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C O R P O R A T E  P R O F I L E

Online Resources is a leading outsourcer of Internet

banking and payment services to over 500 financial

institutions nationwide. In contrast to other pro-

viders, Online Resources owns, operates and drives

critical banking, payments and marketing infra-

structure that enable a superior customer experi-

ence and Internet channel success. The Company’s

services, branded to our financial institution clients,

power more than 100 million transactions and $5 bil-

lion in consumer bill payments annually. Founded in

1989, Online Resources has been recognized as one

of the nation’s fastest growing technology companies.

M I S S I O N  S T A T E M E N T

Provide our financial institution clients with a high

quality, profitable way to remotely deliver consumer

and small business services.



success ,  innovat ion  and t rus t

Achieving ever higher goals

S H A R E D  S U C C E S S

Driving Value for Clients, 
Delivering Value for Shareholders
Key to Online Resources’ progress is our clients’ progress.

Despite a weakened economy, 2002 brought sharply rising

consumer adoption of online banking and bill payment

services, a trend critical for our clients to realize Internet

channel profitability and their return on investment in 

our services. Beginning with sophisticated, new tools and

reports, we made great strides in 2002 to help our clients

begin to consistently track adoption throughout the user life-

cycle and set strategic goals for achieving profitability. In

2003, we will continue to drive this effort until each and

every client maximizes the value of the Internet channel.

Simply put, 2002 marked a crossroads for the Company. This

was the year we achieved net income profitability in the third

quarter. After years of disciplined management of user adoption

rates and careful scrutiny of our recurring revenue streams

and operating costs, we realized long-anticipated, yet pre-

dictable, results. As we progressed toward profitability,

we also accomplished key corporate goals for the year

including raising consumer adoption to new heights, imple-

menting a series of enhancements for a more robust network,

broadening our distribution channel and taking our relation-

ship marketing to a new level of sophistication. What’s more,

we signed more than 100 new financial institution clients,

ranging in asset size up to $33 billion.

But it doesn’t stop there. To drive value for our clients,

Online Resources will continue to keep a sharp eye on adop-

tion rates and provide them the tools they need to achieve

profitability. And to deliver value to our shareholders, our

eyes remain fixed on our business model of recurring revenue

leveraged over relatively fixed operating costs.

To some, 2002 may have been a crossroads for Online

Resources. But for our clients and shareholders, we believe

it’s only the beginning.

DECEMBER 2002

Achieved record Service
Quality Index at 139 
percent above our industry-
leading benchmarks

SEPTEMBER 2002

Advanced to net 
income profitability

MAY 2002

Reached an annual rate of
$4 billion bill payments
processed

MARCH 2002

Signed $10 billion Ohio
Savings Bank for service 
to 40,000 consumers

JULY 2002

Achieved 26 percent bill pay-
ment cross-sell ratio, among
the highest in industry

OCTOBER 2002

Awarded Fast 500 by Deloitte
& Touche, ranking among the
nation’s 500 fastest growing
technology f irms

DECEMBER 2002

Attained 29th consecutive
quarter of year-over-year
revenue growth exceeding
25 percent

MARCH 2002

Marked adoption by 500,000
consumer end-users

YEAR’S HIGHLIGHTS
R E V I E W  O F  T H E



2000 2001 2002

Revenues $ 15.6 million $ 24.6 million $32.4 million

Gross Profit Margin 16% 42% 55%

Income (Loss) from Operations $(19.1 million) $ (8.6 million) $ 1.0 million

Net loss $(18.8 million) $ (9.8 million) $ (0.4 million)

Net loss per share $ (1.64) $ (0.82) $ (0.03)

F I N A N C I A L  H I G H L I G H T S
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2002 marked a year of achievement for Online Resources.

Despite a difficult economy, we attained our goal of profitability

ahead of schedule, and accomplished our 29th consecutive quar-

ter of year-over-year revenue growth exceeding 25 percent.

While in 2002 we celebrated achieving profitability, we recog-

nize that this is not the ultimate goal. Our attractive business

model is the key to our exciting future, and that is what this

letter is all about.

We enter 2003 with the confidence of having a business model

that is proven, consistent and predictable. It is built on recurring

revenue earned from retail and small business use of our financial

institution-branded services. This revenue is, in turn, leveraged

over relatively fixed costs. Thus, every consumer who becomes an

online banking or bill payment user enhances our bottom line.

Our industry’s future is bright, as illustrated by emerging evidence

that consumers of Internet banking and bill payment services are

following an adoption path very similar to that of the highly

successful ATM. If the correlation continues, then we are merely

at the earliest stages of the consumer adoption curve for our

services—one that can lead to significant increases in our 

consumer adoption rate over the next three years. Increased

adoption therefore remains priority one for Online Resources.

We further distinguish ourselves by owning and operating the

critical technology and infrastructure for remote delivery of

Internet banking and payment services. Our offering is much

more than digital bits and bytes. We are unique in that we drive

Internet channel adoption through the entire user lifecycle, using

a combination of cutting-edge customer relationship manage-

ment techniques and our multiple consumer touch-points. No

other provider has this capability.

Beyond our processes and technology, we assume shared

responsibility for making the Internet channel profitable for our

clients. Achieving high profitability is more than the Company’s

own rallying call. As our financial institution clients seek to

realize the full potential of the Internet channel, we are leading

the way. We have dedicated significant resources to developing a

method for them to evaluate channel profitability, including a

return on investment model, new adoption reports and peer

rankings. Further, we are holding in-depth sessions around the

country with many of our clients’ top executives to ensure they

are on track.

Of course, along with the upside opportunity comes a new set of

challenges in 2003. In particular, we are faced with continuing

to expand our base of financial institution clients. With the 

L E T T E R  T O  S H A R E H O L D E R S

F E L L O W  S H A R E H O L D E R S :

MATTHEW P.  LAWLOR
Chairman and Chief Executive Off icer
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When our clients succeed, 
we succeed

recent acquisition of our two largest clients, we are keenly

focused on winning and implementing new “conversion” clients,

who already have established bases of Internet customers.

The recent launch of a new client with 40,000 established users

is a major step forward. Still another large-scale conversion is

scheduled for mid-year. It will bring more than 40 financial

institution clients, in partnership with a leading credit union

processor, and the promise of a 25 percent increase in our bill

payment transactions.

These two implementations alone will go a long way to replace

potentially lost large bank business. More conversions and signings

are in store. So I am confident that Online Resources will emerge

stronger than ever—with a diversified base of over 500 financial

institution clients, none of which exceed three percent of revenue.

We have set our sights on achieving record performance in

2003, and continued high profit growth in the years beyond.

Our formula may be simple. But it works. It is when our clients

maximize the value of their Internet channel by meeting and

exceeding profitability, that we maximize Online Resources’

value to our clients and, in turn, to our shareholders. This sin-

gular mission defines our existence. This compelling vision

distinguishes our Company like no other.

In closing, I want to extend my personal thanks to our clients,

investors, employees, and partners who have shared this dream.

It is our mutual commitment that will enable us to look back at

2002 as both an end point and as a starting point—when we

achieved lift-off, then began to soar.

Sincerely,

Matthew P. Lawlor

Chairman and Chief Executive Officer



Online Resources has three key components that distinguish us

from our competitors and translate into undeniable benefits:

Integrated Infrastructure—The Company owns, operates and

drives the critical banking, payments and marketing infrastruc-

ture that enable a superior customer experience and Internet

channel success. Our services are comprehensive—

from online banking to bill payment with a

dedicated payment operations staff to 

a consumer marketing division and the

always-critical call center—and it 

is all in-house, a single point of

accountability. Our consumers get

an outstanding online experience

and our clients, in turn, get enhanced

customer relationships.

Shared Success—Online Resources

understands that if our clients succeed,

we succeed. We go so far to support this

“shared success” relationship that we provide

sophisticated consumer marketing services, backed

by cutting edge technology and supplemented by our call center,

to ensure we are driving business for our clients. This relation-

ship is also backed by unique pricing structures. This means

more consumers adopt online banking and bill payment and, in

turn, our clients can achieve their financial goals for their

Internet channel.

Industry Leadership—With a track record of innovation begin-

ning with our patented “real-time guaranteed funds” model to

being the first on the Internet to founding one of

the foremost industry groups, we are leaders

in our industry with a vision for continued

innovation. This means consumers are

getting continually enhanced serv-

ices and our clients, in turn, gain a

competitive edge.

Separately, these three components

may be challenged by competitors.

But together, they create a powerful

combination that is unmatched. That’s

what our corporate tagline is all about:

“We’ve got it all…together.” Ours is the

solid, compelling proposition—that provides value

to both consumers and our financial institution clients—which

we believe is the foundation for shareholder value, both today

and for the future.

What Makes Us Unique

V A L U E  P R O P O S I T I O N
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The following discussion should be read in conjunction with the
f inancial statements and related notes included elsewhere in this
repor t . This discussion contains forward-looking statements that
involve risks and uncertainties. Our actual results could differ materi-
ally from the results anticipated in these forward-looking statements
as a result of factors including, but not limited to, those under
“Business—Risk Factors” and elsewhere in this report .

OV E RV I E W

We are a leading outsourcer of Internet banking, payment and cus-
tomer contact services to f inancial institution clients nationwide.
Our services, branded in the clients’ name, integrate seamlessly into
a single-vendor, end-to-end solution, supported by 24x7 customer
care, targeted consumer marketing, training and other network and
technical professional products and services.

