of their respective patents or
patent portfolios and the potential applicability of those patents on our products and services. We are currently
considering each of these matters. Due to the inherent uncertainties of litigation, however, we are unable to predict
the outcome of any potential litigation, and any adverse outcome could have a material effect on our business,
financial condition and results of operations. Even if we were to prevail in this type of challenge, our business could
be adversely affected by the diversion of management attention and litigation costs.

Certain of our customers have alleged that we are obligated to indemnify them against patent infringement
claims made by Katz against such customers. We do not believe that we have an obligation to indemnify such
customers; however, due to the inherent uncertainties of litigation, we are unable to predict the outcome of any
potential litigation, and any adverse outcome could have a material effect on our business, financial condition and
results of operations. Even if we were to prevail in this type of challenge, our business could be adversely affected
by the diversion of management attention and litigation costs.

In March 1999, Aspect Telecommunications, Inc. (“Aspect”), the purported owner of certain patents, filed
suit against the Company and PCT alleging that they had violated claims in these patents and requesting damages
and injunctive relief. In the fourth quarter of 1999, the Company and PCI entered into a settlement agreement with
Aspect, which settled and disposed of Aspect’s claims in this litigation. This settlement did not and will not have a
material adverse effect on the Company’s business, financial condition or results of operations.

Risks Related to Pending Litigation

Our pending litigation could be costly, time consuming and a diversien to management and, if adversely
determined, could resuit in the loss of rights or substantial liabilities for damages.

In the ordinary course of our business, we are subject to a variety of claims and litigation from third parties,
including allegations that our products and services infringe the patents, trademarks and copyrights of these third
parties. We have several litigation matters pending, which we are defending vigorously. Due to the inherent
uncertainties of the litigation process and the judicial system, we cannot predict the outcome of these litigation
matters. Regardless of the outcome, these litigation matters could be costly, time consuming and a diversion of
management and other resources. If the outcome of one or more of these matters is adverse to us, it could result in a
loss of material rights or substantial liabilities for damages.

For detailed descriptions of our material pending litigation, see Item 3— “Legal Proceedings.”

Our pending shareholder litigation in the United States District Court for the Northern District of Georgia
could be costly, time consuming and a diversion to management and, if adversely determined, could result in
substantial liabilities.

A lawsuit was filed on November 4, 1998 against us, as well as individval defendants Boland T. Jones,
Patrick G. Jones, George W. Baker, Sr., Eduard J. Mayer and Raymond H. Pirtle, Jr. in the Southern District of New
York. Plaintiffs were shareholders of Xpedite who acquired our common stock as a result of the merger between
Premiere and Xpedite in February 1998, Plaiutiffs’ allegations are based on the representations and warranties made
by us in the prospectus and the registration ‘statement related to the merger, the merger agreement and other
documents incorporated by reference, regarding our acquisitions of Voice-Tel and VoiceCom Systems, our roll-out
of Orchestrate, our relationship with customers Amway Corporation and DigiTEC 2000, and our 800- based calling
card service. Plaintiffs allege causes of action against us for breach of contract, against all defendants for negligent
misrepresentation, violations of Sections 11 and 12(a)(2) of the Securities Act of 1933, and against the individual
defendants for violation of Section 15 of the Securities Act of 1933, Plaintiffs seek undisclosed damages together
with pre- and post- judgment interest, recission or recissory damages as to violation of Section 12(a)(2) of the
Securities Act of 1933, punitive damages, costs and attorneys’ fees. The defendants’ motion to transfer venue to
Georgia was granted. The defendants’ motion to dismiss was granted in part and denied in part. The defendants
filed an answer on March 30, 2000. On January 22, 2002, the Court ordered the parties to mediate. The parties did
so on February 8, 2002. On October 17, 2002, the Defendants filed a Motion for Summary Judgment and a Motion
in Limine to exclude the testimony of the Plaintiffs’ expert. Both motions are pending. Due to the inherent
uncertainties of the litigation process and the judicial system, we cannot predict the outcome of this litigation.
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Regardless of the outcome, this matter could be costly, time consuming and a diversion to management and other
resources. If the outcome of this matter is adverse to us, it could result in substantial damages.

Risks Related to Government Regulation

U.S. or other government regulations and legal uncertainties related to the Intermet amd electromic
communications may place financial burdens on sur business related to compliance.

Currently, there are few laws or regulations directed specifically at electronic commerce and the Internet.
However, because of the Internet’s popularity and increasing use, new laws and regulations may be adopted. These
laws and regulations may cover issues such as collection and use of data from Web site visitors, privacy,, e-mail,
network and information security, “spamming,” pricing, content, copyrights and other intellectual property, changes
in telecommunications regulations, online gambling, distribution and quality of goods and services. The enactment
of any additional laws or regulations may impede the growth of the Internet, which could impede the growth of our
Web-enabled products and services and place additional financial burdens on our business in order to comply with
new laws and regulations.

Laws and regulations directly applicable to electronic commerce or Internet communications are becoming
more prevalent. For example, the United States Congress has enacted laws regarding on-line copyright infringement
and the protection of information collected on-line from children. Although these laws may not have a direct
adverse effect on our business, they add to the legal and regulatory uncertainty regarding the Internet and possible
future costs of regulatory compliance.

Our fatlure to comply with varicus government regulations related to traditional telephone service providers
could impair our ability to deliver our preducts and services.

One of our subsidiaries, PCI, provides regulated long distance telecommunications services and is subject
to regulation by the FCC and by various state public service and public utility commissions. PCI is, and our other
subsidiaries may be, affected by regulatory decisions, trends and policies made by these agencies. In addition,
various international authorities may also seek to regulate, or to impose requirements with respect to, the services
provided by PCI or our other subsidiaries. If PCI fails to comply with these various government regulations, or if
our other subsidiaries were required to submit to the jurisdiction of such government authorities, we could be
prohibited from providing portions of our services or we could be subject to fines, forfeitures or other penalties for
noncompliance.

We use reasonable efforts to ensure that PCI’s operations comply with regulatory requirements. PCI,
however, may not be currently in compliance with all FCC and state regulatory requirements. Furthermore, PCI’s
facilities do not prevent its customers from making long distance calls in any state, including states in which it
currently is not authorized to provide intrastate telecommunications services. PCI’s provision of long distance
telecommunications services in states where it is not in compliance with public utility commission requirements
could result in prohibitions on providing long distance service and subject us to fines, forfeitures or other penalties
for noncompliance.

We may become subject to new laws and regulations involving services and tramsactions in the areas of
electronic commerce, which could increase costs of compliance.

In conducting our business, we are subject to various laws and regulations relating to commercial
transactions generally, such as the Uniform Commercial Code, and we are also subject to the electronic funds
transfer rules embodied in Regulation E promulgated by the Board of Governors of the Federal Reserve System.
Congress has held hearings regarding, and various agencies are considering, whether to regulate providers of
services and transactions in the electronic commerce market. It is possible that Congress, the states or various
government agencies could impose new or additional requirements on the electronic commerce market or entities
operating therein. If enacted, these laws, rules and regulations could be imposed on our business and industry and
could result in substantial compliance costs.

Recently enacted and proposed changes in securities laws and regulations are likely to increase our costs.

The Sarbanes-Oxley Act of 2002, which became law in July 2002, has resulted in changes in some of our
corporate governance and securities disclosures and compliance practices. That Act also requires the SEC to
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promulgate new rules on a variety of subjects, in addition to final rules and rule proposals already made, and Nasdag
has proposed revisions to its requirements for companies whose securities are quoted on Nasdaq. We expect these
developments to increase our legal compliance costs, and to make some activities more time-consuming. We are
presently evaluating and monitoring regulatory developments and cannot estimate the timing or magnitude of the
additional costs we may incur as a result.

Risks Related to International Operations and Expansion

Our future success depends on our expansion into imtermational markets and revenue from international
operations may not grow enough to offset the cost of expansion.

A component of our strategy is our planned expansion into international markets. Revenue from
international operations may not grow enough to offset the cost of establishing and expanding these international
operations. We currently deliver multimedia messaging and conferencing services worldwide. While we have
significant international experience in the delivery of our multimedia messaging services, we have only limited
experience in marketing and distributing our conferencing services. Accordingly, we may not be able to
successfully market, sell and deliver our conferencing services in the new international markets.

There are risks inherent in internationaj operations that could hinder our international growth strategy.

Our ability to achieve future success will depend in part on the expansion of our international operations.
There are difficulties and risks inherent in doing business on an international level that could prevent us from selling
our products and services in other countries or hinder our expansion once we have established international
operations, including, among other things, the following:

e  burdensome regulatory requirements and unexpected changes in these requirements;

e  export restrictions and controls relating to technology;

e tariffs and other trade barriers;

e difficulties in staffing and managing international operations;

e longer payment cycles;

e problems in collecting accounts receivable;

e political and economic instability;

¢ fluctuations in currency exchange rates;

e scasonal reductions in business activity during the summer months in Europe and other parts of the
world; and

e potentially adverse tax consequences.
We could experience losses from fluctuations in currency exchange rates.

We conduct business outside the U.S. and some of our expenses and revenue are derived in foreign
currencies. In particular, a significant portion of our multimedia messaging business is conducted outside the U.S.
and a significant portion of our revenue and expenses from that business are derived in foreign currencies.
Accordingly, we could experience material losses due to fluctuations in foreign currencies. We have not
experienced any material losses from fluctuations in currency exchange rates, but we could in the future. We
typically denominate foreign transactions in foreign currency and have not regularly engaged in hedging
transactions, although we may engage in hedging transactions from time to time in the future.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The Company is exposed to market risk from changes in interest rates and foreign currency exchange rates.
The Company manages its exposure to these market risks through its regular operating and financing activities.
Derivative instruments are not currently used and, if utilized, are employed as risk management tools and not for
trading purposes.

At December 31, 2002, no derivative financial instruments were outstanding to hedge interest rate risk. A
hypothetical immediate 10% increase in interest rates would decrease the fair value of the Company’s fixed rate
convertibie subordinated notes outstanding at December 31, 2002 and 2001, by $17.7 million and $22.2 million,
respectively.

Approximately 33.0% and 32.7% of the Company’s sales from continuing operations and 33.2% and
19.2% of its operating costs and expenses from continuing operations were transacted in foreign currencies in 2002
and 2001, respectively. As a result, fluctuations in exchange rates impact the amount of the Company’s reported
sales and operating income. A hypothetical positive or negative change of 10% in foreign currency exchange rates
would positively or negatively change revenue for 2002 and 2001 by approximately $11.2 million and $10.8 million
and operating expenses for 2002 and 2001 by approximately $10.5 million and $9.8 million, respectively.
Historically, the Company’s principal exposure has been related to local currency sales, operating costs and
expenses in Europe and Asia (principally the United Kingdom, Germany and Japan). The Company has not used
derivatives to manage foreign currency exchange risk and no foreign currency exchange derivatives were
outstanding at December 31, 2002.
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Report of Independent Accountants

To the Board of Directors and Shareholders of PTEK Holdings, Inc.:

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of
operations, shareholders’ equity, and cash flows present fairly, in all material respects, the financial position of
PTEK Holdings, Inc. and its 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. These financial statements are the responsibility of
the Company’s management; our responsibility is to express an opinion on these financial statements based on our
audits. We conducted our audits of these statements in accordance with auditing standards generally accepted in the
United States of America, which require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 2 to the consolidated financial statements, the Company adopted Financial
Accounting Standards Board Statement No. 142 on January 1, 2002,

/s/ PricewaterhouseCoopers LLP

Atlanta, Georgia
March 27, 2003




PTEK HOLDINGS, INC. AND SUBSIDIARIES

CONSQOLIDATED BALANCE SHEETS
December 31, 2002 and 2001
(in thousands, except share data)

ASSETS
CURRENT ASSETS

Cash and cash eqUIVAIENLS ........coirivrriiineirce e er e e bbb
Marketable securities, available for Sale........ooovviiiiiiieiei i
Accounts receivable (less allowances of $7,074 and $8,278, respectively)..........co.........
Federal income tax 1€CeIVADIE .........ooiiiiiiiiece ettt
Prepaid expenses and other CUITeNt @SSELS ..........ovvveceriririenieenetne et
Deferred INCOME 1AXES, NMEL. ..icivuviiii ettt et e st e ettt e s a e s e et s s eneeaaens

Total CUITENE ASSELS. .c.eviriririiecicccieievt ettt ettt se bt ese s aesn

PROPERTY AND EQUIPMENT, NET. ...ttt e s

OTHER ASSETS ..ottt ettt ettt sttt sa et bbb esse s e s teneases e bessanne
Goodwill, net Of AMOTTIZALION . .eviiiireececieiie s eeeee e s e s s e e sseeeeesas s eeesrsne e sraeesereneeesens
Intangibles, net 0f AMOTtIZALION. ....vvevioviiiiieei e e e es
Deferred INCOME tAXES, NEL......coiiiirieieiiieiee sttt rs et ear et srs e st eae st ereereene
Notes 1eCeivable-EMPLOYEES ...c..oiieiire vttt rr sttt essesanes
OHHET BSSELS. ...cuviveeeririeeir ettt sttt st sttt e s b sttt s esae s ess s et et sean e b nsaene

LIABILITIES AND SHAREHOLDERS’ EQUITY

CURRENT LIABILITIES

ACCOUNES PAYADIE. ..c.viiiieieiiie ettt sttt et n et eree et et eree s
Deferred rEVENUE. .....co.oooiiiiiiie ittt sttt a et be st e e ana e erresareereeaeares
ACCIUEA TAXES .evtueeereieeeire et ettt ettt re et e st esba s e e s et s e e asaass e e e e saeseansesasbeseeneten
ACCTUEA EXPEIISES ..e.cvvieeeeiie ettt sttt ettt sr ettt er e b st seere b s en s e st eb st et ebeseseeneenen
Current maturities of long-term debt and capital lease obligations. .........ccooceececvirerenenee
ACCTUET TESITUCTUTITIZ COSLS ©.uveeriaiiieeeieiienrete st rertesee e e s e e e e ete st eveenestabsereresbestenes

Total current Habilities.......ccvriiriirieiiirei it

LONG-TERM LIABILITIES
Convertible subordinated NOLES. .....oevviiiier i
Long-term debt and capital lease obligations. .........cccccovereveeicincincein e
ACCTUE EXPEIISES .evveeii et ste e e st st sr e e s e sn e b et nne
Total long-term Labilities .........occviireeiniiieec et

COMMITMENTS AND CONTINGENCIES (Note 20)

SHAREHOLDERS’ EQUITY
Common stock, $.01 par value; 150,000,000 shares authorized, 58,733,628 and
56,984,575 shares issued in 2002 and 2001, respectively, and 53,540,828 and
53,584,639 shares outstanding in 2002 and 2001, respectively.....c.c.ooeereeincecrecnnnnecne,
Unrealized gain on marketable securities, available for sale. ............cc.coccooiinenininnecn,
Additional paid-in Capital. .........ccvriiiirieiiiiie e e
Unearned restricted share COMPENSAtion .......c.ovvccrrecirriinnineneeeeiiere e resreeneereonenins
Treasury stock, at cost (5,192,800 and 3,399,936 shares for 2002 and 2001,
TESPECTIVEIY) coviiieeetetiii ettt
Notes receivable, shareholder. ... e
Cumulative translation adjustment .........c.oeeiiiiiiriie e
Accumulated defiCit... ... e e
Total shareholders” eqUItY. .......oiccviiiii e s

2002 2001
$ 68,777 $ 48,023
641 1,477
51,909 58,613
— 9,208
8,872 7,982
15.801 13.743
146,000 139,046
63,148 91,349
123,066 123,066
7,802 21,880
6,648 6,923
2,083 —
3,346 4174
$352,093  $386,438
$ 37,110 $ 56,862
— 452

8,250 16,031
32,319 42,733
4,320 6,124
1.898 3,728
83,897 125.930
172,500 172,500
3,407 8,552
7.951 424
183.858 181.476
587 569
276 722
603,883 597,885
(1,913) (3,860)
(22,112) (15,494)
(5,042) (4,593)
(2,810) (5,775)
_(488.531)  _(490.422)
84338 79.032
$352,093  $386,438

Accompanying notes are integral to these consolidated financial statements
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PTEK HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATICNS
Years Ended December 31, 2002, 2001 and 2000
(in thousands, except share and per share data)

2000

2002 2001
Revenues $ 341,253 $ 330,416 $ 303,244
Telecommunications Costs 64,765 72,953 82.964
Gross Profit 276,488 257.463 220,280
Direct Operating Costs 52.898 52,323 43,079
Contribution Margin 223,590 205.140 177,201
Operating Expenses
Selling and marketing 88,970 75,494 67,889
General and admINISTTAtIVE. ......c.vveeiieiieceeeieeeeteee et e ettt eesesereeesaene 55,845 58,291 47,545
Research and development 7,236 11,073 8,598
Depreciation 21,526 20,707 19,791
Amortization 10,876 88,553 90,227
Restructuring costs 1,834 4,608 (61)
Asset impairments 3,202 100,796 800
Equity based compensation 1,871 20,429 2,102
Net legal settlements and related expenses 7.325 2,331 (1.484)
Total operating expenses 198.685 382,282 235,407
Operating Income (Loss) 24,905 (177,142) (58,206)
Other (Expense) Income
INEEIESE EXPEIISE .viivveiieiieeireerietierreeaesaesereesteraeerseessessessesasaetsentsasteeeresssessnes (11,510) (11,544) (11,324)
TNEErESt INCOMIE .vo it cete e rte e st be e s e enee e vt e sraeetreeanneenens 1,482 647 938
Gain on sale of marketable SECUIItIES ......c..vvvecevviiiericre e e e 930 2,971 59,734
Asset impairment and obligations - INVESHMENLS. .........ocovveeeeireevereerereeeeinens — (31,695) (14,984)
Amortization of goodwill - equity INVESIMENES .......ceceeeeieerreriainnieiresiesnnns — (1,612) (4,930)
OHEL, NEL ittt ettt eaeerbe e stbesrteste e e eaesenssareeabssabeetrerees (&) (2.626) 136
Total other (EXPENSE) INCOIME ....voovivirereriiiieeriii e st eer et eee e raae e e s eaees (9.106) (43.859) 29,570
Income (Loss) From Continuing Operations Before Income Taxes........ccocveeeeennn. 15,799 (221,001) (28,636)
Income Tax Expense (Benefit) ........cvavviiiiieeeiiiciieeieiecte et et e 1,376 (11,343) 17.966
Income (Loss) from Continuing Operations .........coevivveeeieeiiivecirreeeecreeeeeeeere s $ 14,423 $(209,658) $ (46,602)
Discontinued Operation:
Loss from operations of Voicecom (including loss on disposal of (16,172) (53,162) (18,993)
TnCome taX DEnE it .. .ccviiviveieciiie ettt (3.640) (20.700) (6.729)
Loss on discontinued OPErationS.......cc..cvveiveeiveiieieinieseeeseeses e sereesesere e senes (12.532) (32,462) (12,264)
Net INCOME (LLOSS) .vivvierrereciiieiie it ctetreteeceeeete st sre s seaeereersest st erb et sareseserasbesresbesaees $ 1,891  $(242,120) 8 (58,866)
Basic Earnings (Loss) Per Share:
CONTINUING OPETATIONS. ... .ccvierrirereenrirseeereesstersseresssesssessesssessessssessssssssrsesssssens $ 027 $§ @19 $ (097
Discontinued OPETAtIONS .......ccuevviiveeieveriiieeierreeserree e st eeeessaeeeeereeessseresessanens (0.23) (0.65) (0.25)
INEt INCOME (10SS) .. .viieiiiiiireiirieenesenteereeeserese et sreesasereesraesseeasassteeresntesssesrnes $_ 004 $ (484 §_ (1.22)
Diluted Earnings (Loss) Per Share:
CONtINUING OPETALIONS. ....ovveeveeriieiireeneeererteeretesteseeesesssesssensssestssbesresresteseenns $ 0.26 $ @19 §$ (097
Discontinted OPEIAIONS .....cccuvieiieaitireeereeieeeerte et eeeeteereeeertesteseeraesreseneaesens (0.23) (0.65) (0.25)
NEt INCOME (L0SS) v iuvevrireiereetriircreriiine it sreeresssesesreesestesresssraeresesestoneersesesesnns $§ 0.03 $ (484) § (1.22)
Weighted Average Shares Outstanding:
BASIC 1.ivriiiiie it esteer et et et et e bt st b e se et e ae s neetbeebae s sereeat e nssresereenraetres 53,550 49,998 48.106
DIIULEA ..ottt et e st r et e re e eares 56,262 49,998 48,106

Accompanying notes are integral to these consolidated financial statements.
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PTEK HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS® EQUITY
Years Ended December 31, 2002, 2001 and 2000

BALANCE, December 31, 1999.......

Comprehensive Loss:
Net loss
Translation adjustments.
Change in unrealized net gain
(loss) on marketable securities,
net of taX ..o
Comprehensive Loss ..o.oocennceinnens

Issuance of common stock:
Exercise of stock options
Treasury stock purchase
401K plan match................ .
Employee stock purchase plan. ........
Income tax benefit from exercise

of stock OpHONS «...ocoerevrrererrcinnne
Issuance of shareholder note

receivable. ...

BALANCE, December 31, 2000.......

Comprehensive Loss:
Net loss
Translation adjustments.
Change in unrealized net gain
(loss) on marketable securities,
Net Of tAX v
Comprehensive Loss ......ocoovervviicennae

Issuance of common stock:
Exercise of stock options
Treasury stock purchase
401K plan match............. -
Employee stock purchase plan. .........
Restricted stock issued. ....coorervorennene
Stock options issued for
SEVETANCE. ..vcovviresresririssirensinenniainee
Stock options and warrants for
SETVICE .oeiiieiceiecie et er e
Stock issued for accrued legat
Settlement........cooevieiricreeiniennnenn,
Issuance of shareholder note
receivable.........ocovninnienien,

BALANCE, December 31, 2001 .......