Registered customers are the major driver of our revenue. The
number of customers using our services increased by 39% in 2002,
resulting in a 31% increase in revenue. While we have seen some
reduction in recurring revenue per user, this has been more than
offset by declining costs. In 2002, we held our cost of revenue f lat,
driving down our recurring cost per user by 48% and increasing our
gross margin by 13 percentage points.

We have long-term service contracts with our f inancial institution
clients. The majority of our revenue is recurring, though these 
contracts also provide for implementation, set-up and other non-
recurring fees. Internet banking services revenue is based either on a
monthly license fee allowing our f inancial institution client to register
an unlimited number of customers, or on a monthly fee for each
registered customer. Payment services revenue is based on either a
monthly fee for each customer enrolled, a fee per executed transac-
tion, or a combination of the two. Our f inancial institution clients
pay all of our fees and then determine if or how they want to pass
these costs on to their customers. They typically provide Internet
banking services to customers free of charge, as they derive signif i-
cant potential benef its including account retention, delivery and
paper cost savings, account consolidation and cross-selling of other
products. However, almost all of our f inancial institution clients
charge their customers for providing payment services. 

As a network-based service provider, we have made substantial up-
front investments in infrastructure, particularly for our proprietary
systems. While we continue to incur ongoing development and
maintenance costs, we believe the infrastructure we have built pro-
vides us with signif icant operating leverage. Beginning in 2003, we
are under taking an effor t to upgrade and rewrite cer tain of our
applications infrastructure over a period of two to three years. We
expect that this effort will require incremental capital expenditures,
primarily for additional development labor, of between $3.0 million
and $5.0 million over that period. 

We continue to automate processes and develop applications that
allow us to make only small increases in labor and other operating

costs relative to increases in customers and transactions. We
believe our f inancial and operating performance will be based pri-
marily on our ability to leverage additional users and transactions
over this relatively f ixed cost base.

C R I T I C A L  AC C O U N T I N G  P O L I C I E S

The policies discussed below are considered by management to be
critical to an understanding of our f inancial statements because their
application places the most signif icant demands on management’s
judgment, with f inancial repor ting results relying on estimation
about the effect of matters that are inherently uncertain. Specif ic
risks for these critical accounting policies are described in the fol-
lowing paragraphs. For all of these policies, management cautions
that future events rarely develop exactly as forecast, and the best
estimates routinely require adjustment .

The provision for losses on accounts receivable and allowance for
doubtful accounts are recognized based on our estimate, which con-
siders our historical loss experience, including the need to adjust for
current conditions, and judgments about the probable effects of rel-
evant observable data and f inancial health of specif ic customers.
Our provision for losses on accounts receivable was approximately
$88,000 on revenues of $32.4 million and we charged $46,000
against the allowance for doubtful accounts during the year ended
December 31, 2002. At December 31, 2002 the allowance for
doubtful accounts was $77,000, which represents management’s
estimate of the probable losses in the accounts receivable balance at
December 31, 2002. While the allowance for doubtful accounts and
the provision for losses on accounts receivable depend to a large
degree on future conditions, management does not forecast signif i-
cant adverse developments in 2003. 

Proper ty and equipment, including leasehold improvements, are
recorded at cost . Software and hardware consisting of central pro-
cessing systems and terminals represent the majority of the prop-
er ty and equipment and is potentially subject to technological
changes and obsolescence. Depreciation is calculated using the
straight-line method over the estimated useful lives of the related
assets, which is generally f ive years. Equipment recorded under cap-
ital leases is amortized over the estimated useful life of the asset .

The Company capitalizes the cost of computer software developed
or obtained for internal use in accordance with Statement of
Position 98-1, “Accounting for the Costs of Computer Software
Developed or Obtained for Internal Use.” Capitalized computer
software costs consist primarily of payroll-related and consulting
costs incurred during the development stage. The Company
expenses costs related to preliminary project assessments, research
and development, re-engineering, training and application mainte-
nance as they are incurred. Capitalized software costs are being
depreciated on a straight-line method over a period of three years
upon being placed in service. We periodically evaluate the assets for
recoverability when events or circumstances indicate a potential
impairment .

M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A L Y S I S  O F  F I N A N C I A L

C O N D I T I O N  A N D  R E S U L T S  O F  O P E R A T I O N S  
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We generate revenue from service fees, implementation fees, and
other supporting services. Revenue from service fees and other sup-
porting services are recognized over the term of the contract as the
services are provided. Termination fees are recognized at the time
the service is discontinued. Implementation revenue is recognized
according to SEC Staff Accounting Bulletin No. 101—Revenue
Recognition in Financial Statements (“SAB 101”), which we adopted
effective January 1, 2000. Accordingly, nonrefundable implementa-
tion fees for all contracts and the related incremental direct costs of
implementation activities are recognized over the contract term as
the services are provided, which typically range from one to f ive
years (generally three years). We periodically assess the recover-
ability of the deferred implementation costs and believe that the
future contractual cash f lows are suff icient to cover the carrying
amount of the deferred implementation costs. Prior to 2000, we
recognized nonrefundable implementation fees as revenue under
the percentage of completion method as certain milestone output
measures were completed

Also see Note 2, Summary of Signif icant Accounting Policies, which
discusses accounting policies.

F I N A N C I A L  C O N D I T I O N

While we achieved operating profitability and net income profitabil-
ity in the second and third quar ters of 2002, respectively, and
expect our profitability to be sustainable, we have historically expe-
rienced operating losses and negative cash f low due to the initial
costs of developing our infrastructure and the early revenues typical
of an emerging market segment . As a result, at December 31, 2002
we had an accumulated deficit of $85.7 million. We have funded our
operations primarily through the issuance of equity and debt securi-
ties, and ongoing working capital requirements consist primarily of
personnel costs related to providing our services and operating,
enhancing and maintaining our systems. 

Cash and investments in securities available-for-sale were $6.8 and
$7.7 million as of December 31, 2002 and 2001, respectively. The
$900,000 decrease in cash and investments resulted primarily from
cash used for capital expenditures of $3.7 million offset by cash pro-
vided by operating activities of $2.7 million. Total liabilities decreased
from $17.2 million as of December 31, 2001 to $15.8 million as 
of December 31, 2002 primarily as a result of the conversion of
$1.0 million of 8% convertible subordinated notes (the “Convertible
Notes”). Accordingly, as of December 31, 2002, $12.0 million of 
the Convertible Notes, maturing on September 30, 2005, remained
outstanding.

During 2002, Citigroup acquired our largest client, California
Federal Bank or Cal Fed, and expects to convert the Cal Fed cus-
tomers to the Citigroup banking and bill payment platform in the
first quarter of 2003. We have extended our full service contract
with Cal Fed through the f irst quarter of 2003 and terminated a
subsequent bill payment only contract that was to run through
2005. In consideration of this extension and termination, we will
receive a combination of service and termination fee revenue that
will provide us with the expected prof it we would have earned
from the bill payment only contract . We expect that the majority of
these fees will be recognized in the f irst quarter of 2003, thereby
signif icantly increasing revenue and profits for that quarter. While
there will then be a subsequent decrease in revenue and profits for
the second quarter of 2003, we expect to remain EBITDA positive
for that quarter and experience continued growth in our non-Cal
Fed business. We also expect to return to net income profitability
in the second half of 2003. For the year ended December 31, 2002,
we derived approximately $3.0 million in revenue from the banking
and customer care por tion of services to Cal Fed and approxi-
mately $1.3 million in revenue from the bill payment por tion of
services. Cal Fed accounted for $4.8 million or 15% of our revenue
for the year ended December 31, 2002. 

Additionally, BB&T Corporation has announced its intention to
acquire our second largest customer, First Virginia Banks, Inc., in the
third quarter of 2003. Online Resources has received no definitive
notif ication from First Virginia as to the impact of the acquisition,
however, the acquisition may result in the migration of First Virginia’s
business to a platform utilized by BB&T. Given the expected timing of
this transaction, any First Virginia migration would likely have little or
no effect on expected 2003 f inancial performance. For the year
ended December 31, 2002, we derived approximately $1.0 million in
revenue from the banking and customer care portion of services to
First Virginia and approximately $0.6 million in revenue from the bill
payment portion of services. First Virginia accounted for $1.7 million
or 5% of our revenue for the year ended December 31, 2002. 

As with similar service providers, we are vulnerable to a loss of 
business associated with the acquisition of our clients. Though the
loss of Cal Fed and the potential loss of First Virginia may have a
temporary impact on our revenue base, the growth in usage among
our remaining clients and our ability to attract new clients remains
unaffected. We expect the departure of these clients to have little
effect on our long-term growth trends. Additionally, our remaining
client base contains very little concentration of revenues. If Cal Fed
and First Virginia are removed from our client base, no remaining
client accounts for more than 3% of revenue.
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R E S U LT S  O F  O P E R AT I O N S

The following table presents certain items derived from our statements of operations expressed as a percentage of revenue.