Comprehensive Income:
Net income
Translation adjustments.
Change in unrealized net gain
(loss) on marketable securities,
net of tax
Comprehensive Income ...

Issuance of common stock:
Exercise of stock options..
Treasury stock purchase ... .
401K plan match.....cccvervcireoneen
Employee stock purchase plan.
Restricted stock issued.............
Stock issued for legal settlement.......
Restricted stock cancelled ................
Stock compensation in exchange

fOr SEIVICES..ouciivmreeceercereerenine
Stock compensation expense .............
Income tax benefit from exercise

Of S10CK .oovviiece e o
Interest related to shareholder

note receivable ...

BALANCE, December 31, 2002.......

Commeon
Stock
Issued

IN
W B

Additional
Paid-In
Capital

6,869

1,605
1,373

1,573

1,584
11,316
1,871
568

268

1,625

(in thousands)

Unrealized  Unearned
Note Gain on Restricted  Cumulative
Receivable Treasury Accumulated  Marketable Share Translation
Shareholder Stock Deficit Securities Compensation Adjustment
$481 £570.054 $(1,047) £00.133) $(189,436) 350,774 i =

— — (58,866) — — —

— — — — — (6,890)

— — — (48,458) — —

— (3,265) — — — —

(2,787) — — — — —

33.834)  §(12,398) £(248,302) $2.316 pI— £(6.363)

—_ — (242,120) — — _

— — — - — 588

— — — (1,594) — —_—

— (3,096) — — — _

—_ —_ — — (3,860) _

759 — — — — —

£4.593)  s05494) $(490,422) 2 722 $(3,860) §(5.775)

— — 1,891 — — —

— — — — — 2,965

- — — (446) — —

— (6,618) — — — —

— — _ _ (95) —

— — — — 171 —

— —_— — — 1,871 —

449 — — — — —

35.042)  50Q2.112) $(488,531) £276 $(1,913) 2.810)

Accompanying notes are integral to these consolidated financial statements.
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Total
Shareholders’
Equity
$422.220

(58,866)
(6,890)

(48.458)
(114.214)

6,893
(3,265)
1,608
1,378
1,573
(2.787)
£313,406

(242,120)
588

(1.594)
(243,126

11
(3,006)
1,595
799
7,494

1,871
568
269

759

1,891
2,965

(446)
4410

294
(6,618)
1,629
908
732
1310

1,871
1,209

449



PTEK HOLDINGS, INC. AND SUBSIDIARIES

CONSCLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2002, 26061 and 2060

(in thousands)

CASH FLOWS FROM QOPERATING ACTIVITIES

Nt INCOME (LOSS) .ouvieirrreriiieierieeierirnirrsreesteeetereerestesses s sseereressbesineessseseesseneenaens

Adjustments to reconcile net income (loss) te net cash provided by operating

activities:
Loss on discontinued OPEration ........c.ocovvvveirirenieroreneerereenresesreereresesesneecnene
DEPIECIALION. c.v ittt ettt ettt sttt st s e et e
AMNOTTIZALION ...ttt ettt ettt ettt s e s e s e b s b sebabesa st sr s b b ses e
Gain on sale of marketable securities, available for sale.......ccoovvviiivnenciinninennns
Non-cash legal settlements and related expenses, Net.........ccovveiiniiiciiiininncenn,
Deferred iNCOME tAXES ....cccverieirieririeeet e neet e sttt et e
RESHTUCIUTING COSES, TIBL.......ovrvisiereriieeseesieesesecsesessesesesaesassssesessetesssesesaesessseerssenans
Equity based COMPENSAtion .........c.cccvvveeirieieenere e sercerenescereneests e
ASSEE IMPAITINICIIES 1.veevveiierererererrerrreeaeeseesseesreasseassessaessesssesinesaesssersssessnesssessneens
Asset impairment and obligations — INVESIMENTS........ceccecrerervreerreinnereseerereene
Amortization of goodwill — INVESIMENTS......cocvvivie i s
Federal income tax receivable .........ocooiviriiniiiiiii e
Changes in assets and liabilities:
ACCOUNTS TECEIVADIE, ME....vviiiiiiiiee ettt eeeeree e rare e e eennes
Prepaid expenses and Other..... ...
Accounts payable and accrued eXpenses .......c..ooeceeeeinnen e e
Total adjuStMENtS ......orvieveiiieeie et et s
Net cash provided by operating activities from continuing operations.................
Net cash (used in) provided by operating activities from discontinued
OPETALIOMS. 1. vttt stecieeeeteeteeeteae st esbe e et esbe e et esbeesabstaesesteteereseete st sestessaneatessnnsens
Net cash provided by operating activities .........cccocvvvievicicimeconiienenne e,

CASH FLOWS FROM INVESTING ACTIVITIES

Capital EXPENAITUIES .......ccvevivieietiie ettt st
Proceeds from sale of discontinued operation ............c.ceceeeieeervvinnvnsveseeceeenee
Sale of marketable SECUTIIES .....cccvvevverreriiere vttt e
ACQUISIEIONIS ..eeeveereeterieteete sttt e et see et seebesbeseete b sesse b et st csbest et et sentesbenentbeneas
TIVESTIMEIS ...ttt e sree e st seeesbe et eaeeesaees

Net cash (used in) provided by investing activities from continuing operations. .
Net cash used in investing activities from discontinued operations...........c.........
Net cash used in INVESHING ACHIVILIES ..oveveriiiieeiiee e

CASH FLOWS FROM FINANCING ACTIVITIES

Principal payments under borrowing arrangements...........coerereeererieernreeareennon.
Proceeds from long term borrowing arrangements......cooceevererervnreevvceeverecerieneens
Purchase of treasury Stock, 8t COST. .voveriiiniiniririeieiiieiee e
Exercise of StOCK OPHIONS c.c..cvcveririeiriiirieenrer st seetnee s
Issuance of shareholder note receivable ..o
Net cash (used in) provided by financing activities from continuing
OPETALIOTIS. ..eevverertesieetteteie st ste et e svessests e e esbe e esbesresreeresaesresssesteabesbesbesbesbesbeas
Net cash used in financing activities from discontinued operations. ...........c.......
Net cash used in financing actiVIities..........coovevvvrernmrineenreeereeeece s

Effect of exchange rate changes on cash and equivalents ............ccceeeeevcevicniornnneennns
NET INCREASE IN CASH AND EQUIVALENTS ..c.ccooreiiicciieece
CASH AND CASH EQUIVALENTS, beginning of period ..........cccoovvvreivicrnnene
CASH AND CASH EQUIVALENTS, end ¢f period..........cccvvviercreinenicrneneennne

2002 2001 2000
$ 1,891  $(242,120) $ (58,866)
12,532 32,462 12,264
21,526 20,707 19,791
10,876 88,553 90,227
(930) (2,971) - (59,734)
1,310 718 10,516
2,516 (25241)  (9,207)
(1,074) 1,669  (4,555)
1,871 20,429 2,102
3,202 100,796 800
— 31,695 14,984
— 1,612 4,930
— (9,208) —
(2,365) 6,434 (4,556)
3,605 2,879 4,548
(17.716) 620 _(15.741)
35353 271.154 66.369
37,244 29,034 7.503
(5.804) 31.871 10.426
31.440 60,905 17.929
(13,760)  (25,628) - (22,830)
7,248 _ -
1,038 5,196 62,844
(701) (5.828)  (2,487)
— (3,791)  (33,806)
— (2.497) (78)
(6,175)  _(32.548) 3.643
(155) (2.857) _(10.109)
(6330) (35405) _ (6.466)
(3,587) (996)  (1,457)
4,000 6,500 —
(6,618) (3,096)  (3,265)
294 11 6,894
— (759)  _(2.787)
(5911) 1.660 (615)
(1.086) (1964) _ (1.779)
(6.997) (304) _ (2.394)
2.641 (164) __(1.444)
20,754 25,032 7,625
48.023 22.991 15.366
$68777  $48023  $22991

Accompanying notes are integral to these consolidated financial statements.
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1. THE COMPANY AND ITS BUSINESS

PTEK Holdings, Inc., a Georgia corporation, and its subsidiaries (collectively the “Company” or “PTEK”),
is a global provider of business communications services, including conferencing (audio conferencing and Web-
based collaboration) and multimedia messaging (high-volume actionable communications, including e-mail,
wireless messaging, voice message delivery and fax). The Company’s reportable segments align the Company into
two decentralized operating segments based on product offering. These segments are Premiere Conferencing and
Xpedite. Through a series of acquisitions from April 1998 through September 1999, PTEK assembled a suite of
communications and data services, an international private data network and points-of-presence in regions covering
North America, Asia/Pacific and Europe. In addition, the Company had one other reportable segment, Voicecom,
which the Company exited through a sale of substantially all its assets, effective March 26, 2002. Voicecom offered
a suite of integrated communications solutions, including voice messaging, interactive voice response services and
unified communications.

2. SIGNIFICANT ACCOUNTING POLICIES
Accounting Estimates

Preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and reported
* amounts of revenues and expenses during the reporting period. Financial statement line items that include
significant estimates consist of goodwill, net; intangibles, net; restructuring costs; tax accounts and the allowance for
uncollectible accounts receivable. Changes in the facts or circumstances underlying these estimates could result in
material changes and actual results could differ from those estimates. These changes in estimates are recognized in
the period they are realized.

Principles of Consclidation

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

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand and highly liquid investments with a maturity at date of
purchase of three months or less.

Marketable Securities, Available for Sale

The Company follows Financial Accounting Standards Board (“FASB”) Statement of Financial
Accounting Standards (“SFAS”) No. 115, “Accounting for Certain Investments in Debt and Equity Securities.”
SFAS No. 115 mandates that a determination be made of the appropriate classification for equity securities with a
readily determinable fair value and all debt securities at the time of purchase and a re-evaluation of such designation
as of each balance sheet date. At December 31, 2002 and 2001, investments consisted primarily of common stock.
Management considers all such investments as “available for sale.” Common stock investments are carried at fair
value based on quoted market prices. Unrealized holding gains and losses, net of the related income tax effect are
excluded from earnings and are reported as a separate component of shareholders’ equity until realized. Realized
gains and losses are included in earnings and are derived using the specific identification method for determining the
cost of the securities sold.
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Investmemnts

The Company has made investments in various companies that were engaged in emerging technologies
related to the Internet through its investment arm, PtekVentures. During 2001, market conditions declined for the
non-public companies in the PtekVentures portfolio, with certain of these companies filing for bankruptcy and
subsequently being liquidated. Accordingly, the Company decided to exit the venture business and cease future
funding in its portfolio companies. Either the cost or equity method was used to account for these investments in
accordance with Accounting Principles Board (“APB”) Opinion No. 18, “The Equity Method of Accounting for
Investments in Common Stock.” Based on the Company’s ownership interest, the consolidation method was not -
used for any investments.

Cost Method

The cost method of accounting was used for any investment in which the Company owned less than 20%
and did not exercise significant influence. Significant influence is generally determined by, but not limited to,
representation on the affiliate’s Board of Directors, voting rights associated with the Company’s holdings in
common, preferred and other convertible instruments in the affiliate, and any legal obligations. As there was no
quoted market price for these investments and the Company owned less than 20%, the investment was carried at cost
unless circumstances suggest that an impairment should have been recognized.

Equity Method

Affiliated companies in which the Company owned 50% or less of the equity ownership, but over which
significant influence was exercised, were accounted for using the equity method of accounting. The amount by
which the Company’s investment exceeded its share of the underlying net assets was considered to be goodwill, and
was amortized over a three-year period.

Accounts Receivable

Included in accounts receivable at December 31, 2002 was earned but unbilled revenue of approximately
$1.9 million at Premiere Conferencing, which results from weekly cycle billing that was implemented during the
third quarter of 2002. Earned but unbilled revenue is billed within thirty days. Bad debt expense was approximately
$5.1 million, $6.1 million and $1.3 million in 2002, 2001 and 2000, respectively.

Property and Equipment

Property and equipment are recorded at cost. Depreciation is provided under the straight-line method over
the estimated useful lives of the assets, commencing when the assets are placed in service. The estimated useful
lives are five to seven years for furniture and fixtures, two to five years for software and three to ten years for
computer and telecommunications equipment. The cost of installed equipment includes expenditures for
installation. Assets recorded under capital leases and leasehold improvements are depreciated over the shorter of
their useful lives or the term of the related lease.

Research and Development

The Company incurs research and development costs primarily related to developing enhancements and new service
features and are expensed as incurred.

Seftware Development Ceosts

Pursuant to the American Institute of Certified Public Accountants Statement of Position (“SOP”) 98-1,
“Accounting for the Costs of Software Developed or Obtained for Internal Use,” costs incurred to develop
significant enhancements to software features to be sold as part of services offerings at Xpedite and costs incurred to
implement a new billing system at Premiere Conferencing are being capitalized. For the twelve months ended
December 31, 2002 the Company capitalized approximately $2.9 million related to these projects. There were no
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costs capitalized for the comparable periods in 2001, These capitalized costs are being amortized on a straight line
basis over the estimated life of the related software, not to exceed three years. Amortization expense recorded for
phases completed for the twelve months ended December 31, 2002 was approximately $0.3 million.

Gooedwill

Goodwill represents the excess of the cost of businesses acquired over fair value of net identifiable assets at
the date of acquisition and has historically been amortized using the straight-line method over various lives up to 7
years. With the adoption of SFAS No. 142, “Accounting for Goodwill and Other Intangible Assets,” which became
effective January 1, 2002, the Company no longer records amortization expense associated with goodwill, but
instead goodwill is subject to a periodic impairment assessment by applying a fair value based test. This analysis
was completed for the year ended December 31, 2002 and no impairment was identified.

The Company amortized the goodwill of its non-public equity investments in its PtekVentures’ portfolio
over a three-year useful life until the second quarter of 2001, at which time the Company wrote off the remaining
carrying value of such investments. The amortization is included in “Amortization of goodwill equity investments”
and the write off is included in “Asset impairment and obligation investments” in the accompanying consolidated
statements of operations. See Note 6—"Investments.”

Valuation of Long-Lived Assets

Management evaluates the carrying values of long-lived assets when significant adverse changes in the
economic value of these assets requires an analysis, including property and equipment and other intangible assets.
Effective in January 2002, with the adoption of SFAS No. 144 “Accounting for the Impairment or Disposal of Long-
Lived Assets,” (“FAS No. 144”) a long lived asset is considered impaired when its fair value is less than its carrying
value. In that event, a loss is calculated based on the amount the carrying value exceeds the future cash flows, as
calculated under the best-estimate approach, of such asset. Prior to adopting FAS No. 144, a long-lived asset was
considered impaired when undiscounted cash flows or fair value, whichever was more readily determinable, to be
realized from such asset was less than its carrying value. In that event, a loss was determined based on the amount
the carrying value exceeded the discounted cash flows or fair value of such asset. Management believes that long-
lived assets in the accompanying consolidated balance sheets are appropriately valued. See Note 12— Asset
Impairments.”

Equity Based Compensation Plans

The Company accounts for stock based compensation using the intrinsic value method prescribed in
Accounting Principles Board Opinion (“APB”) No. 25, “Accounting for Stock Issued to Employees,” and related
Interpretations. Accordingly, no compensation expense has been recognized for awards (other than restricted share
awards) issued under the Company’s stock based compensation plans where the exercise price of such award is
equal to the market price of the underlying common stock at the date of grant. The Company provides the additional
disclosures required under SFAS No. 123, “Accounting for Stock Based Compensation” (“SFAS No. 123”), as
amended by SFAS No. 148, “Accounting for Stock Based Compensation — Transition and Disclosure.”
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The Company has adopted the disclosure only provision of SFAS No. 123. Had compensation expense for
the Company’s stock option grants described above been determined based on the fair value at the grant date for
awards in 2002, 2001 and 2000, consistent with the provisions of SFAS No. 123, the Company’s net loss and loss
per share would have been increased to the pro forma amounts indicated below for the years ended December 31 (in
thousands, except per share data):

2002 2801 2000

Net income (loss):
As reported 1,891 $ (242,120) (58,866)

Deduct: total stock-based compensation expense

determined under fair value based method for

all awards net of related tax effects (4.642) (11,256} (18,122}

Pro forma § @75 $ (253,376) (76,988)
Basic net income (loss) per Share: .........ccocvvvieeiveeeienennn,

As reported $ 0.27 $  (4.84) (1.22)

Pro forma $ (0.05) £ 507N (1.60)
Diluted net income (loss) per share: .........cccovvrvcnonnecnnenne,

As reported $

Pro forma $ (005

0.26 S (4.84) $  (122)
$  (5.07) $  (1.60)

Significant assumptions used in the Black-Scholes option pricing model computations are as follows:

2002 2001 2600
Risk-free INTErest rate.......oovveerereriisieriiee e 3.95% 4.18% 5.13-5.61%
Dividend yield ..o, 0% 0% 0%
Volatility fACIOT ...vicviiiiciii e 76% 90% 99%
Weighted average expected life.........ccooovireninenininviniennnens 3.95 years 3.79 years 3.75 years

The pro forma amounts reflect options granted since January 1, 1996. Pro forma compensation cost may
not be representative of that expected in future years.

Revenue Recognition

The Company recognizes revenues when persuasive evidence of an arrangement exists, services have been
rendered, the price to the buyer is fixed or determinable, and collectibility is reasonably assured. Revenues consist
of fixed monthly fees, usage fees generally based on per minute or transaction rates, and service initiation fees.
Unbilled revenue consists of earned but unbilled revenue which results from the weekly billing cycle that was
implemented at the Premiere Conferencing operating segment during the third quarter of 2002. Deferred revenue
consists of payments made by customers in advance of the time services are rendered. The Company’s revenue
recognition policies are consistent with the guidance in Staff Accounting Bulletin (“SAB”) No. 101, “Revenue
Recognition in Financial Statements,” as amended by SAB 101A and 101B.

Income Taxes

The provision for income taxes and corresponding balance sheet accounts are determined in accordance
with SFAS No. 109, “Accounting for Income Taxes” (“FAS 109”). Under FAS 109, the deferred tax liabilities and
assets are determined based on temporary differences between the basis of certain assets and liabilities for income
tax and financial reporting purposes, in addition to net operating loss carryforwards which are reasonably assured of
being utilized. These differences are primarily attributable to differences in the recognition of depreciation and
amortization of property, equipment and intangible assets. Deferred tax assets and liabilities are measured by
applying enacted statutory tax rates applicable to future years in which the deferred tax assets or liabilities are
expected to be settled or realized. Valuation allowances are established when necessary to reduce deferred tax
assets to the amount expected to be realized.
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The Company also records a provision for certain international, federal and state tax contingencies based
on the likelihood of obligation, when needed. In the normal course of business, the Company is subject to
challenges from U.S. and non-U.S. tax authorities regarding the amount of taxes due. These challenges may result
in adjustments of the timing or amount of taxable income or deductions or the allocation of income among tax
jurisdictions. Further, during the ordinary course of business other changing facts and circumstances may impact
the Company’s ability to utilize tax benefits as well as the estimated taxes to be paid in future periods. Management
believes it has appropriately accrued for tax exposures. If the Company is required to pay an amount less than or
exceeding its provisions for uncertain tax matters, the financial impact will be reflected in the period in which the
matter is resolved. In the event that actual resuits differ from these estimates, the Company may need to adjust tax
accounts which could materially impact its financial condition and results of operations.

Basic and Diluted Income {Loss) Per Share

Basic earnings per share is computed by dividing net income (loss) available to common shareholders by
the weighted-average number of common shares outstanding during the period. The weighted-average number of
common shares outstanding does not include any potentially dilutive securities or any unvested restricted shares of
common stock. These unvested restricted shares, although classified as issued and outstanding at December 31,
2002 and 2001, are considered contingently returnable until the restrictions lapse and are not included in the basic
net income (loss) per share calculation until the shares are vested. Diluted net income (loss) per share gives effect to
all potentially dilutive securities. The Company’s convertible subordinated notes, unvested restricted shares and
stock options are all potentially dilutive securities during 2002. For the twelve months ended December 31, 2002,
the difference between basic and diluted weighted-average shares outstanding was the dilutive effect of stock
options and the unvested restricted shares, computed as follows:

December 31, 2002

Total weighted-average shares outstanding — Basic.............. 53,550,029
Add common stock equivalents:
Stock OPHONS .coveiieiiic e 1,633,347
Unvested restricted Shares .........coeeeeveeeeiiieniveceinrnnee e 1.078.909
Total weighted-average shares outstanding — Diluted.......... 56,262,285

For the twelve months ended December 31, 2001, the Company’s convertible subordinated notes and stock
options were potentially dilutive securities, but these securities were antidilutive due to the Company’s net loss and,
therefore, are not included in the diluted per share calculation. Such potentially dilutive securities as of December
31, 2001 were 5.2 million, 1.2 million and 10.3 million shares related to convertible subordinated notes, unvested
restricted shares and stock options outstanding, respectively.

Foreign Currency Translation

The assets and liabilities of subsidiaries domiciled outside the United States are translated at rates of
exchange existing at the balance sheet date. Revenues and expenses are translated at average rates of exchange
prevailing during the year. The resulting translation adjustments are recorded in the “Cumulative translation
adjustment” component of shareholders’ equity.
Treasury Stock

Treasury stock transactions are recorded at cost.
Comprehensive Income (L.oss)

Comprehensive income (loss) represents the change in equity of a business during a period, except for

investments by owners and distributions to owners. Cumulative translation adjustments and unrealized gains on
available-for-sale marketable securities represent the Company’s components of other comprehensive income (loss)
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at December 31, 2002 and 2001. For the years ended December 31, 2002, 2001 and 2000, total comprehensive
income (loss) was approximately $4.4 million, $(243.1) million and $(114.2) million, respectively.