Year Ended December 31,

2002 2001 2000

Statement of Operations Data:
Revenues:

Service fees 92.9% 89.7% 85.1%
Implementation and other revenues 7.1 10.3 14.9

Total revenues 100.0 100.0 100.0
Expenses:

Cost of revenues 45.2 58.1 84.2

Gross profit 54.8 41.9 15.8
General and administrative 21.8 28.1 40.7
Sales and marketing 16.6 24.1 57.4
Systems and development 13.4 23.7 39.9
Non-recurring charges — 0.9 —

Total expenses 51.8 76.8 138.0

Income (loss) from operations 3.0 (34.9) (122.2)
Other (expense) income (3.6) (4.8) 3.2
Debt conversion expense (0.7) (4.5) —
Extraordinary gain from the extinguishment of debt — 4.4 —
Cumulative effect of change in accounting principle — — (1.4)

Net loss (1.3)% (39.8)% (120.4)%

M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A L Y S I S  O F  F I N A N C I A L

C O N D I T I O N  A N D  R E S U L T S  O F  O P E R A T I O N S  

( c o n t i n u e d )
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Year Ended December 31, 2002 Compared to the Year Ended
December 31, 2001

Revenue. We generate revenue from service fees, implementation
fees, and other supporting services. Revenue increased $7.8 million,
or 31%, to $32.4 million for the year ended December 31, 2002,
from $24.6 million for the same period of 2001. This increase was
primarily attributable to a 36% increase in service fees, which is pri-
marily composed of three business lines, Internet banking services,
payment services and customer contact services. During 2002,
Internet banking services revenue increased 7% to $5.9 million,
driven by a increase of 38% in the number of year-end banking cus-
tomers offset by a 25% decrease in the average monthly fee per
banking customer. Payment services revenue increased 48% to
$15.3 million, driven by a 41% increase in the number of year-end
bill pay customers and a 46% increase in the number of bill payment
transactions processed during the year. Customer contact services
revenue increased 42% to $8.9 million, driven by an increase of 39%
in the number of year-end customers utilizing either banking or bill
payment services. 

Additionally, implementation and other revenues decreased 9% to
$2.3 million during 2002, primarily due to a decrease in implementa-
tion fees resulting from a lower number of new enabled clients. Also
included in other revenues was $0.5 million and $0.3 million from
termination payments during the years ended December 31, 2002
and 2001, respectively. We signed 100 and enabled 49 financial insti-
tutions for the year ended December 31, 2002, increasing the total
number of f inancial institutions under contract at year-end to 534.

Cost of Revenue. Cost of revenue encompasses the direct expenses
associated with providing our services. These expenses include
telecommunications, payment processing, systems operations, cus-
tomer service, implementation and related products. Cost of rev-
enues increased by $0.3 million, or 2%, to $14.6 million for the year
ended December 31, 2002, from $14.3 million for the same period in
2001. This increase was primarily attributable to a $0.3 million
increase in bill payment processing costs, a $0.6 million increase in
implementation costs, a $0.2 million increase in systems operations
support costs offset by a $0.8 million decrease in customer service
costs. The increases in payment processing costs, systems operations
support costs and implementation costs resulted from increases in
the number of billable customers and transactions and increases 
in the cost of supporting our systems. The decrease in customer
service costs was due to reduction in headcount resulting from tech-
nological eff iciencies implemented during the 2002 year. Although
total cost of revenue increased by 2% in 2002, the recurring monthly
cost per user decreased by 48%, due to a 39% increase in the num-
ber of customers using our services. 

Gross Prof it. Gross profit increased to $17.7 million for the year
ended December 31, 2002 from $10.3 million for the same period
of 2001. Gross profit as a percentage of revenue improved to 55%
from 42% in the prior year, primarily due to increased service fees
leveraged over our relatively f ixed cost of revenue. Gross profit also
improved as a result of improved eff iciency from technology devel-
opment and cost control initiatives. 

General and Administrative. General and administrative expenses
primarily consist of salaries for executive, administrative and financial



personnel, consulting expenses and facilities costs such as off ice
leases, insurance, and depreciation. General and administrative
expenses increased $0.1 million, or 2%, to $7.0 million in 2002, from
$6.9 million in 2001. The increase in general and administrative
expenses is primarily attributable to increased depreciation expenses
resulting from additional capital expenditures of $3.7 million, partially
offset by decreased compensation costs attributable to cost control
initiatives implemented in the fourth quarter of 2001. General and
administrative expenses as a percentage of revenue decreased to
22% from 28% in the prior year.

Sales and Marketing. Sales and marketing expenses include salaries
and commissions paid to sales and marketing personnel, consumer
marketing costs, public relations costs, and other costs incurred in
marketing our services and products. Sales and marketing expenses
decreased $0.5 million, or 10%, to $5.4 million in 2002, from $5.9
million in 2001. The primary reason for the decrease in sales and
marketing expenses was a reduction in staff as a result of consoli-
dating certain client service responsibilities.

Systems and Development. Systems and development expenses
include salaries of personnel in the systems and development
department, consulting fees and all other expenses incurred in sup-
porting the research and development of new services and products,
and new technology to enhance existing products. Systems and
development expenses decreased $1.6 million, or 26%, to $4.3 mil-
lion in 2002, from $5.9 million in 2001. The decrease in our systems
and development expenses was primarily due to a reduction in
compensation costs and consulting fees during the year. Additionally,
in 2002 the Company capitalized $1.1 million of development costs
associated with software developed or obtained for internal use. 

Income (Loss) from Operations. Income from operations increased
$9.6 million, or 111%, to $1.0 million for the year ended December
31, 2002, from an $8.6 million loss in 2001. The signif icant increase
in income from operations was primarily due to increases in serv-
ice fee revenue leveraged over relatively f ixed costs, and decreases
in various operating expenditures derived from our expense con-
trol initiatives.

Other Income and Expenses. Interest income decreased $0.5 million,
or 79%, to $0.1 million for the twelve months ended December 31,
2002, from $0.6 million for the same period of 2001. The decrease
was due to the lower average cash and investment balances and
lower interest rates. Interest and other expense decreased $0.5 mil-
lion, or 28%, to $1.3 million in 2002, as compared to $1.8 million in
2001, as the result of lower interest expense and amortization of
debt issuance costs due to the conversion of Convertible Notes. The
conversion of $1.0 million in Conver tible Notes in March 2002
resulted in a non-cash debt conversion expense of $0.2 million attrib-
utable to the issuance of 45,031 incremental shares of common
stock. Until September 2005, unless the Convertible Notes are ear-
lier conver ted or repurchased, we will continue to incur interest
expense related to the Convertible Notes. 

Net Loss and Loss Per Share. Net loss was $0.4 million for the year
ended December 31, 2002, compared to a loss of $9.8 million for
the same period of 2001. Basic and diluted loss per share was
$(0.03) and $(0.82) for the years ended December 31, 2002 and
2001, respectively.

Year Ended December 31, 2001 Compared to the Year Ended
December 31, 2000

Revenue. We generate revenue from service fees, implementation
fees and other supporting services. Revenues increased $9.0 million,
or 58%, to $24.6 million for the year ended December 31, 2001
from $15.6 million for the same period in 2000. This increase was
primarily attributable to a 66% increase in service fees, which is pri-
marily composed of three product lines, Internet banking services,
payment services and customer contact services. During 2001,
Internet banking services revenue increased 32% to $5.5 million,
driven by an increase of 53% in the number of year-end banking cus-
tomers offset by a 34% decrease in the average monthly fee per
banking customer. Payment services revenue increased 87% to
$10.3 million, driven by a 51% increase in the number of year-end
bill pay customers and a 92% increase in the number of bill payment
transactions. Customer contact services revenue increased 74% to
$6.3 million driven by an increase of 59% in the number of year-end
customers utilizing either banking or bill payment services. 

Additionally, implementation and other revenues increased 8% to
$2.5 million mainly due to an increase in implementation revenue
resulting from growth in the number of f inancial institutions with
whom we have contracted and enabled on our services. Also
included in other revenues was $0.3 million and $0.4 million from
termination payments during the years ended December 31, 2001
and 2000, respectively. We signed 50 and enabled 66 f inancial insti-
tutions for the year ended December 31, 2001, increasing the total
number of f inancial institutions under contract at year-end to 472.

Cost of Revenue. Cost of revenue encompasses the direct expenses
associated with providing our services. These expenses include
telecommunications, payment processing, systems operations, cus-
tomer service, implementation and related products. Cost of rev-
enues increased $1.1 million, or 9%, to $14.3 million for the year
ended December 31, 2001, from $13.2 million for the same period of
2000. This increase was primarily attributable to a $0.7 million
increase in bill payment processing costs and a $0.3 million increase in
customer service costs. These increases resulted from the increased
number of billable customers and transactions. 

Gross Prof it. Gross profit increased to $10.3 million for the year
ended December 31, 2000, from $2.5 million for the same period of
2001. Gross margin as a percentage of revenue improved to 42%
from 16% in the prior year, primarily due to increased service fees
and implementation revenue leveraged over our relatively f ixed cost
of revenue. Gross margin for service fees also improved as a result
of improved eff iciency from technology development and cost con-
trol initiatives.
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General and Administrative. General and administrative expenses
primarily consist of salaries for executive, administrative and financial
personnel, consulting expenses and facilities costs such as off ice
leases, insurance, and depreciation. General and administrative
expenses increased $0.5 million, or 9%, to $6.9 million in 2001, from
$6.4 million in 2000. The increase in general and administrative
expenses is attributable to higher director and officer insurance pre-
miums and depreciation expenses resulting from capital expenditures
of $1.8 million. General and administrative expenses as a percentage
of revenue decreased to 28% from 41% in the prior year.