New Accounting Pronouncements

In January 2003, the FASB issued FASB Interpretation No. 46 (“FIN 46”), “Consolidation of Variable
Interest Entities.” This interpretation of Accounting Research Bulletin 51, “Consolidated Financial Statements,”
addresses consolidation by business enterprises of variable interest entities that possess certain characteristics. The
interpretation requires that if a business enterprise has a controlling financial interest in a variable interest entity, the
assets, liabilities, and results of the activities of the variable interest entity must be included in the consolidated
financial statements with those of the business enterprise. This interpretation applies immediately to variable
interest entities created after January 31, 2003 and to variable interest entities in which an enterprise obtains an
interest after that date. We do not have any ownership in any variable interest entities as of December 31, 2002. We
will apply the consolidation requirement of the interpretation in future periods if we should own any interest in any
variable interest entity.

In November 2002, the FASB issued FASB Interpretation No. 45 (“FIN 45”), Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, an interpretation
of FASB Statements No. 5, 57, and 107 and Rescission of FASB interpretation No. 34. The disclosure provisions of
the interpretation are effective for financial statements of interim or annual periods that end after December 15,
2002. However, the provisions for initial recognition and measurement are effective on a prospective basis for
guarantees that are issued or modified after December 31, 2002, irrespective of a guarantor’s year-end. See Note

9—""Discounted Operations.”

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock Based Compensation -
Transition and Disclosure” (“SFAS No. 148”) which amends SFAS No. 123. SFAS No. 148 provides alternative
methods of transition for a voluntary change to the fair value based method of accounting for stock based employee
compensation. SFAS No. 148 also requires that disclosures of the pro forma effect of using the fair value method of
accounting for stock based employee compensation be displayed more prominently and in a tabular format.
Additionally, SFAS No. 148 requires disclosure of the pro forma effect in interim financial statements. See “Equity
Based Compensation Plans” section of Note 2—"Significant Accounting Policies” for the additional annual
disclosures made to comply with SFAS No. 148. The interim disclosure provisions are effective for financial
reports containing financial statements for interim periods beginning after December 15, 2002. As the Company
does not intend to adopt the provisions of SFAS No. 123, the Company does not expect the transition provisions of
SFAS No. 148 to have a material effect on its results of operations or financial condition.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities” (SFAS No. 146), which addresses financial accounting and reporting for costs associated with exit or
disposal activities and nullifies Emerging Issues Task Force Issue No. 94-3, “Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a
Restructuring)” (EITF 94-3). The principal difference between SFAS No. 146 and EITF 94-3 relates to SFAS No.
146 requirements for recognition of a liability for a cost associated with an exit or disposal activity. SFAS No. 146
requires that a liability for a cost associated with an exit or disposal activity be recognized when the liability is
incurred. Under EITF 94-3, a liability for an exit cost as generally defined in EITF 94-3 was recognized at the date
of an entity’s commitment to an exit plan. The Company will be required to adopt SFAS No. 146 for the fiscal year
beginning January 1, 2003, and is currently evaluating this standard and the impact it will have on the consolidated
financial statements.

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements Nos. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections” (“SFAS No. 145”). Among other things, this
statement rescinds SFAS No. 4, “Reporting Gains and Losses from Extinguishment of Debt” (SFAS No. 4), which
required all gains and losses from extinguishment of debt to be aggregated and, if material, classified as an
extraordinary item, net of the related income tax effect. As a result, the criteria in Accounting Principles Board
Opinion No. 30, “Reporting the Results of Operations — Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” which requires gains
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and losses on extinguishments of debt to be classified as income or loss from continuing operations, will now be
applied. The Company will be required to adopt SFAS No. 145 for the fiscal year beginning January 1, 2003, and is
currently evaluating this standard and the impact it will have on the consolidated financial statements.

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets” (“SFAS No. 144”). SFAS No. 144 establishes accounting and reporting standards for the impairment
and disposition of long- lived assets, and is effective for financial statements issued for fiscal years beginning after
December 15, 2001. The Company adopted SFAS No. 144 for the fiscal year beginning January 1, 2002.

In August 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations” (“SFAS
No. 1427). It addresses accounting and reporting for obligations associated with the retirement of tangible long-
lived assets and the associated asset retirement costs. This statement requires that the fair value of a liability for an
asset retirement obligation be recognized in the period in which it is incurred if a reasonable estimate of fair value
can be made. The associated asset retirement costs are capitalized as part of the carrying amount of the long-lived
asset. The liability is accreted to its present value each period while the cost is depreciated over its useful life. SFAS
No. 143 is effective for financial statements issued for fiscal years beginning after June 15, 2002. The Company
adopted SFAS No. 143 for the fiscal year beginning January 1, 2002.

In June 2001, the FASB issued SFAS No. 142, “Accounting for Goodwill and Other Intangible Assets.” It
requires that goodwill and certain intangible assets will no longer be subject to amortization, but instead will be
subject to a periodic impairment assessment by applying a fair value based test. The Company’s required adoption
date is January 1, 2002. Adoption of SFAS No. 142 will have a material effect on the Company’s results of
operations due to the cessation of goodwill amortization on January 1, 2002. The balance of goodwill is $123.1
million as of December 31, 2002 and 2001. The Company adopted SFAS No. 142 for the fiscal year beginning
January 1, 2002.

Reclassifications

Certain prior year amounts in the Company’s consolidated financial statements have been reclassified to
conform to the 2002 presentation.

On January 1, 2001, management responsibility for international conferencing services was transferred
from Xpedite to Premiere Conferencing. Prior to that date, these international revenues were reported in the Xpedite
operating segment. The revenues of the Australian operations of Voicecom that were retained in conjunction with
the sale of this operating segment are reported in the international results of Xpedite effective January 1, 2002. In
order to report comparable operating segment financial results, certain financial information for years prior to 2001
has been reclassified. Overall these reclassifications did not have a material impact on the financial results of the
operating segments for the periods presented.
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EXCLUSION OF SFAS NO. 142 AMORTIZATION

Effective January 1, 2002, the Company adopted SFAS No. 142 which requires that goodwill and certain
intangible assets no longer be subject to amortization, but instead be subject to a periodic impairment by applying a
fair value based test. The balance of goodwill was $123.1 million as of December 31, 2002 and 2001. During the
fourth quarter of 2002, a third party valuation was obtained and the Company determined there was no impairment
of these assets as of December 31, 2002. Exclusive of SFAS No. 142 amortization, basic and diluted net income

‘(loss) per share for the twelve months ended December 31, 2002, 2001 and 2000 would have been (in thousands,
except per share data):

Twelve Months Ended
December 31, December 31, December 31,

Adjusted net imcome (loss): 2002 2001 2000
Income (loss) from continuing operations $ 14,423 $(209,658)

Add goodwill amortization for Xpedite — 57,430

Add goodwill amortization for Premiere Conferencing p—— 7.658

Adjusted income (loss) from continuing operations $ 14,423 $(144.570)

Add goodwill amortization for Voicecom — 2,277

Loss from discontinued operations (12,532) (32,462)

Adjusted net income (loss) $(174,755)

Twelve Months Ended
December 31, December 31, December 31,

Adjusted basic net income (loss) per share: 2002 2001 2000
Income (loss) from continuing operations...........cececvevervrvenen. $0.27 $(4.19) $(0.97)
Add goodwill amortization for Xpedite..........c.cccoerirrnnnnnn. — 1.15 1.19
Add goodwill amortization for Premiere Conferencing ......... — 0.15 0.16
Adjusted income (loss) from continuing operations............... $0.27 2.89 0.38
Add goodwill amortization for Voicecom......cccocvevrevienennee, — 0.05 0.06
Loss from discontinued operations.........c.eeeevvevecrririinrencnen {0.23) (0.66) (0.25)
Adjusted basic net income (loss) per share...........co.coveevenn. $0.04 3.50 A

Adjusted diluted net income (loss) per share:
Income (loss) from continuing Operations..........coeeeveercecnen $0.26 $(4.19) $(0.97)

Add goodwill amortization for Xpedite.........ccococvrvvrviivrnnenns 1.15 1.19
Add goodwill amortization for Premiere Conferencing ......... — 0.15 0.16
Adjusted income (loss) from continuing operations............... $0.26 $(2.89 $0.38
Add goodwill amortization for Voicecom......c...covviercrencenen, — 0.05 0.06
Loss from discontinued operations.............cccoeererenrrcernnnnne 0.23 (0.66) (0.25)
Adjusted diluted net income (loss) per share..........c.ccccevennns $0.03 3.50 $0.19
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4. RESTRUCTURING COSTS

Consolidated restructuring costs for the years ended December 31, 2002, 2001 and 2000 are as follows (in
thousands):

Acerued 2000 Accrued 2001 2001
Costs at Charge To Reversalof  Costsat  Charge To Charges to
December  Continuing Payments Accrued  December Continuing Discontinued
Consolidated 31, 1999 Operations  Incurred Costs 31,2000  Operatiens Operations |
Accrued restructuring costs:
Severance and exit costs............ $5,616 $ 197 $(4,474) $(641) § 698 $ 4,426 $4,417
Contractual obligations ............. — 290 — — 290 241 1,515
Other ..o 93 (82) — 93 125 97
Total Restructuring costs .... 580 $(4.556) $(641) $1.081 $4.792 $6,029
Reversal of charge S(641) $ (184) —
Restructuring costs — statement
of Operations ...........oveereienas $ (61 $4,608 $6,029
Reversal Acecrued 2002
of Costs at Charge To
Payments Nom Cash  Accrued December  Continuing Payments
Consolidated Incurred Costs Costs 31, 2001 Operations Incurred
Accrued restructuring costs:
Severance and exit costs............ $(4,814) $(2,059) $ — $2,668 $1,561 $(2,833)
Contractual obligations ............. (663) (386) (109) 888 — (668)
Other.....cocooiierccrcrirneene (65) (3) (75) 172 273 (163)
Total Restructuring costs. ............ $(5,542) $(2,448) $(184) $3,728 $1,834 $(3,664)
Accrued
Costs at
December
Consolidated 31, 2602
Accrued restructuring costs:
Severance and exit COSts............... $1,396
Contractual obligations ................ 220
Other....ccoccc 282
Total Restructuring costs. ............... $1,898

Realignment of Workforce — Fourth Quarter 2002

In the fourth quarter of 2002, Xpedite and the Holding Company terminated employees pursuant to a plan
to shrink headcount and reduce sales and administration costs. The plan called for the reduction of 54 and 5
employees at Xpedite and the Holding Company, respectively. The combined costs associated with the restructuring
plan are $1.5 million, of which $0.3 million was paid in 2002. Of the remaining balance, $0.8 million, $0.3 million
and $0.1 million will be paid in 2003, 2004 and 2005, respectively. Virtually all costs will be paid in cash. Also, in
the fourth quarter of 2002 Xpedite decided to exit the voice messaging business in Australia due to declining
revenue and the need to make substantial capital investments. The costs associated with exiting this business of $0.3
million are primarily non-cash and represent the loss on disposal of the voice messaging assets.
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Realignment of Workforce and Facilities — Fourth Quarter 2001

Due to continued revenue declines not anticipated by management in both the Voicecom and Xpedite
operating segments in the second half of 2001, plans for additional workforce cost reductions were established and
personnel were notified during the fourth quarter of 2001. The plan eliminated, through involuntary separation,
approximately 120 non-sales force employees in both Voicecom and Xpedite and eliminated 143 network
equipment sites in the Voicecom operating segment. The overall management plan allowed for reinvesting these
cost savings into additional sales force employees in order to stabilize the decline in revenues in both operation
segments. Accordingly, the Company accrued restructuring costs of approximately $4.1 million associated with this
plan commitment. Cash payments in 2002 and 2001 associated with this plan were $2.1 million and $1.0 million,
respectively. The Company expects to incur $0.4 million of additional cash payments in 2003 to satisfy this plan
obligation. Of the $4.1 million of costs associated with this plan, approximately $0.7 million of non-cash charges
were incurred for severance cost obligations paid through immediately vested stock options issued below market
price on the date of grant. Accordingly, this portion of the restructuring costs was recorded as additional paid-in-
capital. The remaining costs at December 31, 2002 and 2001 were $0.4 million and $2.4 million, respectively.

Realignment of Workforce and Facilities — Second Quarter 20061

During the second quarter of 2001, management committed to a plan to reduce annual operating expenses
through the elimination of certain operating activities in its Voicecom and Xpedite operating segments, and at the
Holding Company, and the corresponding reductions in personnel costs relating to the Company’s operations, sales
and administration. The plan eliminated, through involuntary separation, approximately 168 non-sales force
employees and allowed the Company to exit duplicative facilities in the Voicecom business segment. Accordingly,
the Company accrued restructuring costs of approximately $6.7 million associated with this plan commitment. The
Company expects to incur a total of approximately $5.0 million of cash payments related to severance, exit costs and
contractual obligations associated with the $6.7 million plan costs. Approximately $0.8 million and $3.8 million of
these cash payments were made by December 31, 2002 and 2001, respectively, and were primarily related to
severance and exit cost activities. The remaining cash payments are associated with severance costs, exit costs and
contractual obligations are expected to be paid in 2003. Approximately $1.7 million of non-cash charges recorded
in 2001 are related to certain executive management severance costs from employee stock option modifications and
forgiveness of employee notes receivables. Accordingly, this portion of the restructuring costs was recorded as
additional paid-in-capital. The remaining costs at December 31, 2002 and 2001 were approximately $40,000 and
$1.2 million, respectively.

Exit from Asia Real-Time Fa;x and Telex Business

During the fourth quarter of 2000, the Company recorded a charge of $0.6 million for costs associated with
Xpedite’s decision to exit its legacy real-time fax and telex business in Asia. This service depended on significant
price disparities between regulated incumbent telecommunications carriers and Xpedite’s cost of delivery over its
fixed-cost network. With the deregulation of most Asian telecommunications markets, Xpedite’s cost advantage
dissipated, and the Company decided to exit this service and concentrate on higher value-added services such as
transactional messaging and messageREACH. The $0.6 million charge included contractual and other obligations
totaling $0.4 million and severance costs of $0.2 million. During 2001, the Company paid the remaining severance
obligations planned for and does not expect any further payments.

Decentralization of Company

In the third quarter of 1999, the Company recorded restructuring, merger costs and other special charges of
approximately $8.2 million in connection with its reorganization from the two EES (Emerging Enterprise Solutions)
and CES (Corporate Enterprise Solutions) operating units into three operating business units, a retail calling card
business, and a holding company. The $8.2 million charge was comprised of $7.3 million of severance and exit
costs, $0.7 million of lease termination costs and $0.2 million of facility exit costs. The decentralization plan of the!
Company was completed and all payments were made during 2000.
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Reorganization of Company into EES and CES Business Groups

In the fourth quarter of 1998, the Company recorded a charge of $11.4 million to reorganize the Company
into two business segments that focused on specific groups of customers. The balance of severance and exit costs at
December 31, 2002, 2001 and 2000 of $0.0 million, $0.1 million and $0.6 million, respectively, represents
remaining severance reserve for a former executive manager. Cash severance payments in 2002 and 2001were $0.1
million and $0.5 million. The Company paid the remaining severance obligations during 2002 and does not expect
any future payments.

5. MARKETABLE SECURITIES, AVAILABLE FOR SALE

Marketable securities, available for sale at December 31, 2002 and 2001 are principally common stock
investments carried at fair value based on quoted market prices.

The cost, gross unrealized gains, fair value, proceeds from sale and realized gains and losses are as follows
for the years ended December 31, 2002 and 2001 (in thousands):

Gross
Gross Realized
Unrealized Fair Proceeds Gains/
Cost Gains Yalue From Sale  (Losses)
2002
WebMD Corporation.........c.ovveeeerierencnreneencons $192 $ 449 3 641 $1,038 $§ 930
2001
WebMD Corporation........cceeeeeririeeererrreneneens $300 $1,174 $1,474 $1,777 $1,496
S1 Corporation......ccccrererervevercerinesrorirrricneeiene — — — 1,191 751
WEebEX, INC. ..o, — — — 2,228 724
Other equity securities........... [ 3 — 3 — —
$303 $1.174 $1.477 $5.196 $2.971

During 2002, the Company sold 133,857 shares of its investment in WebMD for aggregate proceeds less
commissions of approximately $0.9 million. At December 31, 2002, the Company held 75,000 shares of WebMD.

During 2001, the Company sold 200,000 shares of its investment in WebMD, 88,596 shares of its
investment in S1 Corporation and 120,000 shares of its investment in WebEx, Inc. for aggregate proceeds less
commissions of approximately $5.2 million. At December 31, 2001, the Company held 208,857 shares of WebMD.
6. INVESTMENTS

The following summarizes the principal components of investments at December 31, 2001 (in thousands):

Equity Cost Total

Balance, December 31, 2000.........cc.cccovevevennen. $ 14,681 $ 12,385 $ 27,066
INVESTMENTS ....eveeevrviieerie e e e 3,186 1,505 4,691
AmMOrtZatioN ..c.ooeevvveviieeeriee e (1,612) — {1,612)
IMpaIrmEnt .....cccovvevereiiee e (16,255) (12,941) (29,196)
SALE ..t — (949) (949)
Balance, Dgcember 31, 2001 ..o, N — N I— § —

The Company continually evaluated the carrying value of its ownership interests in non-public investments
in the PtekVentures portfolio for possible impairment that was “other than temporary” based on achievement of
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business plan objectives and current market conditions. The business plan objectives the Company considered
include, among others, those related to financial performance such as achievement of planned financial results,
forecasted operating cash flows and completion of capital raising activities and those that are not primarily financial
in nature such as the development of technology or the hiring of key employees. The Company has previously taken
impairment charges on certain of these investments when it has determined that an “other than temporary” decline in
the carrying value of the investment has occurred. Many Internet based businesses experienced difficulty in raising
additional capital necessary to fund operating losses and make continued investments that their management teams
believed were necessary to sustain operations. Valuations of public companies operating in the Internet sector
declined significantly during 2000 and 2001. During 2001, market conditions declined for the non-public
companies in the PrekVentures portfolio, with certain of these companies filing for bankruptcy and subsequently
being liquidated. The remaining portfolio companies’ financial performance and updated financial forecasts for the
near term led management to the conclusion that there was an “other than temporary” decline in the carrying value
-of these companies. Accordingly, the Company decided to exit the venture business and cease future funding in its
portfolio companies. As a result, the Company recorded an impairment charge of approximately $29.2 million
during the second quarter of 2001 for the remaining carrying value of its non-public company investment portfolio.
During 2000, the Company made similar evaluations of the portfolio companies and recorded approximately $15.0
million in impairments.

During the first quarter of 2001 and the latter half of 2000, the Company amortized goodwill created by
investments that were accounted for under the equity method of accounting. The amount by which the Company’s
investment exceeds its share of the underlying net assets is considered to be goodwill, and is amortized over a three-
year period. Amortization related to equity investments totaled $1.6 million and $4.9 million in 2001 and 2000,
respectively, and is included in the Consolidated Statements of Operations as “Amortization of goodwill-equity
investments.” The decline in amortization in 2001 is the result of full impairments to these investments during the
second quarter of 2001,

Further, during the fourth quarter of 2001, one of the portfolio companies that was previously impaired
defaulted on its credit facility and lease obligation. The Company had provided a standby letter of credit on this
credit facility and is a guarantor of the lease obligation. Accordingly, an obligation expense for these guarantees in
the entire amount of $2.5 million was recorded at December 31, 2001. During the first quarter of 2002, the
Company paid its commitment on the standby letter of credit in the amount of $0.5 million. See Note 20,
“Commitments and Contingencies.”

Additionally, during the fourth quarter of 2001, the Company sold a significant portion of its interest in
PtekVentures for proceeds and a gain of $0.2 million, primarily in the form of two notes that accrue interest at
5.05% annually and are due in full on December 31, 2011. A third party appraisal was performed to value the
portfolio companies owned by PtekVentures. The purchaser is primarily owned by two former executives of
PtekVentures. The Company has received an income tax refund of approximately $9.2 million from the capital loss
carryback associated with the sale of this interest.

7. SALE OF RETAIL CALLING CARD REVENUE BASE

Effective August 1, 2000, the Company sold its Retail Calling Card operating segment’s revenue base to
Telecare, Inc. (“Telecare™). The sale was valued at approximately $6.5 million and was financed by the Company in
the form of two promissory notes with recourse to Telecare. The Company had extended the due date of the notes
during the second half of 2001 until Telecare could obtain third party financing.

Effective August 1, 2000, the Company entered into a management services agreement with Telecare. This
agreement was undertaken to ensure an effective transition of the revenue base by both the Company and Telecare.
Under the terms of this agreement, the Company continued to provide telecommunications transport services,
operational support and administrative support for the revenue base. The telecommunications transport services afe
provided on a wholesale basis similar to other customers in the Voicecom operating segment. Accordingly, the
Company recognized these services as revenue in the Voicecom operating segment. The Company maintained the
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management services agreement with Telecare throughout 2001 while Telecare sought financing to pay its
obligations to the Company.

During the first quarter of 2002, Telecare sought protection under Chapter 11 of the United States
Bankruptcy Code. As of December 31, 2001, the Company had written off the uncollectible note receivable of $6.5
million and eliminated the deferred gain of $6.5 million associated with the original sale.

8. STRATEGIC ALLIANCE CONTRACT

In November 1996, the Company entered into a strategic alliance agreement with WorldCom, the second
largest long-distance carrier in the United States. Under the agreement, WorldCom was required, among other
things, to provide the Company with the right of first opportunity to provide enhanced computer telephone products
for a period of at least 25 years. In connection with this agreement, the Company issued to WorldCom 2,050,000
shares of common stock valued at approximately $25.2 million (based on the average closing price of the
Company’s shares for the five days through the effective date of the transaction, adjusted in consideration of the
restrictions placed upon the shares), and paid WorldCom approximately $4.7 million in cash.

In the fourth quarter of 1998, the Company recorded a non-cash charge of $13.9 million to write-down the
value of its strategic alliance intangible asset with WorldCom. This charge was required based upon management’s
evaluation of revenue levels expected from this alliance. The Company reevaluated the carrying value and
remaining life of the WorldCom strategic alliance in light of the expiration of certain minimum revenue
requirements under the strategic alliance agreement and the level of revenues expected to be achieved from the
alliance following the merger of WorldCom and MCI in the third quarter of 1998. Accordingly, The Company
recorded a write-down in the carrying value of this investment based on estimated future cash flows discounted at a
rate of 12%. In addition, the Company accelerated amortization of this asset effective in the fourth quarter of 1998
by shortening its estimated useful life to 3 years as compared with a remaining life of 23 years prior to the write-
down.

In the second quarter of 2000, the Company expensed the remaining balance of the strategic alliance
intangible asset as a result of the Company’s favorable settlement of a contractual dispute with WorldCom. As part
of the settlement, the Company received $12.0 million in cash for terminating the strategic alliance contract with
WorldCom. Accordingly, the Company expensed the net book value of this contract of approximately $6.9 million
against the settlement proceeds of $12.0 million. In addition, the Company expensed approximately $1.3 million in
legal costs associated with this settlement.

9. ACQUISITIONS AND DESPOSITIONS
Discontinued Operations

On March 26, 2002, the Company sold substantially all the assets of the Voicecom operating segment,
exclusive of its Australian operations, to an affiliate of Gores Technology Group, for a total purchase price of
approximately $22.4 million, comprised of cash and the assumption of certain liabilities.

During the fourth quarter of 2002, the Company assessed the Voicecom liabilities that were retained at the
time of the sale and determined, based upon the activity in these accounts and the passage of time, that certain of
these liabilities were no longer required. Thus, in the fourth quarter of 2002 an adjustment was made to these

estimates reducing the loss on discontinued operations of approximately $2.9 million, net of taxes.

Of the Voicecom liabilities, approximately $4.3 million represents capital leases guaranteed by the
Company.-
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In accordance with SFAS No, 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” the
transaction was accounted for as a discontinued operation. The revenues and pre-tax loss for the Voicecom
operating segment for the twelve months ended December 31, 2002, 2001 and 2000 were (in millions:)

2002 2001 2600

Revenue $15.8 $92.5 $133.7
Pre-tax loss (5.8 (53.2) (19.0)

In connection with the sale, the Company terminated its credit agreement with ABN AMRO Bank in all material
respects.

Customer base acquisitions - Xpedite — 2001

During the first quarter of 2001, the Company acquired the store and forward fax customer base of Western
Union in North America and the store and forward fax customer base of GN Comtext. The aggregate cash purchase
price for these customer base assets was $35.8 million in 2001 with residual payments for GN Comtext of
approximately $0.6 million and $0.2 million in 2002 and 2003, respectively.

Custemer base acquisitions - Xpedite— 2000

During 2000, the Company acquired various store and forward fax customer bases in both the United States
and Switzerland. The aggregate cash purchase price for these customer base assets was $2.6 million.

10. PROPERTY AND EQUIPMENT

Property and equipment at December 31 is as follows (in thousands):

2002 2001
Computer and telecommunications equipment.................... $103,517 $185,611
Furniture and fIXTUTES. ....ccvveeiieiiieee e cenee e 18,715 20,390
Office eqUIPMENT. ...co.ooeiieirrirereeeererr e 9,598 12,184
Leaschold improvements. .........ccveveeveeeverinreenieseeneseenens 14,859 26,72
Construction in Progress. ..o rverrvereernrcrermirnneressnecesns — 74
BUilding. ...evvvvveniiiirierrse e — 190

146,689 245,177
Less accumulated depreciation.........cccocevvevvernivncreieneennnens 83.541 153,828
Property and equipmient, Net..........coeceveeereerierenienereresennes $63,148 $91,349
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Assets under capitai leases included in property and equipment at December 31 are as follows (in
thousands):

2062 2001
Computer and telecommunications equipment.........c.......... ¥ — $10,381
Furniture and fIXTULES. ..c.o.ocovvivveienniierenes e nsresee e 1,055 1,384
SUBLOtAL....covirccc e 1,055 11,765
Less accumulated depreciation. ........cvveevvrecenieneccnennas 214 2,548
Property and equipment, BEt........occoeerveiererrnniene e $ 841 $9,217

In 2001, the Company made additions to assets under capital lease obligations of approximately $5.9
million primarily associated to continued network equipment acquisitions associated with Voicecom’s network
upgrade and consolidation and Xpedite’s worldwide headquarters build-out. The capital leases associated with
Voicecom were included in the 2002 sale of the operating unit to Gores Technology.

11. GOODWILL AND INTANGIBLE ASSETS

Goodwill and intangible assets consist of the following amounts for December 31, 2002 and 2001 (in
thousands):

2002 2001
GOOAWIL....eiieiiie ettt s e e $377,961 $377,961
Less accumulated amortization .......coccoeevveeeeverervieeessvenerone 254.895 254,895

$123,066 123,066

CUSTOMET TISIS ..vvveivieeeie ettt et erestne e ns $ 56,633 $ 67,942
Developed teChnology .....ccovvevierrecriiniicerricecesreseenens 34,300 44,161
Assembled WOrkfOrCe........coovvivviiiieciiciiiieiiesrecee s — 7.500

90,933 119,603
Less accumulated amortization .........ccccevevvevevvecrvcvcreronnnn, 83,131 97,723

$ 7802 $ 21880

Intangible assets by reportable segment at December 31, 2002 and 2001 (in thousands):

Conferencing Xpedite Total

Goodwill carrying value at December 31, 2001 ................ $25,523 $97,543 $123,066
AQIONS ..oeeveeve et esre e e rbe b ebesanens — — —
IMIPAIMENT ..ot — — —
AMOTHZALION. ..vceviviierecreetieceerecrereseeeresbe e ese e e re e ssesaesens — — —
Goodwill carrying value at December 31, 2002................ $25,523 $97.543 $123.066

Conferencing Xpedite Total
Intangibles carrying value at December 31, 2001 ............. § 2,561 $19319 $ 21,880
AGQILONS ..ottt cen e et eate — — —
IMPaITMEnt ..o e e — (3,202) (3,202)
AMOTTIZATION. ....veivirierriveerrereescae e e eneer e ebeetsenestrarasnevens (1.464) (9.412) (10.876)
Intangibles carrying value at December 31, 2002 ............. $ 1,097 $ 6705 $ 7,802
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Amortization expense on existing intangible assets is expected to be approximately $3.9 million, $2.0
million and $1.9 million in 2003, 2004 and 2005, respectively. See Note 12—"Asset Impairments” for further

discussion.
12. ASSET IMPAIRMENTS

The following table summarizes the asset impairments from continuing operations incurred by operating
segment for the years ended December 31, 2002, 2001 and 2000 (in thousands):

Xpedite  Conferencing  Holding Co. Total
2002
Other Intangibles ..., $ 3202 $ — S — § 3202
2001
GOOAWILcovviveiiieeeie et $91,571 $ 91,571
Other intangibles ..o 6,679 6,679
Property and equipment, net........c.cccecvevernee. 777 984 _185 ' 2.546
£99.027 $984 $78s5 100,796
2000
Property and equipment, net...........ccccorvevenen § 800 — — § 800

Effective Januvary 1, 2002, the Company adopted SFAS No. 144, “Accounting for the Impairment of
Disposal of Long Lived Assets.” During the fourth quarter of 2002 the Company assessed the carrying value of the
customer lists at Xpedite pursuant to SFAS No. 144, as Xpedite experienced a decline in revenue in certain
international markets during the later half of 2002. Using the best-estimate approach, the fair value of certain
customer lists associated with the markets experiencing the declines were determined to be less than the carrying
value at December 31, 2002, resulting in a $3.2 million asset impairment.

During the second half of 2001, the Company experienced declines in revenue at its Xpedite operating
segment. During the fourth quarter of 2001, the Company assessed the outlook of various service offering revenues
and evaluated the potential impairment of various assets associated with the operating equipment, goodwill and
other intangible assets of Xpedite pursuant to SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to be Disposed Of.” Management reviewed the identifiable undiscounted future cash
flows, including the estimated residual value to be generated by the assets to be held and used by the business
acquired in Xpedite at their asset grouping level. Based on the results of these assessments, the Company recorded
the $100.8 million impairment in the fourth quarter of 2001 from continuing operations ($99.0 million of which was
related to Xpedite, as discussed further below). '

Xpedite impairment - 2001

In Xpedite, a decline in the legacy store and forward fax revenues and weakness in the European and Asia
Pacific regions of the business began to occur in the latter part of the third quarter and the early part of the fourth
quarter of 2001. Accordingly, management was concerned that a fair value assessment would potentially be lower
than the carrying value on the balance sheet. A third party appraisal was performed using a discounted cash flow
income approach to valuing the business using a 15% discount rate. The valuation resulted in an asset impairment
related to the Xpedite operating segment of $99.0 million to reflect the carrying value in excess of fair value at
December 31, 2001. Of the $99.0 million, property and equipment impairments of $0.7 million at Xpedite related
primarily to the abandonment of its Indonesian operations due to declining revenues and profits. Indonesia
represented less than 1% of Xpedite’s revenues.
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Other impairments - 2001

Additionally, management recorded asset impairments totaling $1.8 million related to the carrying value of
capitalized software associated with certain internal information systems at both Premiere Conferencing and the
Holding Company that have been taken out of service.

Real-time fax impairment - 2000

With the deregulation of most Asian telecommunications markets, Xpedite’s cost advantage dissipated, and
Xpedite decided to exit this service and concentrate on higher value-added services such as transactional messaging
and messageREACH. The asset impairments of $0.8 million included the write-down of furniture and fixtures and
real-time fax equipment including autodialers, faxpads and computers. The valuation was based on the fair value of
the assets as of December 31, 2000. All equipment costs were incutred in conjunction with the closing of the real-
time fax operations in Malaysia, Singapore, Hong Kong, Taiwan and Korea.

13. INDEBTEDNESS

Long term debt and capital lease obligations at December 31 is as follows (in thousands):

2002 2001

Notes payable to banks .......ccoooeeivevcecierireeeeen. $ 75 § 207
Equipment term 10an .........c.ccoeveneinineivennennenen, 7,081 6,100
Capital lease obligations......c.ccccevvreieeniceriiinnnenecnnenne hyal 8,369
SUBLOtAL....cctiierericiccire e 87,727 314,676
Less current portion.........cccveevereeeeienieeresesiere e 4.320 6.124
$3.407 $ 8,552

In June 2002, the Company entered into a term equipment loan with Commercial Federal Bank. The loan
proceeds of $4.0 million were used for equipment purchases associated with the Premiere Conferencing operating
segment. The term of the loan is thirty-six months and the annual interest rate is 5.5%. The loan is collateralized by
certain fixed assets of the Company. The loan agreement contains certain covenants that are usual and customary.
At December 31, 2002, the Company was in compliance with all covenants under the loan agreement. At December
31, 2002 amounts outstanding on this term loan were $3.5 million.

In September 2001, the Company entered into a term equipment loan with United Missouri Bank. The loan
proceeds of $6.5 million were used for equipment purchases associated with the Premiere Conferencing operating
segment. The term of the loan is thirty months and the annual interest rate is 6.0%. The loan is collateralized by
certain fixed assets of the Company. The loan agreement contains certain covenants that are usual and customary.
At December 31, 2002, the Company was in compliance with all covenants under the loan agreement. At December
31, 2002 and 2001, amounts outstanding on this term loan were $3.6 million and $6.1 million, respectively.

In June 2001, the Company entered into a capital lease obligation for headquarter expansion at Xpedite for
approximately $1.1 million. The term of the lease is thirty-six months with a yield of 12.6%. At December 31,
2002 and 2001, amounts outstanding on this lease were approximately $0.6 million and 0.9 million, respectively.

During 2001, the Company also entered into four capital lease obligations in the aggregate amount of $4.8
million. The interest rates implied in these capital leases are both fixed and variable in nature and on average yield
approximately 7.7% interest. The leases were to fund the network equipment used in consolidating and upgrading
Voicecom’s voice messaging network. The terms of these capital leases range from 36 to 60 months. These leases
were transferred with the sale of the Voicecom business unit. See Note 9—"Acquisitions and Dispositions.”

In September 2000, the Company entered into a credit agreement (the “Agreement”™) for a one-year

revolving credit facility with ABN AMRO Bank N.V. (the “Bank” or “Agent”). The Agreement provides for
borrowings of up to $20.0 million, and is subject to certain covenants that are usual and customary for credit
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agreements of this nature. The commitment to provide revolving credit loans under the Agreement terminates 364
days from September 29, 2000, subject to extension. The Company extended the agreement at September 30, 2001
for 364 days. The agreement was amended to provide for borrowings up to $13.5 million and is subject to certain
covenants that management believes are usual and customary for credit agreements of this nature. Amounts
outstanding under the Agreement on the expiration date may, at the option of the Company, either be paid in full or
converted to a one-year term loan payable in four equal quarterly installments. Proceeds drawn under the
Agreement may be used for capital expenditures, working capital, acquisitions, investments, refinancing of existing
indebtedness, and other general corporate purposes. The annual interest rate applicable to borrowings under the
Agreement is, at the Company’s option, (i) the Agent’s Base Rate plus 1.25 percent or (ii) the Euro Rate (LIBOR)
plus 3.50 percent. Amounts committed but not drawn under the Agreement are subject to a commitment fee equal to
0.50 percent per annum. The Company terminated the Agreement on March 26, 2002 in connection with the sale of
its Voicecom business unit.

In July 1997, the Company issued convertible subordinated notes (“Convertible Notes”) of $172.5 million
that mature on July 1, 2004 and bear interest at 5-3/4%. The Convertible Notes are convertible at the option of the
holder into common stock at a conversion price of $33 per share, through the date of maturity, subject to adjustment
in certain events. Beginning in July 2000, the Convertible Notes were redeemable by the Company at a price equal
to 103% of the conversion price, declining to 100% at maturity with accrued interest. The annual interest
commitment associated with these notes is $9.9 million and is paid semiannually on July 1 and January 1 of each
year.

As of December 31, 2002, future minimum capital lease payments and principal maturities under
indebtedness, excluding notes payable to banks, are as follows (in thousands):

Convertible
Capital Suberdinated
Year Leases Term Loan Notes Total

2003 (e e $424 $4,260 $ — $ 4,684
2004 ...t e 211 2,386 172,500 175,097
2005 e — 858 858
2000 ..ot e — — —_
2007 e et — — _ —
Thereafter .......ccoovviiiiiecc e — — —_ _—
Net minimum payments........c...ccveereerrererseririeecreeee $635 $7,504 $172.500 $180.639
Less amount representing interest ...........coveeeverecenne 64 423
Present value of net minimum payments...........c......... 571 7,081
Less CUITent POTHON .....oovervrvveririreieie e 367 3.953
Obligations under capital lease and equipment term

loan, net of current portion...........ccoeereeeevieseecrenenens $204 $3,128
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14. ACCRUED EXPENSES

Accrued expenses at December 31 are as follows: (in thousands):

2002 2003

Accrued wages, wage related taxes and benefits................... $11,679 $18,522
Interest payable...........cooieiiiii 4,594 4,992
Accrued COMIMISSIONS......ovviieeieiiiie e ete et esee e sabe e 3,511 4,279
Accrued regulatory SUrcharges ...oovveveincnrecnnisc s — 2,720
Accrued obligations — INVESIMENES.......ccccvrveiecrerveiniieinrnnns 2,000 2,500
Accrued professional fees..........ccociiiriiiniiii e saa 2,050 —
OBhET .ottt b 8.085 9,720
$32.319 $42,733

1s. FINANCIAL INSTRUMENTS

The estimated fair value of certain financial instruments at December 31, 2002 and 2001 is as follows (in
thousands): ‘

2062 2001
Carrying Fair Carrying Fair
Amount  Value Amount Value

Cash and cash equivalents ........cccccoceovviernevicinec e $ 68,777 $ 68,777 $ 48,023 $ 48,023
Marketable securities, available for sale..............ccccvevrennne. 641 641 1,477 1,477
Convertible subordinated notes (see Note 13)......cceveeneenn. 172,500 150,075 172,500 125,063
Notes payable, long-term debt and capital leases '

(SE8 NOE 13) it 7,727 7,727 14,676 14,676

The carrying amount of cash and cash equivalents, marketable securities, accounts receivable and payable,
and accrued expenses approximates fair value due to their short maturities. The fair value of the Convertible Notes
is estimated based on market quotes. The carrying value of notes payable, long-term debt and capital lease
obligations does not vary materially from fair value at December 31, 2002 and 2001.
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i6. EQUITY BASED COMPENSATION CHARGES AND SHAREHOLDERS’ EQUITY

Equity Based Compensation Charges

The following summarizes the components of equity-based compensation expense for the years ended
December 31, 2002, 2001 and 2000 (in thousands, except share data):

\ Earned Unearned
2602 Shares Dellars Shares Dollars
Deferred compensation for the vesting of restricted shares

issued in Option eXChANEE ........coveevivvieeieeciieer e 401,950 $ 1,335 185,112  § 615
Deferred compensation for the vesting of restricted shares

issued to executive management .........covvevererrenreieeieeneenences 160,000 536 416,000 1,298

561,950 $ 1,871 601,112  $1.913
2001
Options exchanged for restricted shares ........c.ccooceveeiieeniininne 1,765,969 $ 5,807 638,592  $2,120
Restricted shares issued to executive management................... 826,194 2,483 576,000 1,740
Note forgiveness related to restricted shares in former

affiliates and related taxes (see Note 19)...cccocvvrerivnnvinennnn. 11,072
Compensation to management in association with restricted

shares in former affiliates ..........cocvenieiniininccic 497
Options and restricted shares issued for services rendered........ 15,000 570

2,607,163 $20,429 1,214,592  $3.860
2000
Deferred compensation for restricted shares in former
Affiliates (€€ NOte 19) ..ot $ 2102

Options exchanged for restricted shares

Due to declines in the Company’s share price over the course of the last several years, most of the
employee and director option holders had options with exercise prices in excess of the market price of Company
stock. In order to provide better performance incentives for employees and directors and to align the employees’
and directors’ interests with those of the shareholders, in the fourth quarter of 2001 the Company offered an
exchange program in which it granted one restricted share of common stock in exchange for every 2.5 options
tendered. Approximately 6.0 million employee and director stock options were exchanged for approximately 2.4
million shares of restricted stock on December 28, 2001, the date of the exchange. The restricted shares maintain
the same vesting schedules as those of the original options exchanged, except that in the case of tendered options
that were vested on the exchange date, the restricted shares received in exchange therefore vested on the day after
the exchange date. To the extent options were vested at the exchange date, the Company recognized equity based
compensation expense determined by using the closing price of the Company’s common stock at December 28,
2001, which was $3.32 a share. To the extent that restricted shares were received for unvested options exchanged,
this cost was deferred on the balance sheet under the caption “Unearned restricted share compensation.” This value
was also determined using the closing price of the Company’s common stock at the date of the exchange. The
unearned restricted share compensation will be recognized as equity based compensation expense as these shares
vest. In 2002 approximately 402,000 shares vested and equity based compensation expense of $1.3 million was
recognized. Assuming all employees at December 31, 2002 will remain employed by the Company through their
vesting period, the equity based compensation expense in future years resulting from the restricted shares issued in
the option exchange will be $0.4 million in 2003 and $0.2 million in 2004. See further discussion in “Restricted

Stock Exchange Offer” section of Note 17— ’Equity Based Compensation Plans.”
In addition, approximately 890,000 options that were eligible to be exchanged for restricted shares pursuant

to the exchange offer were not tendered. At December 31, 2002 the option count was approximately 627,000 due to
the sale of Voicecom and other cancellations of these options. These options will be subject to variable accounting
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until such options are exercised, are forfeited, or expire unexercised. These options have exercise prices ranging
from $5.32 to $29.25. At December 31, 2002 and 2001, no charge was recorded because the exercise price of each
of the options was greater than the market value of the Company’s common stock.

Restricted shares issued to executive management

Certain members of the executive management of the Company were awarded discretionary bonuses in thé
form of restricted shares in November 2001. The purpose of these discretionary bonuses was to better align
executive management’s performance with the interests of the shareholders. Certain of these restricted shares vested
immediately in 2001 and were restricted from trading for a one-year period. The remaining restricted shares vest
straight line through 2004 and the equity based compensation expense recorded in 2002 was $0.5 million. The
anticipated remaining equity based compensation expense resulting therefrom will be approximately $0.6 million
per year for 2003 and 2004.

Loans and note forgiveness associated with restricted shares in former affiliates and related taxes

During the second quarter of 1999, the Company awarded restricted share grants to the CEQ, COO and
certain other officers of Company-owned shares held in certain investments in affiliates made in connection with its
PtekVentures activities. The vesting periods for these shares ranged from immediately upon grant to three years,
contingent on the executive being employed by the Company. In connection with this action, the Company recorded
a non-cash charge of $1.2 million in 2000 related to the vesting of these grants.

In 1999 and 2000, the Company loaned $6.3 million with recourse to the current CEO and COO to pay
taxes in connection with these restricted share grants. These loans were due on December 31, 2006, accrued interest
at 6.20% and were secured by the restricted shares granted. In March 2000, the Company agreed to forgive one-
seventh of the principal plus accrued interest on such loans as of December 31, 2000, provided that the executives
were employees of the Company on that date. Such amounts were forgiven as of December 31, 2000.