Sales and Marketing. Sales and marketing expenses include salaries
and commissions paid to sales and marketing personnel, consumer
marketing costs, public relations costs, and other costs incurred in
marketing our services and products. Sales and marketing expenses
decreased $3.1 million, or 34%, to $5.9 million in 2001, from $9.0
million in 2000. The primary reasons for the decrease in sales and
marketing expenses were a decline in marketing, commission and
advertising expenses and a reduction in staff as a result of consoli-
dating certain client service responsibilities.

Systems and Development. Systems and development expenses
include salaries of personnel in the systems and development
depar tment, consulting fees and all other expenses incurred in
suppor ting the research and development of new services and
products, and new technology to enhance existing products.
Systems and development expenses decreased $0.3 million, or 6%,
to $5.9 million in 2001, from $6.2 million in 2000. The decrease in
our systems and development expenses was primarily due to a
reduction in consulting fees.

Non-Recurring Charges. As a result of the reduction in staff 
of approximately 9% on January 3, 2001, we incurred and paid a
one-time charge of $209,000 including severance costs and benefit
payments. The estimated benef it of the reduction in staff was
approximately $1.7 million for the year ended December 31, 2001. 

Loss from Operations. Loss from operations decreased $10.5 mil-
lion, or 55%, to $8.6 million as compared to $19.1 million for the
twelve months ended December 31, 2001 and 2000, respectively.
The signif icant decrease in loss from operations was primarily due
to an increase in services fees and gross profit driven by growth in
our customer base and decreases in various operating expenditures
derived from our expense control initiatives.

Other Income and Expenses. Interest income decreased $0.5 mil-
lion, or 43%, to $0.6 million for the twelve months ended December
31, 2001, from $1.1 million for the same period of 2000. The
decrease was due to lower average cash and investment balances
and lower interest rates. Interest and other expense increased $1.2
million, or 207%, to $1.8 million in 2001, from $0.6 million in 2000,
as the result of the interest expense and amor tization of debt
issuance costs in connection with the issuance of the Convertible
Notes. Until September 2005, unless the Conver tible Notes are

earlier converted or repurchased, we will continue to incur interest
expense related to the Convertible Notes. The conversion of $2.5
million and $1.0 million in Conver tible Notes in September and
November 2001, respectively, resulted in a non-cash debt conver-
sion expense of $1.1 million attributable to the issuance of 702,869
incremental shares of common stock.

Net Loss and Loss Per Share. Net loss was $9.8 million, including a
$1.1 million gain from repurchase of debt, for the twelve months
ended December 31, 2001, compared to a loss of $18.8 million for
the same period of 2000. Basic and diluted loss per share was
$(0.82) and $(1.64) for the years ended December 31, 2001 and
2000, respectively.

L I Q U I D I TY  A N D  C A P I TA L  R E S O U R C E S

Since inception, we have primarily f inanced our operations through
private placements and public offerings of our common and pre-
ferred stock and the issuance of debt . We have also entered into
various capital lease f inancing agreements. Cash and investments in
available-for-sale securities were $6.8 million and $7.7 million as of
December 31, 2002 and 2001, respectively. The $900,000 decrease
in cash and investments primarily results from cash used for capital
expenditures in the amount of $3.7 million being offset by cash pro-
vided by operating activities of $2.7 million.

Net cash provided by operating activities was $2.7 million for the year
ended December 31, 2002 as compared to net cash used of $9.6
million during the year ended December 31, 2001. Cash provided
by operating activities during the year ended December 31, 2002
resulted primarily from income from operations net of non-cash
charges, while cash used in operating activities in the year ended
December 31, 2001 resulted primarily from a net loss of $9.8 million.

Net cash used in investing activities for the year ended December 31,
2002 was $2.6 million, which reflected the net reduction of $1.1 mil-
lion in securities available-for-sale offset by $3.7 million in capital
expenditures. For the year ended December 31, 2001, net cash
provided by investing activities was $12.3 million, of which approxi-
mately $14.1 million was provided from sales of securities available-
for-sale net of $1.8 million used for capital expenditures.

Net cash provided by f inancing activities was $3,300 in the year
ended December 31, 2002 as compared to net cash used in f inanc-
ing activities of $2.4 million in the year ended December 31, 2001.
Cash provided by f inancing activities for the year ended December
31, 2002 resulted primarily from the issuance of $0.3 million of 
common stock offset by the repayment of capital lease obligations.
For the year ended December 31, 2001, cash used in f inancing 
activities was primarily the result of the repurchase of $3.5 million 
of Convertible Notes for $2.2 million.

M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A L Y S I S  O F  F I N A N C I A L

C O N D I T I O N  A N D  R E S U L T S  O F  O P E R A T I O N S  

( c o n t i n u e d )
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We have no material commitments other than our Convertible Notes and obligations under our operating and capital leases. Our material
commitments under these obligations are as follows:

Total 2003 2004 2005 Thereafter

Convertible notes $12,000,000 $ — $ — $12,000,000 $—
Capital lease obligations 352,748 236,645 105,087 11,016 —
Operating lease 1,958,711 1,229,253 729,458 — —

Total Obligations $14,311,459 $1,465,898 $834,545 $12,011,016 $—

11

Future capital requirements will depend upon many factors, includ-
ing the timing of research and product development efforts and the
expansion of our marketing effor t . We expect to continue to
expend signif icant amounts on expansion of facility infrastructure,
ongoing research and development, computer and related equip-
ment, and personnel.

We currently believe that cash on hand and investments will be suf-
f icient to meet our current anticipated cash requirements for at
least the next twelve months. We expect to have additional cash
requirements over the next two to three years because of efforts
we are undertaking to upgrade and rewrite cer tain of our infra-
structure applications. We forecast that all incremental expenses
related to this undertaking can be f inanced out of cash provided by
operating activities.

We currently have $12.0 million of Convertible Notes outstanding
that come due in 2005. These Convertible Notes bear a f ixed inter-
est rate of 8.0% and are convertible to common equity at a price of
$4.00. We expect that some or all of those Convertible Notes will
conver t to common equity on or before their due date. If the
Convertible Notes do not convert, we may have to issue new debt
or sell common equity in order to repay these Convertible Notes.

There can be no assurance that additional capital beyond the
amounts currently forecasted by us will not be required or that any
such required additional capital will be available on reasonable 
terms, if at all, at such time as required. We intend to invest our
cash in excess of current operating requirements in marketable gov-
ernment, corporate and mortgage-backed securities.

N E W  AC C O U N T I N G  S TA N DA R D S

The FASB issued Statement No. 145, “Rescission of FASB Statements
No. 4, 44, and 64, Amendment of FASB Statement No. 13, and
Technical Corrections” (“SFAS No. 145”). SFAS No. 145 rescinds
Statement 4, which required all gains and losses from extinguish-
ment of debt to be aggregated and, if material, classif ied as an
extraordinary item, net of related income tax effect . As a result, the 

criteria in Opinion 30 will now be used to classify those gains and
losses. SFAS No. 145 is effective for fiscal years beginning after May
15, 2002. Provisions related to FASB Statement No. 13 are effective
for transactions occurring after May 15, 2002 and all other provisions
are effective for financial statements issued on or after May 15, 2002.
The Company expects that the impact of adopting SFAS No. 145 will
result in reclassifying prior year extraordinary gains from extinguish-
ment of debt so that they are reflected as part of ordinary income. 

Q UA N T I TAT I V E  A N D  Q UA L I TAT I V E

D I S C L O S U R E S  A B O U T  M A R K E T  R I S K

We invest primarily in shor t-term, investment grade, marketable
government, corporate, and mortgage-backed debt securities. The
Company’s interest income is most sensitive to changes in the gen-
eral level of U.S. interest rates. We do not have operations subject
to risks of foreign currency f luctuations, nor do we use derivative
f inancial instruments in our operations or investment portfolio. We
have classif ied all of our investments as available-for-sale f inancial
instruments. The following table provides information about our
available-for-sale investments that are sensitive to changes in inter-
est rates.

December 31, 2002

Amortized Interest 
Cost Fair Value Rate

U.S. government 
treasury obligations $3,422,947 $3,435,111 1.20%

Mortgage backed securities 415,631 417,125 1.39%
Commercial obligations 641,647 642,641 2.48%

Total investments $4,480,225 $4,494,877

Long-term debt as of December 31, 2002 is comprised of capital
lease obligations with interest rates ranging from 4% to 13% and
Convertible Notes with an 8% fixed interest rate. Since these Con-
vertible Notes have a f ixed interest rate, we are not exposed to
fluctuations in interest rates in this portion of our long-term debt .