In 2001, the Company agreed to forgive the recourse tax loans to the CEO and COO, effective as of
December 31, 2001, provided that the executives were employees of the Company on that date. The principal and
interest forgiven was $5.8 million and the employee tax liability assumed by the Company was $5.3 million. The
tax liability was paid primarily in the first quarter of 2002.

Compensation to maragement in association with restricted shares in former affiliates

In 2001, the Company approved discretionary bonuses in the aggregate amount of $0.5 million to two
executive vice presidents of the Company who were awarded restricted share grants in affiliates during the second
quarter of 1999, which shares had lost significant market value since the dates of grant.

Options and restricted shares issued for services rendered

In 2001, the Company issued stock options and restricted shares to consultants for various consulting
services performed for the Company.

Shareholders’ Equity Components
Stock oprion exercises

During 2002, 2001 and 2000, stock options were exercised under the Company’s stock option plans. None
of the options exercised qualified as incentive stock options, as defined in Section 422 of the Internal Revenue Code
{the “Code™). Approximately $1.2 million, $0.0 million and $1.6 million was recorded as increases in additional

paid-in capital reflecting tax benefits to be realized by the Company as a result of the exercise of such options during
the years ended December 31, 2002, 2001 and 2000, respectively.
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Stock repurchase program

In the second quarter of 2000, the Company’s Board of Directors authorized a stock repurchase program
under which PTEK may purchase up to 10% of the then outstanding shares of its Common Stock, or approximately
4.8 million shares. During 2002, the Company repurchased approximately 1.8 million shares of its Common Stock
under the program for approximately $6.6 million. During 2001, the Company repurchased approximately 1.1
million shares of its Common Stock under this program for approximately $3.1 million. In January 2003 the Board
of Directors of the Company approved an increase in its 2000 stock repurchase program by authorizing the
repurchase of up to an additional 10% of the Company’s outstanding Common Stock, or approximately 5.4 million
shares.

401(k) plan

The Company issued 405,241 and 1,108,109 shares of its common stock during 2002 and 2001 respectively
at a value of $1.6 million in each year to fund its discretionary employee contribution match under the Company’s
401(k) plan.

Associate stock purchase plan

The Company offers an Associate Stock Purchase Plan to provide eligible employees an opportunity to
purchase shares of its common stock through payroll deductions. See Note 17—"Equity Based Compensation Plans”
for plan details. Approximately 378,002, 480,965 and 479,000 shares of common stock valued at approximately
$0.9 million, $0.8 million and $1.4 million were issued under this plan in 2002, 2001 and 2000, respectively. The
ASPP was terminated effective January 14, 2003.

Options exchanged for restricted shares

See description of activity included in “Equity Based Compensation Charges” section above.
Options and restricted shares issued for services rendered

See description of activity included in “Equity Based Compensation Charges” section above,
Shares issued for legal settlement

During 2002, the Company issued approximately 249,000 shares and $1.8 million in cash as payment of the
class action lawsuit, net of legal expenses. The aggregate value of the shares was approximately $1.3 million and is
included in common stock and additional paid in capital. During 2001, the Company issued 100,000 shares as part
of a legal settlement with a former executive of the Company. This legal settlement was accrued for in prior years.
The aggregate value of the shares issued on the date of the settlement was approximately $0.3 million and appears as
an increase in common stock and additional paid in capital.
Shareholder notes receivable

The shareholder notes receivable relates to transactions where the Company made loans to the CEQO of the
Company and to a limited partnership in which the CEO has an indirect interest in association with exercises of

options to purchase the Company’s common stock. Loan advances totaled $0.8 million and $2.8 million during
2001 and 2000, respectively. See Note 19—"Related Party Transactions.”
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17. EQUITY BASED COMPENSATEON PLANS

The Company has four equity based compensation plans, the 1994 Stock Option Plan, the 1995 Stock Plan
(the “1995 Plan™), the 1998 Stock Plan (the “1998 Plan”) and the 2000 Directors Stock Plan (the “Directors Plan™),
which provide for the issuance of restricted stock, stock options, warrants or stock appreciation rights to employees,
directors, non-employee consultants and advisors of the Company. These plans are administered by committees
consisting of members of the board of directors of the Company.

Options for all 960,000 shares of common stock available under the 1994 Stock Option Plan have been
granted. All such options are non-qualified, provide for an exercise price equal to fair market value at date of grant,
vest ratably over three years and expire eight years from date of grant.

The 1995 Plan provides for the issuance of stock options, stock appreciation rights (“SARs”) and restricted
stock to employees. A total of 9,650,000 shares of common stock has been reserved in connection with the 1995
Plan. Options issued under the 1995 Plan may be either incentive stock options, which permit income tax deferral
upon exercise of options, or nonqualified options not entitied to such deferral.

Sharp declines in the market price of the Company’s common stock resulted in many outstanding employee
stock options being exercisable at prices that exceeded the current market price of the Company’s common stock,
thereby substantially impairing the effectiveness of such options as performance incentives. Consistent with the
Company’s philosophy of using equity incentives to motivate and retain management and employees, the Board of
Directors determined it to be in the best interests of the Company and its shareholders to restore the performance
incentives intended to be provided by employee stock options by repricing such options. Consequently, on July 22,
1998 the Board of Directors of the Company determined to reprice or regrant all employee stock options which had
exercise prices in excess of the closing price on such date (other than those of Chief Executive Officer Boland T.
Jones) to $10.25, which was the closing price of the Company’s common stock on such date. While the vesting
schedules remained unchanged, the repriced and regranted options were generally subject to a twelve-month black-
out period, during which the options could not be exercised. If an optionee’s employment was terminated during the
black-out period, he or she would forfeit any repriced or regranted options that first vested during the twelve-month
period preceding his or her termination of employment. On December 14, 1998, the Board of Directors determined
to reprice or regrant at an exercise price of $5.50, all employee stock options which had an exercise price in excess
of $5.50, which was above the closing price of the Company’s common stock on such date. Again, the vesting
schedules remained the same and the repriced or regranted options were generally subject to a twelve-month black-
out period during which the options could not be exercised. If the optionee’s employment was terminated during the
black-out period, he or she would forfeit any repriced or regranted options that first vested during the twelve month
period preceding his or her termination of employment. By imposing the black-out and forfeiture provisions on the
repriced and regranted options, the Board of Directors intended to provide added incentive for the optionees to
continue service.

On July 22, 1998, the Board of Directors approved the 1998 Plan, which essentially mirrors the terms of the
1995 Plan except that it is not intended to be used for executive officers or directors. In addition, the 1998 Plan,
because the shareholders did not approve it, does not provide for the grant of incentive stock options. Under the
1998 Plan, 8,000,000 shares of common stock are reserved for the grant of nonqualified stock options and other
incentive awards to employees and consultants of the Company.

The Company has adopted the Associate Stock Purchase Plan (“ASPP”) to encourage associates of PTEK
to acquire a proprietary interest, or to increase their existing interest in the Company. The company has reserved
1,750,000 shares of common stock for purchase by associates under the plan. All employees who have worked a
minimum of 20 hours per week for at least five months of each calendar year and who have completed two months
of consecutive service are eligible to participate and purchase stock through payroll deductions. The purchase price
of the stock is equal to 85% of the fair market value of the common stock on either the purchase date or the offering
date of each six month subscription period, whichever is lower. Purchases under the ASPP are limited to 20% of an
associate’s compensation for any pay period and a maximum fair market value of $25,000 for a calendar year.
Approximately 378,000, 481,000 and 479,000 shares of common stock valued at approximately $0.9 million, $0.8
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million and $1.4 million were issued under the ASPP in 2002, 2001 and 2000 respectively. The ASPP was
terminated effective January 14, 2003.

On April 26, 2000 the Board of Directors approved the Directors Plan which was subsequently approved by
the shareholders on June 7, 2000. On June, 5, 2002, the shareholders approved an increase in the shares available
for awards by 1.0 million. The class of persons to participate in this plan consists solely of persons who, at the date
of grant of Options, are Directors of the Company and are not employed by the Company or any of its subsidiaries
or affiliates. Under the Directors Plan, the maximum number of shares that may be issued is 2.0 million, of which
no more than 10% shall be granted in the form of restricted stock, subject to antidilution adjustments as defined by
the Plan.

Restricted Stock Exchange Offer

Due to declines in the Company’s share price over the course of the last several years, most of the
employee and director option holders had options with exercise prices in excess of the market price of Company
stock. In order to provide better performance incentives for employees and directors and to align the employees’
and directors’ interests with those of the shareholders, in the fourth quarter of 2001 the Company offered an
exchange program in which it granted one restricted share of common stock in exchange for every 2.5 options
tendered. Approximately 6.0 million employee and director stock options were exchanged for approximately 2.4
million shares of restricted stock on December 28, 2001, the date of the exchange. The restricted shares maintain
the same vesting schedules as those of the original options exchanged, except that in the case of tendered options
that were vested on the exchange date, the restricted shares received in exchange therefore vested on the day after
the exchange date. To the extent options were vested at the exchange date, the Company recognized equity based
compensation expense determined by using the closing price of the Company’s common stock at December 28,
2001, which was $3.32 a share. To the extent that restricted shares were received for unvested options exchanged,
this cost was deferred on the balance sheet under the caption “Unearned restricted share compensation.” This value
was also determined using the closing price of the Company’s common stock at the date of the exchange. The
unearned restricted share compensation will be recognized as equity based compensation expense as these shares
vest. In 2002 approximately 402,000 shares vested and equity based compensation expense of $1.3 million was
recognized. Assuming all employees at December 31, 2002 will remain employed by the Company through their
vesting period, the equity based compensation expense in future years resulting from the restricted shares issued in
the option exchange will be $0.4 million in 2003 and $0.2 million in 2004. See further discussion in “Restricted

Stock Exchange Offer” section of Note 17— " Equity Based Compensation Plans.”

In accordance with FASB Interpretation No. 44, “Accounting For Certain Transactions Involving Stock
Compensation—An Interpretation of APB Opinion No. 25,” the Company recorded approximately $2.1 million as
unearned compensation for the intrinsic value of the restricted stock on the effective date of the exchange offer,
calculated using the closing price of the Company’s common stock on December 28, 2001. The unearned
compensation will be amortized to “Equity based compensation” expense over the vesting period of the restricted
stock of which approximately $1.3 million vested in 2002.

In addition, approximately 890,000 options at December 31, 2001 that were eligible to be exchanged for
restricted stock pursuant to the exchange offer were not tendered. At December 31, 2002 the option count was
approximately 627,000 due to the sale of Voicecom and other cancellations of these options. These options will be
subject to variable accounting until such options are exercised, are forfeited, or expire unexercised. These options
have exercise prices ranging from $5.32 to $29.25. At December 31, 2002 and 2001, no charge was recorded
because the exercise price of each of the options was greater than the market value of the Company’s common
stock.
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A summary of the status of the Company’s stock plans is as follows:

Weighted
Average
Fixed Options Shares Exercise Price
Options outstanding at December 31, 1999..........c........ 14,370,676 $6.13
Granted. .....oooeeeeee e 3,906,375 5.90
EXErciSed.....coviivivviiieeeecieicece e (2,374,778) 2.55
Forfeited. ..o (1.410.991) 6.04
Options outstanding at December 31, 2000.................... 14,491,282 $6.67
Granted. ......oovoiiiiiciicecee e 3,589,584 2.65
EXercised.....oovvivicc e (158,551) 0.07
Exchanged for restricted shares. .......c.ccooeveccverinnnne. (6,008,327) 6.23
FOrfeited. ...oooveiiiiiieiceie ettt (1,649.555) 6.34
Options outstanding at December 31, 2001 .................... 10,264,433 $5.49
GIanted. c...ooovieeeeees et r e ee e e v rene s 933,710 3.44
EXerCised..oooviuiieieeec e (548,117) 0.54
Forfeited.......oooovvii e (1,677.173) 6.59

Options outstanding at December 31, 2002.................... 8,972,853 $5.36

The following table summarizes information about stock options outstanding at December 31, 2002:

Weighted Average Weighted Average
Weighted Exercise Price of Exercise Price

Range of Options Average Exercise Options Options of Options

Exercise Prices Cutstanding Remaining Life Outstanding Exercisabie Exercisable
$0 - $4.99 4,225,148 5.92 $2.75 2,088,378 $2.27
$5.00 - $9.99 3,927,262 3.40 5.96 3,762,744 5.98
$10.00 - $14.99 438,656 2.40 10.38 438,656 10.38
$15.00 - $30.00 381,787 1.69 22.32 381,787 22.32
8,972,853 446 §5.36 6,671,565 $6.04

For options granted during 2001 whose exercise price was less than the market price of the stock on the date
of the grant, the weighted average exercise price is $0.21 per share and the weighted average fair market value is
$2.74. Options exercisable at December 31, 2001 and 2000 were 7,174,254 and 9,221,971, respectively.

18. EMPLOYEE BENEFIT PLANS

The Company sponsors a defined contribution retirement plan covering substantially all full-time
employees. This plan allows employees to defer a portion of their compensation and associated income taxes
pursuant to Section 401(k) of the Internal Revenue Code. The Company may make discretionary contributions for
the benefit of employees under this plan. The Company made contributions of $1.6 million in 2002, 2001 and 2000,
respectively.

19. RELATED-PARTY TRANSACTIONS

The Company has in the past entered into agreements and arrangements with certain officers, directors and
principal shareholders of the Company.
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Loans and note forgiveness associated with restricted shares in former affiliates and related taxes

During the second quarter of 1999, the Company awarded restricted share grants to the CEQ, COC and
certain other officers of Company-owned shares held in certain investments in affiliates made in connection with its
PtekVentures activities. The vesting periods for these shares ranged from immediately upon grant to three years,
contingent on the executive being employed by the Company. In connection with this action, the Company recorded
a non-cash charge of $1.2 million in 2000 related to the vesting of these grants.

In 1999 and 2000, the Company loaned $6.3 million with recourse to the current CEO and COO to pay
taxes in connection with these restricted share grants. These loans were due on December 31, 2006, accrued interest
at 6.20% and were secured by the restricted shares granted. In March 2000, the Company agreed to forgive one-
seventh of the principal plus accrued interest on such loans as of December 31, 2000, provided that the executives
were employees of the Company on that date. Such amounts were forgiven as of December 31, 2000.

In 2001, the Company agreed to forgive the remaining balance of the recourse tax loans to the CEC and
CQOO, effective as of December 31, 2001, provided that the executives were employees of the Company on that date.
The principal and interest forgiven was $5.8 million and the employee tax liability assumed by the Company was
$5.3 million. The tax liability was paid primarily in the first quarter of 2002.

Notes receivable — shareholder

The Company has made loans to the CEO of the Company and a limited partnership in which he has an
indirect interest. These loans were made pursuant to the CEQ’s then current employment agreement for the exercise
price of certain stock options and the taxes related thereto. Each of these loans is evidenced by a recourse
promissory note bearing interest at the applicable Federal rate and secured by the common stock purchased. These
loans mature between 2007 and 2010. These loans, including accrued interest, are recorded in the equity section of
the balance sheet under the caption “Notes receivable, shareholder.” At December 31, 2002, the aggregate amount
of these loans was $5.0 million.

Notes receivable — employees

During 2002, the Company loaned approximately $2.0 million with recourse to certain members of
management to pay taxes in connection with the restricted shares issued in exchange for options in December 2001
and the discretionary restricted shares issued in November 2001. These loans are due in 2012, accrue interest at a
weighted average rate of 5.5%, and are secured by the restricted shares granted. The total interest accrued on these
loans as of December 31, 2002 was approximately $0.1 million. The Company is obligated to make additional loans
to pay taxes associated with the future vesting of restricted shares, but the dollar amount of such loans cannot be
determined at this time.

Use of airplane

During 2002, 2001 and 2000, the Company leased the use of an airplane from a limited liability company
that is owned 99% by the Company’s CEO and 1% by the Company. In connection with this lease arrangement, the
Company has incurred costs of $1.9 million, $2.2 million and $1.8 million in 2002, 2001 and 2000, respectively, to
pay the expenses of maintaining and operating the airplane.

Strategic co-marketing arrangement

The Company had a strategic co-marketing arrangement with WebMD, a former affiliate. The terms of the
agreement provided for WebMD to make an annual minimum commitment of $2.5 million for four years to
purchase the Company’s products. The Company in turn was obligated to purchase portal rights from WebMD for
$4 million over four years to assist in marketing its products. Under this agreement, which expires on February 17,
2003, the Company recognized revenue of approximately $2.5 million in each of 2002, 2001 and 2000. WebMD
also subleased floor space in the Company’s headquarters for approximately $0.7 million in each of the two years
ended December 31, 2001 and 2000.
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20, COMMITMENTS AND CONTINGENCIES
Operating Lease Commitments

The Company leases computer and telecommunications equipment, office space and other equipment under
noncancelable lease agreements. The leases generally provide that the Company pay the taxes, insurance and
maintenance expenses related to the leased assets. Future minimum lease payments for noncancelable operating
leases as of December 31, 2002 are as follows (in thousands):

2003 ..ttt e $ 12,879
2004 ... 11,191
2005 ottt b 10,274
2006 ..ottt ns 8,870
2007 oot 6,095
Thereafter .......ccccvveviirieiece e, 8.436
Net minimum lease payments..............c.cceveveerennen. 57,745

Rent expense under operating leases was approximately $10.2 million, $8.0 million and $7.6 million for the
years ended December 31, 2002, 2001 and 2000, respectively. Facilities rent is reduced by sublease income of
approximately $0.0 million, $0.7 million and $0.6 million for the years ended December 31, 2002, 2001 and 2000,
respectively.

Supply Agreements |

The Company obtains telecommunications services pursuant to supply agreements with
telecommunications service providers. These contracts generally provide fixed transmission prices for terms of
three to five years, but are subject to early termination in certain events. No assurance can be given that the
Company will be able to obtain telecommunications services in the future at favorable prices or at all, and the
unavailability of telecommunications services, or a material increase in the price at which the Company is able to
obtain telecommunications services, would have a material adverse effect on the Company’s business, financial
condition and results of operations. The Company is currently a party to telecommunications service contracts with
certain service providers that require the Company to purchase a minimum amount of services through 2006. These
costs are approximately $13.7 million, $9.5 miilion, $1.4 million and $0.5 million in 2003, 2004, 2005 and 2006,
respectively. The total amount of the minimum purchase requirements in 2002 was approximately $9.1 million, of
which the Company incurred costs in excess of these minimums.

Litigation and Claims

The Company has several litigation matters pending, as described below, which it is defending vigorously.
Due to the inherent uncertainties of the litigation process and the judicial system, the Company is unable to predict
the outcome of such litigation matters. If the outcome of one or more of such matters is adverse to the Company, it
could have a material adverse effect on the Company’s business, financial condition and results of operations.

A lawsuit was filed on November 4, 1998 against the Company and certain of its officers and directors in
the Southern District of New York. Plaintiffs are shareholders of Xpedite who acquired common stock of the
Company as a result of the merger between the Company and Xpedite in February 1998. Plaintiffs’ allegations are
based on the representations and warranties made by the Company in the prospectus and the registration statement
related to the merger, the merger agreement and other documents incorporated by reference, regarding the
Company’s acquisitions of Voice-Tel and VoiceCom Systems, the Company’s roll-out of Orchestrate, the
Company’s relationship with customers Amway Corporation and DigiTEC, 2000, and the Company’s 800-based
calling card service. Plaintiffs allege causes of action against the Company for breach of contract, against all
defendants for negligent misrepresentation, violations of Sections 11 and 12(a)(2) of the Securities Act of 1933 and
against the individual defendants for violation of Section 15 of the Securities Act. Plaintiffs seek undisclosed
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damages together with pre- and post-judgment interest, recission or recissory damages as to violation of Section
12(a)(2) of the Securities Act, punitive damages, costs and attorneys’ fees. The defendants’ motion to transfer
venue to Georgia has been granted. The defendants’ motion to dismiss has been granted in part and denied in part.
The defendants filed an answer on March 30, 2000. On January 22, 2002, the court ordered the parties to mediate.
The parties did so on February 8, 2002. On Cctober 17, 2002, the Defendants filed a Motion for Summary
Judgment and a Motion in Limine to exclude the testimony of the Plaintiffs’ expert. Both motions are pending.

On February 23, 1998, Rudolf R. Nobis and Constance Nobis filed a complaint in the Superior Court of
Union County, New Jersey against 15 named defendants including Xpedite and certain of its alleged current and
former officers, directors, agents and representatives. The plaintiffs allege that the 15 named defendants and certain
unidentified “John Doe defendants” engaged in wrongful activities in connection with the management of the
plaintiffs’ investments with Equitable Life Assurance Society of the United States and/or Equico Securities, Inc.
{collectively “Equitable”). The complaint asserts wrongdoing in connection with the plaintiffs’ investment in
securities of Xpedite and in unrelated investments involving insurance-related products. The defendants include
Equitable and certain of its current or former representatives. The allegations in the complaint against Xpedite are
limited to plaintiffs’ investment in Xpedite. The plaintiffs have alleged that two of the named defendants, allegedly
acting as officers, directors, agents or representatives of Xpedite, induced the plaintiffs to make certain investments
in Xpedite but that the plaintiffs failed to receive the benefits that they were promised. Plaintiffs allege that Xpedite
knew or should have known of alleged wrongdoing on the part of other defendants. Plaintiffs seek an accounting of
the corporate stock in Xpedite, compensatory damages of approximately $4.9 million, plus $200,000 in “lost
investments,” interest and/or dividends that have accrued and have not been paid, punitive damages in an
unspecified amount, and for certain equitable relief, including a request for Xpedite to issue 139,430 shares of
common stock in the plaintiffs’ names, attorneys’ fees and costs and such other and further relief as the court deems
just and equitable. This case has been dismissed without prejudice and compelled to NASD arbitration, which has
commenced. In August 2000, the plaintiffs filed a statement of claim with the NASD against 12 named respondents,
including Xpedite (the “Nobis Respondents”). The claimants allege that the 12 named respondents engaged in
wrongful activities in connection with the management of the claimants’ investments with Equitable. The statement
of claim asserts wrongdoing in connection with the claimants’ investment in securities of Xpedite and in unrelated
investments involving insurance-related products. The allegations in the statement of claim against Xpedite are
limited to claimants’ investment in Xpedite. Claimants seek, among other things, an accounting of the corporate
stock in Xpedite, compensatory damages of not less than $415,000, a fair conversion rate on stock options, losses on
the investments, plus interest and all dividends, punitive damages, attorneys’ fees and costs. Hearings before the
NASD panel were held on November 27-29, 2001, January 22-24, 2002, February 4-7, 2002, April 9-19, 2002, and
May 30, 2002. On July 31, 2002, the NASD Panel issued its Award. The Award was subsequently amended on
September 9, 2002, The Panel, among other things, held Xpedite, along with co-Respondents Angrisani, Erb, and
CEA Financial, jointly and severally liable to Claimant Constance Nobis for $50,000, plus 9% simple interest from
January 1, 1999 until September 9, 2002. The Panel also held Angrisani, Erb, and CEA Financial jointly and
severally liable to Xpedite for $50,000, plus 9% simple interest from January 1, 1999 until September 9, 2002.
Xpedite has filed a Notice of Petition, Verified Petition to Vacate Arbitration Award, and Request for Judicial
Intervention in New York State. That proceeding is pending. At a hearing on January 10, 2003, the New Jersey
Superior Court affirmed the NASD Award. No order or judgment, however, has been issued by the New Jersey
Superior Court.