December 31,

2002 2001

A S S E T S
Current assets:

Cash and cash equivalents $ 2,290,950 $ 2,120,252
Investments 4,494,877 5,583,370
Accounts receivable (net of allowance of $77,000 and 

$35,000 at December 31, 2002 and 2001, respectively) 3,825,801 2,635,738
Deferred implementation costs 631,087 965,552
Prepaid expenses and other current assets 771,986 749,197

Total current assets 12,014,701 12,054,109
Property and equipment, net 7,804,229 6,813,123
Deferred implementation costs, less current portion 401,051 707,960
Debt issuance costs 659,879 983,248
Other assets 450,080 963,174

Total assets $ 21,329,940 $ 21,521,614

L I A B I L I T I E S  A N D  S TO C K H O L D E R S ’  E Q U I TY
Current liabilities:

Accounts payable $ 891,313 $ 724,684
Accrued expenses and other current liabilities 984,535 739,358
Accrued compensation 743,107 613,848
Deferred revenues 531,789 880,380
Current portion of capital lease obligation 213,913 310,638

Total current liabilities 3,364,657 3,268,908
Capital lease obligation, less current maturities 111,491 348,552
Deferred revenues, less current portion 355,662 566,539
Notes payable 12,000,000 13,000,000

Total liabilities 15,831,810 17,183,999
Commitments
Stockholders’ equity

Series A convertible preferred stock, $.01 par value; 1,000,000 shares authorized, 
none issued at December 31, 2002 and 2001 — —

Series B junior participating preferred stock, $.01 par value; 297,500 shares authorized, 
none issued at December 31, 2002 and 2001 — —

Common stock, $.0001 par value; 35,000,000 shares authorized, 13,781,946 issued 
and 13,706,421 outstanding  at December 31, 2002; and 13,293,238 issued and 
13,248,390 outstanding at December 31, 2001, respectively 1,370 1,325

Additional paid-in capital 91,410,356 89,937,671
Accumulated deficit (85,700,448) (85,294,865)
Deferred stock compensation — (60,924)
Treasury stock, 75,525 shares and 44,848 shares at December 31, 2002 

and December 31, 2001, respectively (227,800) (148,581)
Accumulated other comprehensive income 14,652 25,370
Receivable from the sale of common stock — (122,381)

Total stockholders’ equity 5,498,130 4,337,615

Total liabilities and stockholders’ equity $ 21,329,940 $ 21,521,614

See notes to f inancial statements.

B A L A N C E  S H E E T S
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Year Ended December 31,

2002 2001 2000

Revenues:
Service fees $30,049,947 $ 22,108,832 $ 13,311,370
Implementation and other revenues 2,304,236 2,526,931 2,332,940

Total revenues 32,354,183 24,635,763 15,644,310
Costs and expenses:

Service costs 13,244,837 12,826,124 11,989,766
Implementation and other costs 1,383,144 1,487,610 1,180,890

Costs of revenues 14,627,981 14,313,734 13,170,656

Gross profit 17,726,202 10,322,029 2,473,654
General and administrative 7,037,884 6,930,462 6,370,848
Sales and marketing 5,368,177 5,931,222 8,972,094
Systems and development 4,344,765 5,854,866 6,246,174
Non-recurring charges — 209,434 —

Total expenses 16,750,826 18,925,984 21,589,116

Income (loss) from operations 975,376 (8,603,955) (19,115,462)
Other (expense) income:

Interest income 126,876 613,487 1,084,196
Interest expense (1,260,209) (1,788,520) (582,516)
Other (35,072) (1,141) —
Debt conversion expense (212,554) (1,115,582) —

Total other (expense) income (1,380,959) (2,291,756) 501,680
Loss before extraordinary gain and cumulative effect 

of change in accounting principle (405,583) (10,895,711) (18,613,782)
Extraordinary gain from the extinguishment of debt — 1,083,153 —

Loss before cumulative effect of change in accounting principle (405,583) (9,812,558) (18,613,782)
Cumulative effect of change in accounting principle — — (216,818)

Net loss $ (405,583) $ (9,812,558) $(18,830,600)

Loss per share:
Basic and diluted loss per share before extraordinary gain 

and cumulative effect of change in accounting principle $ (0.03) $ (0.91) $ (1.62)
Extraordinary gain from the extinguishment of debt — 0.09 —
Cumulative effect of change in accounting principle — — (0.02)

Basic and diluted loss per share $ (0.03) $ (0.82) $ (1.64)

Pro forma amounts assuming the accounting change is applied retroactively:
Net loss $(18,613,782)
Basic and diluted loss per share $ (1.62)

Shares used in calculation of loss per share:
Basic and diluted 13,520,642 12,026,476 11,487,192

See notes to f inancial statements.

S T A T E M E N T S  O F  O P E R A T I O N S
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Common Stock Additional
Paid-in

Shares Amount Capital

Balance at December 31, 1999 11,050,456 $ 1,105 $  83,035,825
Comprehensive income (loss):

Net loss — — —
Unrealized gain on available-for-sale securities — — —

Comprehensive loss
Exercise of common stock options 169,200 17 879,992
Exercise of common stock warrants 389,378 39 594,501
Issuance of common stock warrants — — 589,900
Issuance of common stock options — — 11,732
Issuance of common stock 7,615 1 41,667
Amortization of deferred stock compensation — — 84,921
Repayment of stock subscription — — —

Balance at December 31, 2000 11,616,649 1,162 85,238,538
Comprehensive income (loss):

Net loss — — —
Unrealized loss on available-for-sale securities — — —

Comprehensive loss
Exercise of common stock options 6,488 — 26,148
Exercise of common stock warrants 21,385 2 149,998
Conversion of notes payable 1,577,869 158 4,406,297
Issuance of common stock options — — 20,303
Issuance of common stock 70,847 7 123,458
Reclassif ication of stock subscription to notes receivable — — —
Amortization of deferred stock compensation — — (60,564)
Surrender of stock subscription receivable (44,848) (4) 33,493

Balance at December 31, 2001 13,248,390 1,325 89,937,671
Comprehensive income (loss):

Net loss — — —
Unrealized loss on available-for-sale securities — — —

Comprehensive loss
Exercise of common stock options 189,955 19 291,150
Conversion of notes payable 295,031 30 1,141,818
Issuance of common stock 29,395 2 45,906
Cancellation of over-issued shares (25,673) (3) 3
Amortization of deferred stock compensation — — (6,195)
Surrender of stock subscription receivable (30,677) (3) 3

Balance at December 31, 2002 13,706,421 $1,370 $91,410,356

See notes to f inancial statements.

S T A T E M E N T S  O F  S T O C K H O L D E R S ’  E Q U I T Y
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Receivable
Accumulated from the

Deferred Other Sale of Total
Accumulated Stock Treasury Comprehensive Common Stockholders’

Deficit Compensation Stock Income Stock Equity

$ (56,651,707) $(267,949) $ — $ — $(650,240) $ 25,467,034

(18,830,600) — — — — (18,830,600)
— — — 56,075 — 56,075

(18,774,525)
— — — — (87,000) 793,009
— — — — — 594,540
— — — — — 589,900
— — — — — 11,732
— — — — — 41,668
— 82,055 — — — 166,976
— — — — 314,636 314,636

(75,482,307) (185,894) — 56,075 (422,604) 9,204,970

(9,812,558) — — — — (9,812,558)
— — — (30,705) — (30,705)

(9,843,263)
— — — — — 26,148
— — — — — 150,000
— — — — — 4,406,455
— — — — — 20,303
— — — — — 123,465
— — — — 148,254 148,254
— 124,970 — — — 64,406
— — (148,581) — 151,969 36,877

(85,294,865) (60,924) (148,581) 25,370 (122,381) 4,337,615

(405,583) — — — — (405,583)
— — — (10,718) — (10,718)

(416,301)
— — — — — 291,169
— — — — — 1,141,848
— — — — — 45,908
— — — — — —
— 60,924 — — — 54,729
— — (79,219) — 122,381 43,162

$(85,700,448) $ — $(227,800) $14,652 $ — $ 5,498,130
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Year Ended December 31,

2002 2001 2000

O P E R AT I N G  AC T I V I T I E S
Net loss $ (405,583) $ (9,812,558) $(18,830,600)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities: 

Extraordinary (gain) from the extinguishment of debt — (1,083,153) —
Debt conversion expense 212,554 1,115,582 —
Depreciation and amortization 2,679,727 2,108,046 1,736,261
Amortization of debt issuance costs 252,663 320,847 95,036
Stock compensation 97,891 144,011 178,708
Cumulative effect of change in accounting principle — — 216,818
Provision for losses on accounts receivable 88,000 239,564 213,245
Net realized gain on investments (10,035) (73,288) (23,251)
Amortization of bond discount (6,892) (15,946) (230,273)
Changes in assets and liabilities:

Accounts receivable (1,278,063) 150,708 (1,363,548)
Prepaid expenses and other current assets (22,789) (255,084) 405,427
Deferred implementation costs 641,374 (104,116) (368,592)
Other assets 513,094 (510,943) (19,505)
Accounts payable 166,629 (134,297) 46,898
Accrued expenses 374,436 (863,250) 774,770
Deferred revenues (559,468) (850,450) 508,487

Net cash provided by (used in) operating activities 2,743,538 (9,624,327) (16,660,119)

I N V E S T I N G  AC T I V I T I E S
Purchases of property and equipment (3,670,833) (1,836,180) (3,488,731)
Purchases of available-for-sale securities (6,117,950) (20,427,641) (46,216,917)
Sales of available-for-sale securities 7,212,652 34,591,254 46,743,991

Net cash (used in) provided by investing activities $(2,576,131) 12,327,433 (2,961,657)

F I N A N C I N G  AC T I V I T I E S
Net proceeds from issuance of common stock 337,077 277,188 1,429,217
Net proceeds from repayment of stock subscription — — 314,636
Net proceeds from issuance of long-term debt — — 18,744,768
Repayment of capital lease obligations (333,786) (411,658) (683,555)
Payment of f inancing costs — (52,472) —
Repurchase of notes payable — (2,167,389) —

Net cash provided by (used in) f inancing activities 3,291 (2,354,331) 19,805,066

Net increase in cash and cash equivalents 170,698 348,775 183,290
Cash and cash equivalents at beginning of period 2,120,252 1,771,477 1,588,187

Cash and cash equivalents at end of period $ 2,290,950 $ 2,120,252 $ 1,771,477

Supplemental information to statement of cash f lows:
Cash paid for interest $ 1,061,917 $ 1,611,000 $ 84,000
Issuance of warrants — — 589,900
Issuance of stock subscriptions receivable — — 87,000
Acquisition of property and equipment by capital lease — 560,085 155,762
Conversion of notes payable 1,000,000 3,500,000 —
Net unrealized (loss) gain on investments (10,718) (30,705) 56,075

See notes to f inancial statements.

S T A T E M E N T S  O F  C A S H  F L O W S
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1 . O R G A N I Z AT I O N

Online Resources Corporation (the “Company”) is a leading out-
sourcer of Internet banking, payment and customer contact services
to f inancial institution clients nationwide. The Company offers serv-
ices, branded in the clients’ name, that integrate seamlessly into a
single-vendor, end-to-end solution, suppor ted by 24x7 customer
care, targeted consumer marketing, training and other network and
technical professional products and services. The Company oper-
ates in one business segment .

2 . S U M M A RY  O F  S I G N I F I C A N T  

AC C O U N T I N G  P O L I C I E S

Use of Estimates
The preparation of f inancial statements in conformity with account-
ing principles generally accepted in the United States requires man-
agement to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the repor ting period.
Actual results could differ from those estimates.

Cash and Cash Equivalents
The Company considers all highly liquid instruments purchased with
an original maturity of three months or less to be cash equivalents.
Cash held for bill payments in process is immediately disbursed on
behalf of users and no net cash balance is ref lected on the
Company’s f inancial statements.

Revenue Recognition
The Company generates revenues from service fees, implementa-
tion fees, and other revenues. Revenues from service fees include
account access fees, transaction fees, customer service, new user
setup, communications and other services. Service fees and other
revenues are recognized over the term of the contract as the serv-
ices are provided. Service fees are primarily composed of three
business lines, Internet banking services, payment services and cus-
tomer contact services. Implementation and other revenues are
generated from the linking of the Company’s f inancial institution
client’s to the Company’s QuotienSM e-f inancial suite through various
networks and the Company’s gateways and the sale of software
used to access the e-f inancial suite. Other revenue also includes ter-
mination fees which are recognized upon termination of a contract .
Implementation revenue and related direct implementation costs
are recognized on a straight line basis over the contract term.
During the year ended December 31, 2000, the Company adopted
SEC Staff Accounting Bulletin No. 101—Revenue Recognition in
Financial Statements (“SAB 101”), effective January 1, 2000, see
Note 3 for fur ther discussion. Although the Company operates in
only one business segment it has begun to analyze the service fee
por tion of our revenue by three business lines, Internet banking
services, payment services and customer contact services. The
Company currently does not track costs and expenses at the busi-
ness line level. The table below presents the Company’s revenue
based on these business lines.

Year Ended December 31,

2002 2001 2000

Revenues:
Service fees
Banking services $ 5,901,515 $ 5,504,778 $ 4,183,283
Payment services 15,253,963 10,328,305 5,526,700
Customer contact 

services 8,894,469 6,275,749 3,601,387

Total service fees 30,049,947 22,108,832 13,311,370
Implementation and 

other revenues 2,304,236 2,526,931 2,332,940

$32,354,183 $24,635,763 $15,644,310

Systems and Development
The Company capitalizes the cost of computer software developed
or obtained for internal use in accordance with Statement of
Position 98-1, “Accounting for the Costs of Computer Software
Developed or Obtained for Internal Use.” Capitalized computer
software costs consist primarily of payroll-related and consulting
costs incurred during the development stage. The Company
expenses costs related to preliminary project assessments, research
and development, re-engineering, training and application mainte-
nance as they are incurred. Capitalized software costs are being
depreciated on the straight-line method over a period of three years
upon being placed in service.

Property and Equipment
Proper ty and equipment, including leasehold improvements, are
recorded at cost . Depreciation is calculated using the straight-line
method over the estimated useful lives of the related assets, which is
generally f ive years. Equipment recorded under capital leases is also
amortized over the lease term or the estimated useful life of the
asset . Depreciation and amortization expense was $2.7 million, $2.1
million and $1.7 million for the years ended December 31, 2002,
2001 and 2000, respectively.

Fair Value of Financial Instruments
At December 31, 2002, the carrying value of the following f inancial
instruments: cash and cash equivalents, investments in available-for-
sale securities, accounts receivable, accounts payable and accrued
liabilities approximates their fair value based on the liquidity of these
financial instruments or based on their short-term nature. The car-
rying value of capital lease obligations approximates fair value based
on the market interest rates available to the Company for debt of
similar risk and maturities. The notes payable are not publicly traded.
Management estimates the market value of the notes payable to be
100% of the carrying value at December 31, 2002.

Stock-Based Compensation
The Company has elected to follow the accounting provisions of
Accounting Principles Board Opinion (APB) No. 25, Accounting for
Stock Issued to Employees, for stock-based compensation and to
furnish the pro forma disclosures required under SFAS No. 148,
Accounting for Stock-Based Compensation—Transition and Dis-
closure. In electing to continue to follow APB No. 25 for expense 
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recognition purposes, the Company has provided the expanded dis-
closures required under SFAS No. 148 for stock-based compensation
granted, including, if materially different from repor ted results,
disclosure of pro forma net earnings or losses and earnings or losses
per share had compensation expense relating to grants been meas-
ured under the fair value recognition provisions of SFAS No. 123.

The weighted-average fair values at date of grant for options granted
during 2002, 2001 and 2000 were $2.25, $1.77, and $7.34, respec-
tively, and were estimated using the Black-Scholes option valuation
model with the following weighted-average assumptions:

Year Ended December 31,

2002 2001 2000

Dividend yield — — —
Expected volatility 104% 104% 107%
Risk-free interest rate 4.91% 4.254% 5.870%
Expected life in years 6.6 5 5

A reconciliation of the Company’s net loss to pro forma net loss,
and the related basic and diluted pro forma loss per share amounts,
for the years ended December 31, 2002, 2001 and 2000, is pro-
vided below. For purposes of pro forma disclosure, stock-based
compensation expense is recognized in accordance with the provi-
sions of SFAS No. 123. Further, pro forma stock-based compensa-
tion expense is amortized to expense on a straight-line basis over
the vesting period.

Year Ended December 31,

2002 2001 2000

Net loss $ (405,583) $ (9,812,558) $(18,830,600)
Adjustment to net 

loss for :
Pro forma 
stock-based 
compensation 
expense (4,567,065) (4,307,921) (3,428,123)

Pro forma net loss $(4,972,648) $(14,120,479) $(22,258,723)

Basic and diluted 
pro forma net 
loss per share $ (0.37) $ (1.17) $ (1.94)

Concentration of Credit Risk
The Company performs ongoing credit evaluations of its customers’
f inancial condition and limits the amount of credit extended when
deemed necessary, but generally does not require collateral.
Management believes that any risk of loss is signif icantly reduced
due to the nature of the customers being f inancial institutions and
credit unions as well as the number of its customers and geographic
areas. The Company maintains an allowance for doubtful accounts
to provide for probable losses in accounts receivable.

Financial instruments which potentially subject the Company to
concentrations of credit risk consist primarily of cash and cash
equivalents and investments in available-for-sale securities. The
Company has cash in f inancial institutions that is insured by the
Federal Deposit Insurance Corporation (“FDIC”) up to $100,000

per institution. At December 31, 2002 and 2001, the Company had
cash and cash equivalent accounts in excess of the FDIC insured
limits. Investments in available-for-sale securities are limited to
investment-grade securities. The fair value of the Company’s f inan-
cial instruments is substantially equivalent to their carrying value
and, although there is some credit risk associated with theses
instruments, the Company believes this risk to be insignif icant .

Earnings (Loss) Per Share
Net loss per share is computed by dividing the net loss for the period
by the weighted average number of common shares outstanding.
Shares associated with stock options, warrants and conver tible
securities are not included to the extent they are anti-dilutive.

Advertising Costs
The Company expenses advertising costs as incurred. The Company
incurred $250, $200 and $385,400 in advertising costs for the years
ended December 31, 2002, 2001 and 2000, respectively.

Impairment of Long-Lived Assets
The Company adopted Statement of Financial Accounting Standards
No. 144, Accounting for the Impairment or Disposal of Long-Lived
Assets (SFAS 144) in 2002. In accordance with SFAS 144, the
Company periodically evaluates the recoverability of long-lived
assets, including deferred implementation costs and property and
equipment, whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. The adoption of
SFAS 144 had no impact on the financial statements.

Major Customer
One of the Company’s f inancial institution clients, California Federal
Bank or Cal Fed, accounted for approximately $4.8, $3.2 and $2.2
million or 15%, 13% and 14%, of the Company’s revenue, for the
years ended December 31, 2002, 2001 and 2000, respectively.
During 2002, Citigroup acquired Cal Fed, and expects to convert
the Cal Fed customers to the Citigroup banking and bill payment
platform in the f irst quarter of 2003. The Company has extended
its full service contract with Cal Fed through the f irst quar ter of
2003 and terminated a subsequent bill payment only contract that
was to run through 2005. In consideration of this extension and ter-
mination, the Company expects to receive a combination of service
and termination fee revenue that will be recognized in the f irst quar-
ter of 2003.