On September 3, 1999, Elizabeth Tendler filed a complaint in the Superior Court of New Jersey Law
Division, Union County, against 17 named defendants including PTEK and Xpedite, and various alleged current and
former officers, directors, agents and representatives of Xpedite. The plaintiff alleges that the defendants engaged in
wrongful activities in connection with the management of the plaintiff’s investments, including investments in
Xpedite. The allegations against Xpedite and PTEK are limited to plaintiff’s investment in Xpedite. Plaintiff’s
claims against Xpedite and PTEK include breach of contract, breach of fiduciary duty, unjust enrichment,
conversion, fraud, interference with economic advantage, liability for ultra vires acts, violation of the New Jersey
Consumer Fraud Act and violation of New Jersey RICC. Plaintiff seeks an accounting of the corporate stock of
Xpedite, compensatory damages of approximately $1.3 million, accrued interest and/or dividends, a constructive
trust on the proceeds of the sale of any Xpedite or PTEK stock, shares of Xpedite and/or PTEK to satisfy
defendants’ obligations to plaintiff, attorneys’ fees and costs, punitive and exemplary damages in an unspecified
amount, and treble damages. On February 25, 2000, Xpedite filed its answer, as well as cross claims and third party
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claims. This case has been dismissed without prejudice and compelled to NASD arbitration, which has commenced.
In August 2000, a statement of claim was also filed with the NASD against all but one of the Nobis Respondents
making virtually the same allegations on behalf of claimant Elizabeth Tendler. Claimant seeks an accounting of the
corporate stock in Xpedite, compensatory damages of not less than $265,000, a fair conversion rate on stock options,
losses on other investments, interest and/or unpaid dividends, punitive damages, attorneys’ fees and costs. Hearings
before the NASD panel were held on November 27-29, 2001, January 22-24, 2002, February 4-7, 2002, April 9-19,
2002, and May 30, 2002. On July 31, 2002, the NASD Panel issued its Award. The Award was subsequently
amended on September 9, 2002. The Panel, among other things, held Xpedite, along with co-respondents Angrisani,
Erb, and CEA Financial, jointly and severally liable to claimant Elizabeth Tendler for $57,500, plus 9% simple
interest from March 1, 1999 until September 9, 2002. The Panel also held Angrisani, Erb, and CEA Financial
jointly and severally liable to Xpedite for $57,500, plus 9% simple interest form March 1, 1999 until September 9,
2002. Xpedite has filed a Notice of Petition, Verified Petition to Vacate Arbitration Award, and Request for Judicial
Intervention in New York State. That proceeding is pending. At a hearing on January 10, 2003, the New Jersey
Superior Court affirmed the NASD Award. No order or judgment, however, has been issued by the the New Jersey
Superior Court.

. On December 10, 2001, Voice-Tel filed a Complaint against Voice-Tel franchisees JOBA, Inc. (“JOBA™)
and Digital Communication Services, Inc. (“Digital”) in the U.S. District Court for the Northern District of Georgia.
The Complaint sought injunctive relief and a declaratory judgment with respect to Voice-Tel’s right to terminate the
franchise agreements with JOBA and Digital. On January 7, 2002, JOBA and Digital answered Voice-Tel’s
Complaint and asserted counterclaims against Voice-Tel for alleged breach of franchise agreements and other
alleged franchise-related agreements. JOBA and Digital also asserted claims alleging tortious interference of
contract against Premiere Communications, Inc. (“PCI”) and PTEK. On January 18, 2002, Voice-Tel, PCI and
PTEK filed responses and answers to the counterclaims and filed additional breach of contract and tort claims
against JOBA and Digital. In March 2002, Voice-Tel and JOBA and Digital sought leave of court to file amended
complaints and answers, which the court granted as to JOBA and Digital and granted in part and denied in part as to
Voice-Tel. The Digital Franchise Agreement contained a mandatory arbitration provision, which was not found in
the JOBA Franchise Agreement. Therefore, on April 10, 2002, the federal court severed the Digital breach of
franchise agreement claims and ordered them to be arbitrated. The Court ordered that all remaining claims,
including but not limited to the breach of franchise agreement claims as to JOBA, would remain in federal court.
The arbitration is currently scheduled for July 13, 2003 and will be held in Atlanta, Georgia. There is a proposal
outstanding that all parties agree to submit all claims to arbitration including the Federal Court claims. At this time,
this proposal has not been agreed to by any of the parties. Discovery with respect to the arbitration will end on June
25, 2003. On July 10, 2002, JOBA and Digital moved to amend their Complaint to add claims for constructive
termination of their franchises, which was subsequently denied by the court on September 11, 2002. On July 16,
2002, Voicecom Telecommunications, LLC (“Voicecom™”) was added as a party Plaintiff in the lawsuit against
JOBA and Digital. With the exception of expert and damages testimony, discovery has now concluded and the
parties are awaiting a trial date. The parties have filed motions and cross motions for partial summary judgment,
including responses thereto. A mediation of all claims between all parties was held on March 24, 2003, which failed
to resolve any of the issues in litigation.

On January 30, 2002, a complaint was filed by 15 Lake Bellevue, LLC in the Superior Court of King
County, Washington. Plaintiff sought to enforce a Lease Guaranty Agreement entered into by the Company on
behalf of Webforia, Inc. with respect to a lease for commercial real estate located in Bellevue, King County,
Washington. The Company’s potential liability under the Guaranty was limited to the lesser of the lease obligations
or $2,000,000, together with attorneys’ fees, interest and collection expenses. The Company filed an answer to the
lawsuit, and on May 17, 2002, the plaintiff filed a motion for partial summary judgment. On June 18, 2002, the
court entered an order finding unconditional liability on the part of the Company with respect to the guaranty but
reserving the issue of the amount of the Company’s liability for trial. On December 31, 2002 the parties entered into
a settlement agreement resolving in full all claims asserted by each party against the other.

Cn March 25, 2003, EasyLink Services Corporation (“EasyLink™) filed an amended complaint against the
Company, Xpedite and AT&T Corp. (“AT&T”), in the Superior Court of New Jersey, Chancery Division:
Middlesex County. EasyLink’s complaint alleges, among other things, that the Company entered into an agreement
to purchase a secured promissory note in the original principal amount of $10 million and 1,423,980 shares of
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EasyLink’s Class A common stock for the purpose of obtaining EasyLink’s business by using the acquired securities
to block a debt restructuring that EasyLink was allegedly pursuing with its creditors, including AT&T, and for other
improper motives. EasyLink’s complaint alleges that it pursued such debt restructuring in reliance on its
understanding that AT&T would participate in the restructuring on certain terms to which EasyLink and AT&T
allegedly had agreed, and that AT&T misled EasyLink as to its intentions with respect to such restructuring. The
complaint further alleges that AT&T disclosed confidential information of EasyLink to the Company in violation of
AT&T’s agreements with EasyLink, and that such information was used by AT&T and the Company in furtherance
of a joint scheme to force EasyLink out of the marketplace. EasyLink’s complaint also alleges that employees of the
Company and Xpedite have knowingly made false statements to EasyLink’s customers, investors and creditors
regarding EasyLink and its financial stability. EasyLink claims that these various actions have impaired its ability to
restructure its debt effectively and caused it to suffer various other commercial losses. EasyLink’s complaint seeks
to (i) enjoin AT&T from selling the secured promissory note to the Company, improperly interfering with
EasyLink’s business and contracts and disclosing EasyLink’s confidential information without EasyLink’s consent;
(ii) compel AT&T to consummate EasyLink’s proposed restructuring; (iii) enjoin the Company and Xpedite from
making false statements to EasyLink’s customers and creditors regarding EasyLink and its financial position; (iv)
enjoin the Company from contacting EasyLink’s creditors and preventing the restructuring of EasyLink’s debt; and
(v) enjoin the Company and Xpedite from using EasyLink’s confidential information and contacting FasyLink’s
current and former employees to obtain such confidential information. EasyLink’s complaint also seeks unspecified
damages from AT&T and the Company. The Company intends to answer and defend this lawsuit.

The Company is also involved in various other legal proceedings which the Company does not believe will
have a material adverse effect upon the Company’s business, financial condition or results of operations, although
no assurance can be given as to the ultimate outcome of any such proceedings.

The Company and certain of its officers and directors were named as defendants in multiple shareholder
class action lawsuits filed in the United States District Court for the Northern District of Georgia. Plaintiffs
represented a class of individuals (including a subclass of former Voice-Tel Enterprises, Inc. (“Voice-Tel”)
franchisees and a subclass of former Xpedite Systems, Inc. (“Xpedite™) shareholders) who purchased or otherwise
acquired the Company’s common stock from as early as February 11, 1997 through June 10, 1998. Plaintiffs
alleged, among other things, violation of Sections 10(b), 14(a) and 20(a) of the Securities Exchange Act of 1934 and
Sections 11, 12 and 15 of the Securities Act of 1933. Following a court ordered mediation, the parties reached a
proposed settlement of all claims. A final fairness hearing on the proposed settlement before the court was held on
July 8, 2002, and the Order and Final Judgment finally approving the settlement was entered on July 15, 2002,
Under the terms of the settlement, the Company contributed 249,000 shares of the Company’s Common Stock plus
approximately $1.8 million in cash, and the insurance carriers contributed approximately $17.7 million in cash, for a
total settlement amount of $20.75 million.

In May 2000, the Company was served with a Complaint filed by Robert Cowan in the Circuit Court of
Jackson County, Missouri, alleging claims for breach of contract, fraudulent misrepresentation, negligent
misrepresentation, breach of duty of good faith and fair dealings, unjust enrichment, and violation of Georgia and
Missouri blue sky laws. Plaintiff’s claims arise out of the Company’s acquisition of American Teleconferencing
Services, Ltd. (“ATS”) in April 1998. Plaintiff was a shareholder of ATS who received shares of PTEK stock in the
transaction. Three other similarly situated plaintiffs later joined the suit. On August 28, 2002, the parties entered
into a Confidential Settlement Agreement and Mutual General Release pursuant to which, among other things, the
Company paid the Plaintiffs $3.6 million and all claims were dismissed with prejudice.
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21. INCOME TAXES

Income tax (benefit) provision from continuing operations for 2002, 2001 and 2000 is as follows (in

thousands):
2002 2001 2000

Current:
Federal ....c....ocovvviiiiiieciiiieere e, $ — $ (9,125) $ 4,884
StALE o 997 241 1,221
International ...........c..ooevvvveveeevirereeecnen. (1,216) 2.373 2,551
$ (219) $ (6511 $ 8,656

Deferred:
Federal ....cooovvvvvviiiiieieececeeeeeee $2,192 $ 2,739 $ 7,827
StALE ottt (597) (1,321) 1,279
International ..........ccceveivvevivviieeieen — (6.250) 204
1,595 (4.832) 9,310

$1,376 $(11,343) $17,966

The difference between the statutory federal income tax rate and the Company’s effective income tax rate
applied to income before income taxes from continuing operations for 2002, 2001 and 2000 is as follows (in

thousands):
2002 2001 2800
Income taxes at federal statutory rate ..........c.ccoveveerennen. $ 5,528 $(77,351) $(10,022)
State taxes, net of federal benefit............ccocooniii. 997 (1,164) 165
FOreign taxes. ......ocoeereereiiieniecnesrcnr e e e cnie e (2,150) (3,689) 778
Change in valuation allowance. .........c.coccccevcernrerrriinnnn, (5,992) 21,743 783
Other permanent differences.........c.cccccoveeiiniciiiniinnns 2,991 49,118 26,262
Income taxes at the Company’s effective rate ............... $1.376 $(11,343) $17.966

During the year ending December 31, 2002 the Company realized tax benefits of approximately $5.6
million of which approximately $1.0 million and $4.6 million were realized in the third and fourth quarters of 2002,
respectively, due to changes in previous estimates. This $5.6 million tax benefit consisted of approximately $3.4
million related to foreign taxes and approximately $2.2 million related to revised estimates of deferred tax asset and
liability values.

Differences between financial accounting and tax bases of assets and liabilities giving rise to deferred tax
assets and liabilities are as follows at December 31 (in thousands):

2002 2001
Deferred tax assets:

Net operating loss carryforwards. ........cccoccovrirrrirrnnn, $31,648 $39,087
Intangible @SSetS........covoveieiirierecrere et 3,418 9,096
ReStructuring COStS........ccorrmrriermaee e 2,809 1,471
ACCTUE EXPEIISES ..vevvvervrireeireniee e e eireeiresresiresaaaseanes 8,264 12,911
Other tax creditS.....cccooviiiivieiriiir et ere e 1,820 3,500
Capitalized SOftware ...........ccccovvvirierirveieie e 619 —
TNVESTMENLS ..ot e _ 49
Property and equipment .........c.coocovrnreiniicinnee — 6,484
$46,758 $69,098
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2002 2001
Deferred tax liabilities:

Property and equipment ..........c.coovernnrrienne s $ (3,176) [ J—
Intangible asSets.......ocovrviriicrircereieeee e (427) (3,410)
Unrealized gain on marketable equity securities ........... (175) (457)
Other Habilities .......cooovieiieiiieicriireeree e (15,300) (16,332)

(19,078) {20,199)
Valuation allowance ........ooveoviiviiiiiicire e (5.231) _{(28,233)
Deferred income taxes, NEt. .oovvvvvvveeivrvereeeiiieeeiiieeeiis $22.449 $ 20,666

The Company is required to estimate its taxes in each jurisdiction of operation. This process involves
management estimating its tax exposure together with assessing temporary differences resulting from differing
treatment of items for tax and accounting purposes. The ultimate recognition of uncertain tax matters is realized in
the period of resolution.

At December 31, 2002, the Company had federal income tax net operating loss carryforwards of
approximately $73.9 million expiring in 2005 through 2022. The utilization of some of the net operating losses are
subject to Internal Revenue Code Section 382 limitations due to prior ownership changes. Tax benefits of
approximately $1.2 million, $0.0 million and $1.6 million in 2002, 2001 and 2000, respectively, are associated with
nonqualified stock option exercises, the benefit of which was credited directly to additional paid-in capital.

The Company was able to carryback capital losses generated in 2001 against prior years capital gains for
approximately $9.2 million in federal income tax refunds. This refund due was recorded as “federal income tax
receivable” on the balance sheet at December 31, 2001. :

During the year ended December 31, 2002, the valuation allowance changed by $23.0 million. The change was the
result of several factors including a transmutation of $3.0 million of capital loss carryforwards into realizable net
operating loss carryforwards. In addition, $3.4 million and $1.3 million for federal and foreign net operating loss
carryforwards were deemed likely to be utilized and $8.3 million and $7.0 million relating to expiring state and
foreign net operating loss carryforwards were written off, for which the correlating assets were also written off.

22. STATEMENT OF CASH FLOW INFORMATION

Supplemental disclosure of cash flow information (in thousands):

2002 2001 2000

Cash paid (received) during the year for:

INEEIEST ..ot ee e s e sae st s esar e e $10,403 $11,283 $11,324

INCOME TAXES, NEL ...ovevevieiiieieee ettt $(8,217) $ (4,505) $17,100
Cash paid for acquisitions accounted for as purchases

are as follows:

Fair value of assets acquired........c...ooevevvevevieevieiereeee v $ — $ 5,828 $2,623

Less liabilities assumed ......cococveervrrinnerrnnieii e — — —

Less common stock issued to sellers.......covveirinciicinieceeeenne. — — —

Cash paid for transaction costs and liabilities assumed ............ 701 — —

Net cash paid. ..o § 701 $ 5828 $ 2,623

Non-cash investing and financing activities:
During 2002 and 2001 the Company made a discretionary contribution of $1.6 million for the benefit of

employees in Company stock. Additionally during 2001, the Company acquired $5.9 million of equipment though
capital leases and the Company exchanged options for restricted stock.
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23. SEGMENT REPORTING

PTEK Holdings, Inc., a Georgia corporation, and its subsidiaries (collectively the “Company” or “PTEK”),
is a global provider of business communications services, including conferencing (audio conferencing and Web-
based collaboration) and multimedia messaging (high-volume actionable communications, e-mail, wireless
messaging, voice message delivery and fax). The Company’s reportable segments align the Company into two
operating segments based on product offering. These segments are Premiere Conferencing and Xpedite. Premiere
Conferencing offers a full suite of enhanced audio, automated audio and Web conferencing services for all forms of
group communications activities. Xpedite offers a comprehensive suite of business services that enable actionable
two-way communications which allow corporations to better acquire and retain customers as well as automate their
core business processes. In addition, the Company had one other reportable segment, Voicecom, which the
Company exited through the sale of that segment effective March 26, 2002. Voicecom offered a suite of integrated
communications solutions including voice messaging, interactive voice response services and unified
communications. Retail Calling Card Services is a business segment that the Company exited through the sale of its
revenue base effective August 1, 2000. It primarily consisted of the Premiere WorldLink calling card product,
which was marketed primarily through direct response advertising and co-branding relationships to individual retail
users.

On January 1, 2001, management responsibility for international conferencing services was transferred
from Xpedite to Premiere Conferencing. Prior to that date, these international revenues were reported in the Xpedite
operating segment. The revenues of the Australian operations of Voicecom that were retained in conjunction with
the sale of this operating segment are reported in the international results of Xpedite effective January 1, 2002. In
order to report comparable operating segment financial results, certain financial information for years prior to 2001
has been reclassified. Overall these reclassifications did not have a material impact on the financial results of the
operating segments for the periods presented.

Premiere Conferencing has historically relied on sales through a particular customer for a significant
portion of its revenues. Sales to that customer accounted for approximately 12% of consolidated revenues from
continuing operations (29% of Premiere Conferencing’s revenues) in 2002, 10% of consolidated revenues form
continuing operations (29% of Premiere Conferencing’s revenues) in 2001, and 5% of consolidated revenues from
continuing operations (22% of Premiere Conferencing’s revenues) in 2000.
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Information concerning the operations in these reportable segments is as follows (in millions):

Year Ended December 31,

REVENUES: 2002 2001 2000
Revenues from continuing operations:
XPEAILE .ot $202.9 $215.7 $230.1
Premiere Conferencing. ...........ccecevveeiinieninienenieieeneenenenes 138.5 115.1 73.4
© ElMINAtIONS. ..ottt e e (0.1) (0.4) (0.3)
3413 3304 303.2
Revenues from discontinued operations:
Retail Calling Card Services.........oocvvverrerinenine s — — 13.8
VOICECOM ..ttt ittt eeee ettt e e s e ene i 15.8 92.5 119.9
357.1 422, $436.9
OPERATING PROFIT (LOSS):
Operating profit (loss) from continuing operations:
Xpedite. .oeverriiereienne J ST UUTUPURURRTUURURRPN § 2238 $(147.1) $(40.5)
Premiere Conferencing. .......cooceevvcreecenininicnnine s 315 114 (0.5)
Holding Company........cccovveerininineiienencencereseeeenesnnes (29.4) (41.4) (17.0)
EHMINATIONS ...ecvieeieere et sere et eve et eebesraesenesaens (0.0) — (0.2)
b 249 $(177.1) 3$(58.2)
Operating profit (loss) from discontinued operations:
Retail Calling Card Services........ccccvverviiieneienienieriniennereeenene — — 1.1
VOICECOM. ..ottt sttt cen s e sbeseaesaa e sraene e (5.7) (53.6) (17.1)
$ 192 $(230.7) $(76.4)
NET INCOME (LOSS):
Income (loss) from continuing operations:
XPEAILE. vttt et s e $ 261 $(123.7) $(50.7)
Premiere Conferencing. ......ccccooveveveievirccnennenennceienencnnenenes 26.8 6.7 (3.4)
Holding Company..........ccccoiuvereeneneianceine e seeeseseseessens (38.2) (92.7) 6.1
ElMiNations.......c.veeeeuerririenrrerereerciercteenisiee st ssrn s s (0.3) (0.0) 1.4
14.4 209.7 46.6
Income (loss) from discontinued operations:
Retail Calling Card ServiCes......cccoovvremvrminierieiscreiseresieeeerens — — (1.3)
VOICECOM . .cueiitei ettt sttt ee b ns e e (12.5) 32.4 11.0)
L. $042.1) $(58.9)
As of December 31,
2002 2001 2000
IDENTIFIABLE ASSETS:
XPOAILC. e cveeveireeeie ettt $190.5 32145 $391.6
VOICECOML ..ot auieeeie et rtesee e esece et eabaeatesnesreassearseensassnensenas — 40.2 90.2
Premiere COnferencing. ......ccoviveeecincnrrninennninensaeseseneeseannas 75.5 69.0 75.0
Retail Calling Card Services.......occoeiveiiieiriieeeeeeeeeeeeeeneneene — — —
Holding Company .......c.c.ccviveieriinrenneeenitcse e eeee oo 86.1 62.7 74.1
TOtAl. ot e e 352.1 $386.4 $630.9

(1) Eliminations are primarily comprised of revenue eliminations from business transacted between Xpedite and
Premiere Conferencing.
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Information concerning revenues from groups of similar products and services are as follows (in millions):

2082 2001 2009

E-mail, fax and messaging.........cccccovevveevreeirirniieieeninnieeeeeieeeeans $202.9 $215.7 $230.1
CONTEIENCINEG ...ootiviiviiiiiieiii vttt ere et e et e b et e es e enrasaees 138.5 1151 73.4
ELMINAtions . ....ccoovoiiuiirerrinn ettt cest ettt s s s es (0.1) (0.4) (0.3)
Total revenue from continuing operations.........ccccovvevccenrerenrerens $341.3 $330.4 $303.2
Voice and unified messaging......c.co.vovverveverenirinnneineecnssene s 15.8 70.7 101.5
Wholesale calling card SETVICES ......c.ovvvieriiieiriiirecieee e — 9.6 6.2
Retail calling card SErviCes ......cocvurrrreeireiierencecne e — — 13.8
INtEractive VOICE TESPOMSE ....eververeerernirrerieirieenceresreeeieessasessesessesenes — 12.2 12.2
Total revenue from discontinued Operations.........c..cccvveeeercrrennen $ 15.8 $ 925 $1337

Information concerning depreciation expense for each reportable segment is as follows (in millions):

2002 2001 2006

XPEAILE cvovvevrieceetceeeceee ettt bttt $13.1 $12.8 $11.7
Premiere Conferencing .......c.ceevcriivrnoeneinerencne oo seseenens 7.5 7.1 6.0
Holding COMPANY.....cccovririirriiimiiienenie e reeeeeieeereorenee e aaneeen 0.9 0.8 . 2.1
Total depreciation expense from continuing operations. .............. $21.5 3 20. $19.8

Information concerning capital expenditures for each reportable segment is as follows (in millions):

2002 2001 2000

XPEAIE .ottt re e saer sttt s ea et st e $ 7.1 $15.8 3154
Premiere Conferencing ......c.covveereeuerierienenienineseeseee e 6.7 9.8 7.1
Holding COMPEANY.....ccocieririririricritirieeeercninineeesreecrtn e eeeecenene — — 0.3
Total capital expenditures from continuing operations................. $13.8 $25.6 $22.8

The following table presents financial information based on the Company’s continuing geographic
segments for the years ended December 31, 2002, 2001 and 2000 (in millions):

Net Operating Identifiable
Revenues Income (F oss) Assets
2002
NoOrth AMETiCa......ocveeieeeieiveee e, $228.8 $20.5 $285.3
AS12 PaCIfIC cooviviiiivicec e 559 2.6 25.8
BUTOPE i et e 56.6 _ 1.8 41.0
TOtal. et e $341.3 $249 $352.1
2001
NOIth AMETICA....vvviecvcereeee et $223.8 $(157.8) $321.9
AS18 PACIfIC v, 56.2 (6.1) 27.1
BUIOPE .ottt 504 (13.2) 37.4
TOtal. it $3304 $177.1) $386.4
2000
NOTth AMETICA....cviveereeiiee et ecr et eee e esee e eae s $187.6 $(63.4) $565.0
Asi1a PaCific c.oovieie e, 64.8 (1.6) 30.8
BUIOPE oottt st sra e ne e aen 50.8 6.8 351
TOtal .o $303.2 $(58.2) $630.9

91




PTEK HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONSCLIDATED FINANCIAL STATEMENTS

24. SUBSEQUENT EVENTS (UNAUDITED)

On January 16, 2003, Xpedite acquired substantially all of the assets related to the U.S. based e-mail and
facsimile messaging business of Cable & Wireless USA, Inc. (“C&W™), and assumed certain liabilities, for a total
purchase price of $11.0 million. The Company paid $6.0 million in cash at closing, and will pay $5.0 million in 16
equal quarterly installments commencing March 31, 2003. Currently, approximately $10.0 million of the aggregate
purchase price has been allocated to identifiable customer lists with the remaining balance of $1.0 million allocated
to goodwill. The Company is in the process of completing a third-party valuation of certain intangible assets which
could result in changes to the preliminary allocation of the purchase price.

On February 27, 2003, the Company entered into a Share Purchase Agreement and Note Purchase
Agreement with AT&T Corp. (“AT&T”) pursuant to which the Company has agreed to purchase from AT&T, and
AT&T has agreed to sell to the Company, 1,423,980 shares of the Class A Common Stock (the “Shares™) and a
Promissory Note of EasyLink Services Corporation (NASDAQ: EASY) (“EasyLink”) in the stated principal amount
of $10.0 million (the “Note”). The obligation of each party to consummate the transactions contemplated by each
such purchase agreement is conditioned upon, among other things, the satisfaction or waiver of the conditions to
such party’s obligation to consummate the transactions contemplated by the other purchase agreement.

The Note is secured by assets representing the substantial portion of EasyLink’s operations. Principal and
accrued interest on the note, aggregating over $12.0 million, is payable in 13 quarterly installments beginning June
1, 2003. The principal and accrued interest obligations bear interest at a rate of 12% per annum until paid. The
Shares to be purchased represent approximately 8.9% of the outstanding Class A common shares and 8.4% of the
total outstanding common shares of EasyLink.

As consideration for the sale of the Shares and the Note, the Company has agreed to pay AT&T $4.0
million in cash and fo issue to AT&T a warrant to acquire 250,000 shares of the Common Stock of the Company.
The warrant will be exercisable at any time during the seven years following the date of issuance, at an exercise
price to be determined on the basis of trading prices of the Company’s Common Stock during the ten trading days
prior to the issuance of the warrant. The aggregate purchase price for the Shares, as set forth in the Share Purchase
Agreement, is $825,908, or $0.58 per share, which amount equals the average of the high and low selling price of
the Class A Common Stock on the Nasdaq National Market during the five trading days immediately preceding the
date of the Share Purchase Agreement. Despite the Share Purchase Agreement stating such separate purchase price
for the Shares, the Company views its purchase of the Shares and the Note as a single transaction, for the total
consideration set forth above. The cash consideration for the purchase of the Shares and the Note will be paid out of
the working capital of PTEK.

On March 3, 2003, EasyLink demanded that the Company and AT&T terminate their agreements for the
purchase and sale of the Note and the Shares. In connection with such demand, EasyLink has asserted that AT&T
and PTEK may have violated commitments of AT&T and the Company to EasyLink and that the Company has
engaged in certain improper activities with respect to EasyLink and in connection with the transaction. The
Company considers these allegations to be groundless and has denied each of them. PTEK expects to consummate
the purchase of the Note and Shares, subject to the conditions set forth in the respective purchase agreements.

On March 25, 2003, EasyLink filed a lawsuit against the Company, Xpedite and AT&T. See Note 20—
“Commitments and Contingencies” for a detailed discussion of this litigation.
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SELECTED QUARTERLY FINANCIAL DATA (Unaudited)

The following table presents certain unaudited quarterly consolidated statement of operations data for each
of the eight quarters in the period ended December 31, 2002. Certain prior quarter results have been reclassified to
conform with current period presentation. The information has been derived from the Company’s unaudited
financial statements, which have been prepared on substantially the same basis as the audited consolidated financial
statements contained in this Form 10-K. The results of operations for any quarter are not necessarily indicative of
the results to be expected for any future period.

First Second Third Fourth

Quarter Quarter Quarter Quarter Total
Year ended December 31, 2002

REVENUES ..ot e $83,321 §$ 87,408 $ 86,012 $§ 84,512 $341,253

Gross Profit. ... 66,520 70,331 69,622 70,015 276,488

Operating iNCOME ....c.coovervrreieririereereerene s e eeeniens 5,944 7,868 6,723 4,370 24,905

Net income from continuing operations .................. 2,080 2,899 2,760 6,684 14,423

Net income from continuing operations per share— $ 0.04 $ 005 § 005 $ 012 § 027
DASIC 1.vvereirie ettt ettt r e sae et

Net income from continuing operations per share— § 0.04 $ 005 $ 005 $ 012 § 026
diluted......coooovieeieee e

Net income (1088) .....ocoiieiieiiieriiiiie e (9,915) 2,079 2,760 6,967 1,891

Net income (loss) per share - basic .......cccoevenenene. $ (0199 $ 004 $ 005 $§ 013 $ 004

Net income (loss) per share - diluted ....................... $ (0199 § 004 $ 005 $ 012 §$ 003

Year ended December 31, 2001

REVENUES ..o e $ 82334 §$ 84,053 $ 81,062 $ 82,967 $330416
GEOSS PIOFIt ovvvvvvveveereeeeeseseseseeeeees e eeeeeeeeseeseseesesens 62,078 65,005 63,647 66,733 257,463
OPpErating loss ......covurreminissrnnninnnnssnsinines (12,809) (15,887) (13,136)  (135,310) (177,142)
Net loss from continuing operations............ccovrvenen, (19,035) (35,277) (13,571)  (141,775)  (209,658)
Net loss from continuing operations per share — $ (038 § (©07H $ (©027) $ (280) § (4.19)
basic and diluted ..........occeeveneeinnereenre,
INEE 1SS +vvvvvrvreeeeeeeeeee s eeeeseeeeereeseneeenee (23,551)  (42,931)  (17.625) (158,013) (242,120)
Net loss per share - basic and diluted.............c.c.o..... $ (048 $ (086 $ (035 $ (B.12) $ @484

The results of operations for the fourth quarter of 2002 include an adjustment made to the Voicecom
liabilities that were retained at the time of sale based upon the determination that certain of these liabilities were no
longer required of approximately $2.9 million, net of taxes. In addition, the Company realized tax benefits of
approximately $1.0 million and $4.6 million in the third and fourth quarters of 2002, respectively, due to changes in
previous estimates.

The results of operations in all the quarters in 2002 and the 2001 second and fourth quarters include
charges associated with some or all of the following; asset impairments, equity based compensation, restructuring
costs, net legal settlements and related expenses and asset impairments and obligations — investments. For a further
discussion of these charges and gains see Management’s Discussion and Analysis of Financial Condition and
Results of Operations.

93




Item 9. Changes and Disagreements with Accountants on Accounting and Financial Disclosure

On October 2, 2001, PTEK dismissed Arthur Andersen, LLP as its independent accountants and engaged
PricewaterhouseCoopers, LLP as its new independent accountants. The decision to change accountants was
recommended by the Audit Committee of the Company’s Board of Directors and approved by the Company’s Board
of Directors. The change in certifying accountants was reported in PTEK’s Current Report on Form 8-K, dated
October 2, 2001 and filed with the SEC on October 9, 2001. Due to the discontinued operations in 2002 resulting
from the sale of the Company’s Voicecom operations, PricewaterhouseCoopers was engaged to re-audit the
Company for 2000. Thus, this Annual Report does not include any reports of Arthur Andersen, LLP.
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PART III

Certain information required by Part III is omitted from this report in that the Registrant will file a
Definitive Proxy Statement pursuant to Regulation 14A (“Proxy Statement”) not later than 120 days after the end of
the fiscal year covered by this report.

[tem 10. Directors and Executive Officers of the Registrant

The information required by this item is incorporated herein by reference to the Company’s Proxy
Statement.

[tem 11. Executive Compensation

The information required by this item is incorporated herein by reference to the Company’s Proxy
Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Other than the Equity Compensation Plan Information below, the information required by this item is
incorporated herein by reference to the Company’s Proxy Statement.

Equity Compensation Plan Informatien

The following table gives information as of December 31, 2002 about the Common Stock that may be
issued under all of the Company’s existing equity compensation plans. The table does not include information with
respect to shares subject to outstanding options granted under equity compensation plans assumed by the Company
in connection with mergers and acquisitions of the companies that originally granted those options. Footnote (3) to
the table sets forth the total number of shares of the Company’s Common Stock issuable upon the exercise of those
assumed options as of December 31, 2002, and the weighted average exercise price of those options. No additional
options may be granted under those assumed plans.

(¢)
Number of Securities
Remaining Available for

(a) b Future Issuance Under
Number of Securities to Weighted Average Equity Compensation
be Issued Upon Exercise Exercise Price of Plans (Excluding
of Outstanding Options, Outstanding Options, Securities Reflected in
Plan Category Warrants and Rights Warrants and Rights Column (a)
Equity Compensation
Plans approved by
shareholders (1) .....c.......... 4,174,448 $5.002 5,086,472
Equity Compensation
Plans not approved by
shareholders (2) ................ 4,575,776 5.420 2,655,015
Total.ooooericec e, 8,750,224 5.220 7,741,487
(1) Includes options issued and shares available for issuance under the Company’s 1995 Stock Plan, the 2000

Directors Stock Plan and the Associate Stock Purchase Plan. The Associate Stock Purchase Plan was
terminated on January 14, 2003 and no additional shares will be issued under that Plan.
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Includes options issued and shares available for issuance under the Company’s 1994 Stock Option Plan and
the 1998 Stock Plan. Also includes individual stock option awards granted to (i) certain former employees
upon hire, (ii) certain former employees in connection with the Company’s acquisition of Voice-Tel
Enterprises, Inc., and (iii) a non-employee contractor for services performed.

This table does not include information for the following equity compensation plans assumed by the
Company in connection with mergers and acquisitions of the companies that originally established those
plans: Xpedite Systems, Inc. 1992 Incentive Stock Cption Plan, Xpedite Systems, Inc. 1993 Incentive
Stock Option Plan, Xpedite System, Inc. 1996 Incentive Stock Plan, Xpedite Systems, Inc. Non-Employee
Directors’ Warrant Plan, certain individual Stock Purchase Warrants issued to former directors and non-
employees of Xpedite, Intellivoice Communications, Inc. 1995 Incentive Stock Option Plan, VoiceCom
Holdings, Inc. 1995 Stock Option Plan and VoiceCom Holdings, Inc. Amended and Restated 1985 Stock
Option Plan. As of December 31, 2002, a total of 222,629 shares of the Company’s common stock were
issuable upon exercise of outstanding options under those assumed plans. The weighted average exercise
price of those outstanding options is $11.027 per share. No additional options may be granted under those
assumed plans.

Description of Plans and Individual Awards Not Approved by Shareholders

The Company’s 1998 Stock Plan (the “1998 Plan”) provides for the issuance of nonqualified stock options,
restricted stock and stock appreciation rights to employees and consultants of the Company. A total of 8,000,000
shares of stock have been reserved for awards under the 1998 Plan. The terms of options granted under the 1998
Plan are established by the 1998 Stock Plan Committee, which is made up of at least two outside non-employee
directors appointed from time to time by the Board of Directors. See further discussion in Note 17—"Equity Based
Compensation Plans.”

The Company’s 1994 Stock Option Plan (the “1994 Plan”) provides for the grant of nonqualified stock
options to employees. A total of 960,000 shares of common stock have been reserved for awards under the 1994
Plan. The terms of options granted under the 1994 Plan are established by the 1994 Stock Option Plan Committee,
which is made up of at least two directors appointed from time to time by the Board of Directors. No additional
options will be granted under this plan. See further discussion in Note 17— Equity Based Compensation Plans.”

Individual stock option awards granted to former employees in connection with the acquisition of Voice-
Tel Enterprises, Inc. consist of the following outstanding options: 100,000 shares with an exercise price of $5.50 that
terminates on April 30, 2005; 125,000 shares with an exercise price of $5.50 that terminates on April 30, 2005;
15,000 options with an exercise price of $25.875 that terminates on May 2, 2005; 25,000 shares with an exercise
price of $23.875 that terminates on April 30, 2003; 125,000 shares with an exercise price of $5.50 that terminates on
April 30, 2005; 95,000 shares with an exercise price of $5.50 that terminates on April 30, 2005; and 200,000 shares
with an exercise price of $10.25 that terminates on April 30, 2005.

Individual stock option awards granted to three former employees upon hire consist of the following
outstanding options: 300,000 shares with an exercise price of $8.00 per share that was repriced to $.35 per share,
which terminates on July 1, 2006 and 50,000 shares with an exercise price of $5.50 that terminates on June 8, 2006.

The individual stock option award granted to a non-employee contractor consists of 125,000 shares at an
exercise price of $30.00 that terminates on April 22, 2003.

Item: 13. Certain Relationships and Related Transactions

The information required by this item is incorporated herein by reference to the Company’s Proxy Statement.

Item 14. Controls and Procedures

Evalﬁation of Disclosure Controls and Procedures. Within 90 days prior to the filing of this Annual Report
on Form 10-K (the “Evaluation Date”), the Company’s Chief Executive Officer and its Chief Financial Officer
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evaluated the effectiveness of the Company’s disclosure controls and procedures (as such term is defined in Rules
13a-14(c) and 15d-14(c) under the Securities and Exchange Act of 1934 (the “Exchange Act”)). Based on such
evaluation, the Company’s Chief Executive Officer and Chief Financial Officer have concluded that, as of the
Evaluation Date, the Company’s disclosure controls and procedures provide reasonable assurance that the
information required to be disclosed by the Company in the reports that it files or submits under the Exchange Act is
recorded, processed, summarized and reported in the time periods specified in the SEC’s rules and forms.

Changes in Internal Controls. Since the Evaluation Date, there have been no significant changes in the
Company’s internal controls or in other factors that could significantly affect these controls subsequent to the
Evaluation Date.
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PART IV
Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K
(a) 1. Financial Statements
The financial statements listed in the index set forth in Item 8 of this report are filed as part of this report.
2. Financial Statement Schedules

Financial statement schedules required to be included in this report are either shown in the financial
statements and notes thereto, included in Item 8 of this report, or have been omitted because they are not applicable.

3. Exhibits
EXHIBIT INDEX

Fxhibit
Number Des’cription

2.1 Agreement and Plan of Merger, together with exhibits, dated April 2, 1997 by and among Premiere
Technologies, Inc., PTEK Merger Corporation and Voice-Tel Enterprises, Inc. and the Stockholders of
Voice-Tel Enterprises, Inc. (incorporated by reference to Exhibit 2.1 to the Registrant’s Current Report
on Form 8-K dated April 2, 1997 and filed on April 4, 1997).

22 Agreement and Plan of Merger, together with exhibits, dated April 2, 1997 by and among Premiere
Technologies, Inc., PTEK Merger Corporation II, VIN, Inc. and the Stockholders of VTN, Inc.
(incorporated by reference to Exhibit 2.2 to the Registrant’s Current Report on Form 8-K dated April 2,
1997 and filed on April 4, 1997).

23 Transfer Agreement dated March 31, 1997 by and among Premiere Technologies, Inc. and Owners of
the VTEC Franchisee: 1086236 Ontario, Inc. (incorporated by reference to Exhibit 2.13 to the
Registrant’s Current Report on Form 8-K dated April 30, 1997 and filed on May 14, 1997).

24 Transfer Agreement dated March 31, 1997 by and among Premiere Technologies, Inc. and Owners of
the Eastern Franchisees: 1139133 Ontario Inc., 1116827 Ontario Inc., 1006089 Ontario Inc., and
106394C Ontario Inc. (incorporated by reference to Exhibit 2.14 to the Registrant’s Current Report on
Form 8-K dated April 30, 1997 and filed on May 14, 1997).

2.5 Stock Purchase Agreement, together with exhibits, dated September 12, 1997 by and among Premiere
Technologies, Inc., VoiceCom Holdings, Inc. and the Shareholders of VoiceCom Holdings, Inc.
(incorporated by reference to Exhibit 2.1 to the Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 1997).

2.6 Agreement and Plan of Merger, together with exhibits, dated November 13, 1997 by and among
‘ Premiere Technologies, Inc., Nets Acquisition Corp. and Xpedite Systems, Inc. (incorporated by
reference to Exhibit 99.2 to the Registrant’s Current Report on Form 8-K dated November 13, 1997 and

filed December 5, 1997, as amended by Form 8-K/A and filed on December 23, 1997).

2.7 Agreement and Plan of Merger dated April 22, 1998 by and among the Company, American
Teleconferencing Services, Ltd. (“ATS”), PTEK Missouri Acquisition Corp. and the shareholders of
ATS (incorporated by reference to Exhibit 99.1 of the Company’s Current Report on Form 8-K dated
April 23, 1998 and filed on April 28, 1998).
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Exhibit
Number

2.8

29

2.10

3.1

3.2

33

34

3.5

3.6

Description

Membership Interests Purchase Agreement as of March 25, 2002 by and among Voicecom
Telecommunications, LLC, the Registrant, Premiere Communications, Inc., Voice-Tel of Canada Ltd,,
Intellivoice Communications, LLC, Voice-Tel Enterprises, LLC and Voicecom Telecommunications,
Inc. (incorporated by reference to Exhibit 2.1 of the Registrant’s Current Report on Form 8-K dated
March 26, 2002 and filed on April 10, 2002).

Bill of Sale and Assignment as of March 25, 2002 by and between Voicecom Telecommunications, LLC
and Premiere Communications, Inc. (incorporated by reference to Exhibit 2.2 of the Registrant’s Current
Report on Form 8-K dated March 26, 2002 and filed on April 10, 2002).

Assignment and Assumption Agreement as of March 25, 2002 by and between Voicecom
Telecommunications, LLC and Premiere Communications, Inc. (incorporated by reference to Exhibit 2.3
of the Registrant’s Current Report on Form 8-K dated March 26, 2002 and filed on April 10, 2002).