Reclassif ication
Certain amounts reported in prior periods have been reclassif ied to
conform to the 2002 presentation.

Recent Pronouncements
The FASB issued Statement No. 145, “Rescission of FASB Statements
No. 4, 44, and 64, Amendment of FASB Statement No. 13, and
Technical Corrections” (“SFAS No. 145”). SFAS No. 145 rescinds
Statement 4, which required all gains and losses from extinguishment
of debt to be aggregated and, if material, classif ied as an extraordi-
nary item, net of related income tax effect . As a result, those gains
and losses will now be classif ied in operating income or expense.
SFAS No. 145 is effective for f iscal years beginning after May 15,
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2002. Provisions related to FASB Statement No. 13 are effective for
transactions occurring after May 15, 2002 and all other provisions
are effective for f inancial statements issued on or after May 15,
2002. The Company expects that the impact of adopting SFAS No.
145 in 2003 will result in reclassifying prior year extraordinary gains
from extinguishment of debt so that they are reflected as part of
operating income. 

3 . C H A N G E  I N  R E V E N U E  R E C O G N I T I O N  F O R

I M P L E M E N TAT I O N  R E V E N U E

Prior to January 2000, the Company recognized nonrefundable
implementation fees as revenue under the percentage of comple-
tion method as certain milestone output measures were completed.
During the year ended December 31, 2000, the Company adopted 
SEC Staff Accounting Bulletin No. 101—Revenue Recognition in
Financial Statements (“SAB 101”), effective January 1, 2000, and
changed its method of accounting for nonrefundable implementa-
tion fees for all contracts to recognize such fees and the related
incremental direct costs of implementation activities over the con-
tract term as the services are provided, which typically range from
one to f ive years (generally three years). The Company believes the
change in accounting principle was preferable based on guidance
provided in SAB 101. The cumulative effect of the accounting
change as of January 1, 2000 was $217,000 ($1,371,000 of revenue
less direct incremental costs of $1,154,000) and was recognized in
the 2000 statement of operations. The effect of the accounting
change on the year ended December 31, 2000 was to increase the
net loss before the cumulative effect of the accounting change by
$301,000. Due to the adoption of SAB 101, $1,371,000 of revenue
that was previously recognized under the Company’s prior revenue
recognition policy will be recognized under the Company’s revised
revenue recognition policy through periods up to 2004 because
some contract periods extend through 2004. During the years
ended December 31, 2002, 2001 and 2000, the Company recog-
nized revenue of $275,000, $541,000 and $512,000, respectively,
and related direct incremental costs that were included in the
cumulative effect adjustment at January 1, 2000. The pro forma
amounts included in the 2000 statement of operations have been
adjusted to reflect the retroactive application of SAB 101.

4 . I N V E S T M E N T S

The Company classif ies its investments as available-for-sale.
Investments in securities that are classif ied as available-for-sale and
have readily determinable fair values are measured at fair market
value in the balance sheets. Fair market value is based on quoted
market value. Any unrealized gains or losses are reported as a sep-
arate component of stockholders’ equity. Realized gains and losses
are included in investment income. Interest and dividends also are
included in investment income. The net realized gain on investments
for the years ended December 31, 2002, 2001 and 2000 were
approximately $10,000, $73,000 and $23,000, respectively. For pur-
poses of determining gross realized gains and losses, the cost of
securities sold is based on the average cost method. As of
December 31, 2002 and 2001, the unrealized gain on investments

was $14,652 and $25,370, respectively. 

The following is a summary of the Company’s available-for-sale
securities:

December 31, 2002 December 31, 2001

Amortized Amortized
Cost Fair Value Cost Fair Value

U.S. Government 
treasury 
obligations $3,422,947 $3,435,111 $1,776,429 $1,782,818

Mortgage 
backed 
securities 415,631 417,125 — —

Corporate 
obligations 641,647 642,641 3,781,571 3,800,552

$4,480,225 $4,494,877 $5,558,000 $5,583,370

At December 31, 2002, contractual maturities of available-for-sale
securities were as follows:

Amortized
Cost Fair Value

Due in:
2003 $3,794,571 $3,806,179
2004–2006 685,654 688,698

5 . P R O P E RTY  A N D  E Q U I P M E N T

Property and equipment consists of the following: 

December 31,

2002 2001

Central processing systems and terminals $13,668,910 $10,140,308
Office furniture and equipment 1,762,768 1,750,415
Central processing systems and 

terminals under capital leases 500,532 500,532
Office furniture and equipment 

under capital leases 572,117 572,117
Leasehold improvements 1,119,130 1,093,115

17,623,457 14,056,487
Less accumulated depreciation 9,199,646 6,815,075
Less accumulated depreciation under 

capital leases 619,582 428,289

$ 7,804,229 $ 6,813,123

6 . L O N G - T E R M  N OT E S  PAYA B L E

On September 28, 2000, the Company completed the private place-
ment of $20 million in conver tible subordinated notes (the
“Convertible Notes”) to a group of accredited investors. The
Company received proceeds of $18.7 million net of debt issuance
costs of $1.3 million including commission of $917,200. The
Convertible Notes carry an 8% coupon. Interest payment dates are
April 1 and October 1, commencing April 1, 2001. The Convertible
Notes were initially convertible at a price of $4.75 per share but are
subject to an annual reset under certain circumstances. In no event 
will the price be less than $4.00 per share. Subject to certain condi-
tions, the Company may redeem all or par t of the Convertible
Notes prior to maturity. Jefferies & Company, Inc., one of the under-
writers of the placement, also obtained 200,000 warrants that
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expire on September 30, 2005 that are exercisable at the same price
as the conversion price under the Convertible Notes (see Note 10).

On May 22, 2001 and May 24, 2001, the Company paid $2.2 mil-
lion to repurchase $3,000,000 and $500,000, respectively, of the
Convertible Notes in privately negotiated transactions. After
$289,000 of debt issuance costs was written off, the Company rec-
ognized an extraordinary gain of $1.1 million as a result of the
transactions.

On September 28, 2001, November 2, 2001 and March 27, 2002,
the Company induced conversion of $2.5 million, $1.0 million and
$1.0 million of the Convertible Notes at $2.00, $3.05 and $3.39 per
common share, respectively, instead of the $4.00 conversion price
that otherwise existed under the Convertible Notes. These induced
conversions resulted in the issuance of 1,250,000, 327,869 and
295,031 shares or 625,000, 77,869 and 45,031 additional shares,
respectively, had the Convertible Notes been conver ted at the
$4.00 per common share conversion price. The Company recog-
nized $731,250, $175,205 and $141,848 non-cash debt conversion
expense and wrote off $157,157, $51,970 and $70,706 of related
debt issuance costs in September 2001, November 2001 and March
2002, respectively, in connection with the transactions. Accordingly,
as of December 31, 2002, $12.0 million of the Convertible Notes
remains outstanding and matures on September 30, 2005. Based on
the established $4.00 conversion price, the Conver tible Notes
would be exchangeable for three million shares of the Company’s
common stock at December 31, 2002.

Interest expense related to the Convertible Notes was approxi-
mately $980,000, $1,680,000 and $498,000 in 2002, 2001 and 2000,
respectively. As of December 31, 2002 and 2001, accrued interest
on notes payable totaled approximately $240,000 and $260,000,
respectively.

7 . C O M M I T M E N T S

Office Space
The Company leases off ice space and equipment under operating
leases expiring in 2004. The off ice leases provide for escalating rent
over the respective lease term. Rent expense under the operating
leases and sublease rentals received by the Company for the years
ended December 31, 2002, 2001 and 2000, are as follows:

Sublease
Rent Income

2000 $1,031,000 $ —
2001 1,121,000 26,000
2002 1,179,000 —

The sublease agreement was fully expired as of December 31, 2001.

Equipment
The Company also leases equipment under capital leases. In 2002
and 2001, the Company incurred capital lease obligations of $0 and
$560,000, respectively, for the purchase of equipment . Amortization
of assets held under capital leases is included in depreciation and
amortization in the statements of cash f lows.

Future minimum lease payments on operating and capital leases are
as follows:

Operating Capital

December 31, December 31, 
2002 2002

2003 $1,229,253 $236,645
2004 729,458 105,087
2005 — 11,016

Total minimum lease payments $1,958,711 352,748
Less amount representing interest (27,344)

Present value of minimum 
lease payments 325,404

Less current portion 213,913

Long-term portion of minimum 
lease payments $111,491

8 . I N C O M E  TA X E S

The Company has not paid income taxes during 2002, 2001 or
2000 due to its net operating loss position.

At December 31, 2002, the Company has net operating loss carry-
forwards of approximately $88.3 million that expire at varying dates
from 2010 to 2022. Of that $88.3 million, approximately $3.5 million
relates to the exercise of stock options. The timing and manner in
which the operating loss carryforwards may be utilized by the
Company will be limited to the Company’s ability to generate future
taxable income. The use of these losses may also be subject to sig-
nif icant limitations due to ownership changes pursuant to Section
382 of the Internal Revenue Code resulting from prior issuances of
Preferred and Common Stock. As the Company has not generated
earnings and no assurance can be made of future earnings needed
to utilize these net operating losses, a valuation allowance in the
amount of the deferred tax assets has been recorded.