Articles of Incorporation of Premiere Technologies, Inc., as amended, (incorporated by reference to
Exhibit 3.1 to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended June 30, 1998).

Articles of Amendment of Articles of Incorporation of Premiere Technologies, Inc. (changing the name
of the Registrant to PTEK Holdings, Inc.) (incorporated by reference to Exhibit 3.2 to the Registrant’s
Yearly Report on Form 10-K for the year ended December 31, 1999 and filed on March 30, 2001).

Amended and Restated Bylaws of Premiere Technologies, Inc., as amended (incorporated by reference
to Exhibit 3.1 to the Registrant’s Amended Quarterly Report on Form 10-Q/A for the quarter ended June
30, 2001).

Amendment No. 6 to Amended and Restated Bylaws of PTEK Holdings, Inc. (incorporated by reference
to Exhibit 3.3(a) to the Registrant’s Yearly Report on Form 10-K for the year ended December 31,
2001).

Amendment No. 7 to Amended and Restated Bylaws of PTEK Holdings, Inc. (incorporated by reference
to Exhibit 3.3(b) to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended March 31,
2002, as filed on May 15, 2002).

Amendment No. 8 to Amended and Restated Bylaws of PTEK Holdings, Inc. (incorporated by reference
to Exhibit 3.3(c) to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended March 31,
2002).

See Exhibits 3.1-3.3 for provisions of the Articles of Incorporation and Bylaws defining the rights of the
holders of common stock of the Registrant.

Specimen Stock Certificate (incorporated by reference to Exhibit 4.2 to the Registrant’s Registration
Statement on Form S-1 (No. 33-80347)).

Indenture dated June 15, 1997 between Premiere Technologies, Inc. and IBJ Schroder Bank & Trust
Company, as Trustee (incorporated by reference to Exhibit 4.1 to the Registrant’s Current Report on
Form 8-K dated July 25, 1997 and filed on August 5, 1997).

Form of Global Convertible Subordinated Note due 2004 (incorporated by reference to Exhibit 4.2 to the
Registrant’s Current Report on Form 8-K dated July 25, 1997 and filed on August 5, 1997).
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Exhibit
Number

4.5

10.5

10.6

10.7

10.8

10.9

10.10

10.11

Description

Registration Rights Agreement dated June 15, 1997 by and among the Registrant, Robertson, Stephens
& Company LLC, Alex. Brown & Sons Incorporated and Donaldson, Lufkin & Jenrette Securities
Corporation (incorporated by reference to Exhibit 4.3 to the Registrant’s Current Report on Form 8-K
dated July 25, 1997 and filed on August 5, 1997).

Shareholder Protection Rights Agreement dated June 23, 1998 between the Company and SunTrust
Bank, Atlanta, as Rights Agent (incorporated by reference to Exhibit 99.1 of the Company’s Current
Report on Form 8-K dated June 23, 1998 and filed on June 26, 1998).

Shareholder Agreement dated January 18, 1994 among the Registrant, NationsBanc Capital Corporation,
Boland T. Jones, D. Gregory Smith, Leonard A. DeNittis and Andrea L. Jones (incorporated by
reference to Exhibit 10.12 to the Registrant’s Registration Statement on Form S-1 (No. 33-80547)).

Mutual Release dated December 5, 1997 by and among the Registrant, Premiere Communications, Inc.
and David Gregory Smith (mcorporated by reference to Exhibit 10.6 to Registrant’s Annual Report on
Form 10-K for the year ended December 31, 1997).

Executive Employment and Incentive Option Agreement dated November 1, 1995 between the
Registrant and Patrick G. Jones (incorporated by reference to Exhibit 10.19 to the Registrant’s
Registration Statement on Form S-1 (No. 33-80547)).**

Executive Employment Agreement dated November 1, 1995 between Premiere Communications, Inc.
and Patrick G. Jones (incorporated by reference to Exhibit 10.20 to the Registrant’s Registration
Statement on Form S-1 (No. 33-80547)).%*

Restricted Stock Award Agreement dated May 5, 1999 between the Registrant and Boland T. Jones
(incorporated by reference to Exhibit 10.12 to the Registrant’s Annual Report on Form 10-K for the year
ended December 31, 1999) **

Restricted Stock Award Agreement dated May 5, 1999 between the Registrant and Jeffrey A. Allred
(incorporated by reference to Exhibit 10.13 to the Registrant’s Annual Report on Form 10-K for the year
ended December 31, 1999).** Nig

Restricted Stock Award Agreement dated May 5, 1999 between the Registrant and Patrick G. Jones
(incorporated by reference to Exhibit 10.14 to the Registrant’s Annual Report on Form 10-K for the year
ended December 31, 1999) ** .

Recourse Promissory Note dated December 20, 1999 payable to the Registrant by Boland T. Jones
(incorporated by reference to Exhibit 10.15 to the Registrant’s Annual Report on Form 10-K for the year
ended December 31, 1999).**

Recourse Promissory Note dated December 20, 1999 payable to the Registrant by Jeffrey A. Allred
(incorporated by reference to Exhibit 10.16 to the Registrant’s Annual Report on Form 10-K for the year
ended December 31, 1999).**

Premiere Communications, Inc. 401(k) Profit Sharing Plan (incorporated by reference to Exhibit 10.30
to the Registrant’s Registration Statement on Form S-1 (No. 33-80547)).**

Form of Director Indemnification Agreement between the Registrant and Non-employee Directors

(incorporated by reference to Exhibit 10.31 to the Registrant’s Registration Statement on Form S-1 (No.
33- 80547)).**

100




Exhibit
Number

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

Description

Agreement of Lease between Corporate Property Investors and Premiere Communications, Inc. dated as
of March 3, 1997, as amended by Modification of Lease dated August 4, 1997, as amended by Second
Modification of Lease dated October 30, 1997 (incorporated by reference to Exhibit 10.19 to
Registrant’s Annual Report on Form 10-K for the year ended December 31, 1997).

Form of Officer Indemnification Agreement between the Registrant and each of the executive officers
(incorporated by reference to Exhibit 10.36 to the Registrant’s Registration Statement on Form S-1 (No.
33- 80547)).%*

- Form of Stock Purchase Warrant Agreement (incorporated by reference to Exhibit 4.3 to the Registrant’s

Registration Statement on Form S-8 (No. 333-11281)).**

Form of Warrant Transaction Statement (incorporated by reference to Exhibit 4.4 to the Registrant’s
Registration Statement on Form S-8 (No. 333-11281)).

Form of Director Stock Purchase Warrant (incorporated by reference to Exhibit 4.3 to the Registrant’s
Registration Statement on Form S-8 (No. 333-17593)).*%*

Purchase Agreement, dated June 25, 1997, by and among Premiere Technologies, Inc., Robertson,
Stephens & Company LLC, Alex. Brown & Sons Incorporated and Donaldson, Lufkin & Jenrette
Securities Corporation (incorporated by reference to Exhibit 10.1 to the Registrant’s Current Report on
Form 8-K dated July 25, 1997 and filed on August 3, 1997).

1991 Non-Qualified and Incentive Stock Option Plan of Voice-Tel Enterprises, Inc. (assumed by the
Registrant) (incorporated by reference to Exhibit 4.2 to the Registrant’s Registration Statement on Form
S-8 (No. 333-29787)). ‘

1991 Non-Qualified and Incentive Stock Option Plan of VTN, Inc. (assumed by the Registrant)
(incorporated by reference to Exhibit 4.3 to the Registrant’s Registration Statement on Form S-8 (No.
333:29787)).

Form of Stock Option Agreement by and between the Registrant and certain current or former
employees of Voice-Tel Enterprises, Inc. (incorporated by reference to Exhibit 4.4 to the Registrant’s

- Registration Statement on Form S-8 (No. 333-29787)).

Premiere Technologies, Inc. Second Amended and Restated 1995 Stock Plan (incorporated by reference
to Exhibit A to the Registrant’s Definitive Proxy Statement distributed in connection with the
Registrant’s June 11, 1997 annual meeting of shareholders, filed April 30, 1997).**

First Amendment to Premiere Technologies, Inc. Second Amended and Restated 1995 Stock Plan
(incorporated by reference to Exhibit 10.43 to Registrant’s Annual Report on Form 10-K for the year

ended December 31, 1997).%*

VoiceCom Hoidings, Inc. 1995 Stock Option Plan (assumed by the Registrant) (incorporated by
reference to Exhibit 10.44 to Registrant’s Annual Report on Form 10-K for the year ended December 31,
1997).

VoiceCom Holdings, Inc. Amended and Restated 1985 Stock Option Plan (assumed by the Registrant)
(incorporated by reference to Exhibit 10.45 to Registrant’s Annual Report on Form 10-K for the year
ended December 31, 1997).
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Exhibit
Number

10.26

10.32

10.33

10.34

10.35

10.36

10.37

10.38

Description

Amendment No. 1 to the Premiere Technologies, Inc. Amended and Restated 1998 Stock Plan
(incorporated by reference to Exhibit 10.45 to the Registrant’s Annual Report on Form 10-K for the year
ended December 31, 1999).

Premiere Technologies, Inc., Amended and Restated 1998 Stock Plan (incorporated by reference to
Exhibit 10.1 to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended June 30, 1999).

Xpedite Systems, Inc. 1992 Incentive Stock Option Plan (assumed by the Registrant) (incorporated by,
reference to Xpedite’s Registration Statement on Form S-1 (No. 33-73258)).
Xpedite Systems, Inc. 1993 Incentive Stock Option Plan (assumed by the Registrant) (incorporated by
reference to Xpedite’s Registration Statement on Form S-I (No. 33-73258)).

Xpedite Systems, Inc. 1996 Incentive Stock Option Plan (assumed by the Registrant) (incorporated by
reference to Xpedite’s Annual Report on Form 10-K for the year ended December 31, 1995).

Xpedite Systems, Inc. Non-Employee Directors’ Warrant Plan (assumed by the Registrant) (incorporated
by reference to Exhibit 10.31 to Xpedite’s Annual Report on Form 10-K for the year ended December
31, 1996).

Xpedite Systems, Inc. Officer’s Contingent Stock Option Plan (assumed by the Registrant) (incorporated
by reference to Exhibit 10.30 to Xpedite’s Annual Report on Form 10-K for the year ended December
31, 1996).**

Associate Stock Purchase Plan (incorporated by reference to Appendix A to the Registrant’s Definitive
Proxy Statement distributed in connection with the Registrant’s June 22, 1999 Annual Meeting of
Shareholders, filed on May 19, 1999).

Intellivoice Communications, Inc. 1955 Incentive Stock Plan (assumed by the Registrant) (incorporated
by reference to Exhibit 10.52 to the Registrant’s Annual Report on Form 10-K for the year ended
December 31, 1999).

Employment Agreement dated January 1, 2000 by and between American Teleconferencing Services,
Ltd. And Theordore P. Schrafft (incorporated by reference to Exhibit 10.1 to the Registrant’s Quarterly
Report on Form 10-Q for the quarter ended March 31, 2000).**

PTEK Holdings, Inc. 2000 Directors Stock Plan (incorporated by reference to Exhibit A to the
Registrant’s Definitive Proxy Statement distributed in connection with the Registrant’s June 7, 2000
Annual Meeting of Shareholders, filed April 28, 2000).**

Settlement Agreement dated April 7, 2000 by and between PTEK Holdings, Inc. and MCI WorlciCom,
Inc. (incorporated by reference to Exhibit 10.1 to the Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2000).*

Amendment No. 1 dated January 1, 2000 to Telecommunications Service Agreement dated October 29,
1999 by and between Premiere Technologies, Inc. and MCI WorldCom, Inc. (incorporated by reference
to Exhibit 10.2 to the Registrant’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2000).

Addendum A dated January 1, 2000 to Carrier Services Agreement dated as of October 29, 1999 by and

between PTEK Holdings, Inc. and MCI WorldCom, Inc. (incorporated by reference to Exhibit 10.3 to
the Registrant’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2000).
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Exhibit
Number

10.39

10.40

1041

10.42

10.43

10.44

10.45

10.46

10.47

10.48

10.49

10.50

10.51

Description

Credit Agreement dated September 29, 2000 by and among Xpedite Systems, Inc., PTEK Holdings, Inc.
and ABN Amro Bank, N.V. (incorporated by reference to Exhibit 10.1 to the Registrants Quarterly
Report on Form 10-Q for the quarter ended September 30, 2000).

Asset Sale Agreement, together with exhibits, dated August 25, 2000 by and between Telecare, Inc. and
Premiere Communications, Inc. (incorporated by reference to Exhibit 10.2 to the Registrants Quarterly
Report on Form 10-Q for the quarter ended September 30, 2000).

PTEK Holdings, Inc. Associate Stock Purchase Plan (incorporated by reference to Appendix B to the
Registrant’s Definitive Proxy Statement distributed in connection with the Registrant’s June 5, 2001
Annual Meeting of Shareholders, filed April 30, 2001).

PTEK Holdings, Inc. 1995 Stock Plan, as amended (incorporated by reference to Appendix C to the
Registrant’s Definitive Proxy Statement distributed in connection with the Registrant’s June 35, 2001
Annual Meeting of Shareholders, filed April 30, 2001).

Letter to shareholders, employees and friends of PTEK (incorporated by reference to Exhibit 99.1 of the
Registrant’s Current Report on Form 8-K dated February 21, 2001 and filed on February 21, 2001).

Letter to shareholders, employees and friends of PTEK (incorporated by reference to Exhibit 99.1 of the
Registrant’s Current Report on Form 8-K dated July 11, 2001 and filed on July 11, 2001).

PTEK Holdings, Inc. Associate Stock Purchase Plan, as amended (incorporated by reference to
Appendix B to the Registrant’s Definitive Proxy Statement distributed in connection with the
Registrant’s June 5, 2002 Annual Meeting of Shareholders, filed on April 30, 2002).

PTEK Holdings, Inc. 2000 Directors Stock Plan, as amended (incorporated by reference to Appendix C
to the Registrant’s Definitive Proxy Statement distributed in connection with the Registrant’s June 5,
2002 Annual Meeting of Shareholders, filed on April 30, 2002).

Premiere Technologies, Inc. 1994 Stock Option Plan.

PTEK Holdings, Inc. 1995 Stock Plan (incorporated by reference to Appendix C to the Registrant’s
Definitive Proxy Statement distributed in connection with the Registrant’s June 5, 2002 Annual Meeting
of Shareholders, filed on April 30, 2002).

Share Purchase Agreement dated February 27, 2003 by and between the Registrant and AT&T Corp.
(incorporated by reference to Exhibit 1 to Amendment No. 1 to Schedule 13D of AT&T Corp., filed with
respect to the Issuer on March 6, 2003).

Note Purchase Agreement dated February 27, 2003 by and between the Registrant and AT&T Corp.
(incorporated by reference to Exhibit 2 to Amendment No. 1 to Schedule 13D of AT&T Corp., filed with
respect to the Issuer on March 6, 2003).

Third Modification of Lease dated July 15, 1998 by and between The Retail Property Trust and Premiere
Communications, Inc. to the Agreement of Lease between Corporate Property Investors and Premiere
Communications, Inc. dated October 30, 1997, as amended by Fourth Modification of Lease dated
August 27, 1998, as amended by Fifth Modification of Lease dated April 1, 1999, as amended by Sixth
Modification of Lease dated 1999.
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Exhibit
Number

10.52

10.60

10.61

10.62
10.63
10.64
10.65
10.66
10.67
10.68

10.69

21.1
23.1

99.1

Description

Seventh Amendment to Lease dated February 28, 2001 by and between Property Georgia OBILW Two
Corporation and Premiere Communications, Inc. to the Agreement of Lease between Corporate Property
Investors and Premiere Communications, Inc. dated October 30, 1997, as amended by Eighth
Amendment to Lease dated June 24, 2001.

Standard Office Lease dated May 23, 1996 by and between 2221 Bijou, LLC and American
Teleconferencing Services, Ltd., as amended by First Amendment to Standard Office Lease dated May
4, 1999, as amended by Second Amendment to Standard Cffice Lease dated May 1998, as amended by
Third Amendment to Standard Office Lease dated September 1999.

Second Amended and Restated Executive Employment Agreement effective as of January 1, 2002 by
and among the Registrant, Premiere Communications, Inc. and Boland T. Jones. **

Second Amended and Restated Executive Employment Agreement effective as of January 1, 2002 by
and among the Registrant and Jeffrey A. Allred.**

Employment Offer Letter dated August 6, 2001 by the Registrant to Richard J. Buyens.**
Stock Pledge Agreement dated January 3, 2002 by and between Boland T. Jones and the Registrant.**

Stock Pledge Agreement dated January 3, 2002 by and between Jeffrey A. Allred and the Registrant. **

Stock Pledge Agreement dated January 3, 2002 by and between Patrick G. Jones and the Registrant. **

Stock Pledge Agreement dated January 3, 2002 by and between Richard J. Buyens and the Registrant. **

Stock Pledge Agreement dated January 3, 2002 by and between Theodore P. Schrafft and the
Registrant. ** ‘

Promissory Note dated January 3, 2002 payable to the Registrant by Boland T. Jones.**

Promissory Note dated January 3, 2002 payable to the Registrant by Jeffrey A. Allred.**

Promissory Note dated January 3, 2002 payable to the Registrant by Patrick G. Jones.**

Promissory Note dated January 3, 2002 payable to the Registrant by Richard J. Buyens. **

Promissory Note dated January 3, 2002 payable to the Registrant by Theodore P. Schrafft.**

Agreement dated March 5, 2002 by and among the Registrant and Jeffrey M. Cunningham.**

Lease Agreement from Townsend XPD, LLC to Xpedite Systems, Inc. dated June 15, 2000.

Pine Ridge Business Park Standard Office Lease dated January 29, 1999 by and between Perg Buildings,
LLC and American Teleconferencing Services, Ltd., as amended by First Amendment to Lease dated
May 4, 1999.

Subsidiaries of the Registrant.

Consent of PricewaterhouseCoopers LLP.

Statement of Chief Executive Officer and Chief Financial Officer of PTEK Holdings, Inc.
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*

Confidential treatment has been granted. The copy on file as an exhibit omits the information subject to the
confidentiality request. Such omitted information has been filed separately with the Commission.

** Management contracts and compensatory plans and arrangements required to be filed as exhibits pursuant to
Item 14(c) of this report. ‘

(b) Reports on Form 8-K. ’

The Registrant did not file any Current Reports on Form 8-K during the fourth quarter of 2002.
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SIGNATURES

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

PTEK Holdings, Inc.

By: /s/ Boland T. Jones
Boland T. Jones, Chairman of the Board
and Chief Executive Officer

Date: March 31, 2003

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, this report has
been signed below by the fellowing persons on behalf of the registrant in the capacities and on the dates

indicated.
Signature Title Date
/s/ Boland T. Jones Chairman of the Board and Chief March 31, 2003
Boland T. Jones Executive Officer (principal
executive officer) and
Director
/s/f William E. Franklin Executive Vice President and March 31, 2003
William E. Franklin Chief Financial Officer

(principal financial and
accounting officer)

/s/ George W. Baker, Sr. Director March 27, 2003
George W. Baker, Sr.
/s/ Raymond H. Pirtle, Jr. Director March 31, 2003
Raymond H. Pirtle, Jr.
{s/ Jeffrey A. Allred President and Chief Operating March 31, 2003
Jeffrey A. Allred Officer and Director
[s/ Jeffrey T. Arnoid Director March 31, 2003

Jeffrey T. Arnold

/s/ Jeffrey M. Cunningham Director and Vice Chairman March 27, 2003
Jeffrey M. Cunningham

/s/ Hermann Buerger Director March 31, 2003
Hermann Buerger

/s/ J. Walker Smith, Jr. Director March 31, 2003
J. Walker Smith, Jr.

/s/ Randolph L. Booth Director March 31, 2003
Randolph L. Booth
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CERTIFICATION

I, Boland T. Jones, certify that:
1. I have reviewed this Annual Report on Form 10-K of PTEK Holdings, Inc.;

2. Based on my knowledge, this Annual 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 Annual Report;

3. Based on my knowledge, the financial statements, and other financial information included in this Annual
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 Annual Report;

4. 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-14 and 15d-14) for the registrant and have:

(a) designed such disclosure controls and procedures 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 Annual Report is being prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this Annual Report (the “Evaluation Date™); and

(©) presented in this Annual Report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent
function):

(a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

(b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this Annual Report whether there were
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent
to the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: March 31, 2003
/s/ Boland T. Jones
Boland T. Jones
Chief Executive Officer
PTEK Holdings, Inc.

A signed original of this written statement required by Section 302 of the Sarbanes-Oxley Act of 2002 has
been provided to PTEK Holdings, Inc. and will be retained by PTEK Holdings, Inc. and fumished to the Securities
and Exchange Commission upon request.
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CERTIFICATION
I, William E. Franklin, certify that:
L. I have reviewed this Annual Report on Form 10-K of PTEK Holdings, Inc.;
2. Based on my knowledge, this Annual 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 Annual Report;
3. Based on my knowledge, the financial statements, and other financial information included in this Annual

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 Annual Report;

4. 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-14 and 15d-14) for the registrant and have:

(a) designed such disclosure controls and procedures 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 Annual Report is being prepared,;

evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this Annual Report (the “Evaluation Date™); and

©) presented in this Annual Report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent
function):

(@ all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

(b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and [ have indicated in this Annual Report whether there were
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent
to the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: March 31, 2003
/s/ William E. Franklin
William E. Franklin
Executive Vice President and
Chief Financial Officer
PTEK Holdings, Inc

A signed original of this written statement required by Section 302 of the Sarbanes-Oxley Act of 2002 has
been provided to PTEK Holdings, Inc. and will be retained by PTEK Holdings, Inc. and furnished to the Securities
and Exchange Commission upon request.
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