Signif icant components of the Company’s net deferred tax assets
are as follows:

December 31,

2002 2001

Deferred tax assets:
Net operating loss carryforwards $ 35,269,000 $ 35,348,000
Deferred wages 169,000 144,000
Other deferred tax assets 123,000 84,000

Total deferred tax assets 35,561,000 35,576,000
Deferred liabilities:

Depreciation (346,000) (493,000)

Total deferred tax liabilities (346,000) (493,000)
Valuation allowance for net 

deferred tax assets (35,215,000) (35,083,000)

Net deferred tax assets $ — $ —

N O T E S  T O  F I N A N C I A L  S T A T E M E N T S
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The following is a summary of the items that caused the income
tax expense to differ from taxes computed using the statutory fed-
eral income tax rate for the years ended December 31, 2002, 2001
and 2000:

Year Ended December 31,

2002 2001 2000

Tax expense (benefit) at 
statutory Federal rate $(138,000) $(3,336,000) $(6,402,000)

Effect of:
State income tax, net (20,000) (562,000) —
Non-statutory stock 

options exercise — — (264,000)
Other 26,000 150,000 21,000
Increase in valuation 

allowance 132,000 3,748,000 6,645,000

Income tax expense $ — $ — $ —

9 . P R E F E R R E D  S TO C K

Of the 3,000,000 authorized preferred shares of the Company,
1,000,000 shares have been designated as Series A conver tible
Preferred Stock (“Series A Preferred Stock”). Holders of Series A
Preferred Stock shares are entitled to receive dividends at the same
rate as holders of common stock and have voting rights equal to
their common stock equivalent on an as if conver ted basis.
Additionally, each Series A Preferred Stock holder is entitled to a
liquidation preference equal to $1.00 plus declared but unpaid divi-
dends. There were no shares of Series A Preferred Stock outstand-
ing at December 31, 2002 and 2001.

In anticipation of the adoption of a stockholders rights plan that was
implemented on January 11, 2002, the Company, through a certif i-
cate of designation that became effective on December 24, 2001,
authorized 297,500 shares of Series B Junior Participating Preferred
Stock (“Series B Preferred Stock”). Under the stockholders rights
plan, which is intended to protect the Company’s stockholders from
unsolicited attempts to acquire or gain control of the Company,
each holder of record on January 11, 2002 of a share of common
stock received a right to purchase a unit of 1⁄100th of a share of Series
B Preferred Stock at a price, subject to adjustment, of $115 per unit .
The right is not exercisable until an attempt occurs to acquire or
gain control of the Company that is unsolicited and does not have
the approval of the Company’s board of directors. Upon exercise of
a right, each holder of a right will be entitled to receive 1⁄100th of a
share of Series B Preferred Stock or, in lieu thereof, a number of
shares of common stock equal to the exercise price of the right
divided by one-half of the current market price of the Company’s
common stock. Until exercise of a right for 1⁄100th of a share of Series
B Preferred Stock, no shares of Series B Preferred Stock will be issued.
Holders of a share of Series B Preferred Stock are entitled to
receive cumulative quarterly dividends equal to the greater of $1.00
per share or 100 times any dividend declared on the Company’s 

common stock and have voting rights equal to 100 votes per share.
Additionally, each holder of a share of Series B Preferred Stock is
entitled to a liquidation preference equal to $100 plus accrued and
unpaid dividends thereon, whether or not declared.

1 0 . WA R R A N T S

The company’s warrant activity is as follows:
Warrants

Balance at December 31, 1999 2,096,699
Exercise of warrants during 2000 (549,579)
Cancellation of warrants during 2000 (10,723)
Warrants issued in connection with Convertible Notes 200,000

Balance at December 31, 2000 1,736,397
Exercise of warrants during 2001 (21,385)
Cancellation of warrants during 2001 (272,830)

Balance at December 31, 2001 1,442,182
Exercise of warrants during 2002 —
Cancellation of warrants during 2002 (630,736)

Balance at December 31, 2002 811,446

Outstanding warrants primarily relate to warrants received in con-
nection with Preferred Stock outstanding prior to the IPO in 1999.
The Company issued 200,000 warrants with an exercise price of
$4.00 and an expiration date of September 30, 2005 in 2000 in
connection with the Convertible Notes. Of the warrants outstand-
ing at December 31, 2002, approximately 611,000 warrants expire
during the year ended December 31, 2003. These warrants have an
exercise price ranging between $7.01 and $8.42.

1 1 . N E T  L O S S  P E R  S H A R E

The following table sets forth the computation of basic and diluted
net loss per share:

Years Ended December 31,

2002 2001 2000

Net loss $(405,583) $(9,812,558) $(18,830,600)
Weighted average number 

of common shares 13,520,642 12,026,476 11,487,192
Loss per share:

Basic and diluted $ (0.03) $ (0.82) $ (1.64)

Due to their antidilutive effects, outstanding shares from the con-
version of the Convertible Notes, stock options and warrants to
purchase 9,736,686, 9,221,262 and 9,082,735 shares of common
stock at December 31, 2002, 2001 and 2000, respectively, were
excluded from the computation of diluted earnings per share.
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1 2 .  E M P L OY E E  B E N E F I T  P L A N S

Employee Savings and Retirement Plan
The Company has a 401(k) plan that allows eligible employees to
contribute up to 15% of their salary. The Company has total discre-
tion about whether to make an employer contribution to the plan
and the amount of the employer contribution. The Company has
historically not chosen to match the employee contributions and,
therefore, has not incurred any contribution expense.

Stock Options
In February 1989, the Company adopted an Incentive Stock Option
Plan (the “Plan”). During June 1997, the Company’s Board of
Directors authorized an increase of 124,747 shares of common
stock that can be issued under the Plan. During 1998, the
Company’s Board of Directors increased the number of shares of
common stock that can be issued under the plan to 2,316,730. The
option price under the Plan will not be less than fair market value of
the Company’s common stock on the date of grant . The vesting 

period of the options is determined by the Board of Directors and
is generally four years. Outstanding options expire after ten years.

During 1999, the Company adopted the 1999 Stock Option Plan
(the “1999 Plan”). The 1999 Plan permits the granting of both
incentive stock options and nonqualif ied stock options to employ-
ees, directors and consultants. The aggregate number of shares that
can be granted under the 1999 Plan is 757,708. During 2000, the
Company’s Board of Directors increased the number of shares of
common stock that can be issued under the plan to 1,457,708. In
2001, the Board of Directors fur ther increased the number of
shares of common stock that can be issued under the plan to
4,756,331. The option exercise price under the 1999 Plan will not
be less than fair market value of the Company’s common stock on
the date of grant . The vesting period of the options is determined
by the Board of Directors and is generally four years. Outstanding
options expire after seven to ten years.

Additional information with respect to stock option activity under
the stock option plans is summarized as follows:

N O T E S  T O  F I N A N C I A L  S T A T E M E N T S
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Year Ended December 31,

2002 2001 2000

Weighted- Weighted- Weighted- 
Average Average Average 
Exercise Exercise Exercise 

Shares Price Shares Price Shares Price

Outstanding at beginning of period 4,529,080 $6.69 3,135,812 $9.55 2,445,076 $9.74
Options granted 2,316,821 2.70 1,885,501 2.17 1,100,445 8.56
Options exercised (189,955) 1.54 (6,488) 1.50 (169,200) 5.30
Options canceled or expired (730,706) 6.79 (485,745) 7.66 (240,509) 9.90

Outstanding at end of period 5,925,240 $5.30 4,529,080 $6.69 3,135,812 $9.55

Options exercisable at end of period 3,721,302 $5.70 2,508,584 $7.22 1,481,869 $8.59

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

Weighted-
Average Weighted- Weighted- 

Remaining Average Average 
Number Contractual Exercise Number Exercise 

Outstanding Life (In Years) Price Exercisable Price

$ 0.06 to $ 2.30 1,622,202 7.38 $ 1.93 1,388,364 $ 1.91
$ 2.31 to $ 2.86 993,464 8.82 2.79 95,085 2.44
$ 2.88 to $ 3.81 1,147,398 7.54 3.17 554,685 3.24
$ 3.88 to $ 8.40 1,185,845 3.32 7.43 1,007,790 7.64
$ 8.42 to $20.19 974,725 4.16 13.35 674,572 13.05
$21.50 to $21.50 1,606 4.20 21.50 806 21.50

5,925,240 6.31 $ 5.31 3,721,302 $ 5.70
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Employee Stock Purchase Plan
The Company has an employee stock purchase plan for all eligible
employees to purchase shares of common stock at 85% of the
lower of the fair market value on the f irst or the last day of each six-
month offering period. Employees may authorize the Company to
withhold up to 10% of their compensation during any offering
period, subject to certain limitations. The employee stock purchase
plan authorizes up to 400,000 shares to be granted. During the year
ended December 31, 2002 and 2001, shares totaling 29,395 and
70,847 were issued under the plan at an average price of $2.20 and
1.74 per share, respectively. At December 31, 2002, 292,143 shares
were reserved for future issuance.

1 3 . R E L AT E D  PA RTY  T R A N S AC T I O N S

During 2001, the Company surrendered the recourse right under
the stock subscription receivables for two former employees in the
amount of $151,969 and the related collateral of 43,484 shares was
held by the Company. As a result, the Company accounted for the
conversion as the repurchase of shares previously exercised as a
treasury stock transaction. The fair value of the collateral shares on
the conversion date was $126,159, and was recorded as treasury
stock. The shares under the new non-recourse notes were
accounted for as the grant of new stock compensation arrangement
and are accounted for, as a variable award pursuant to the terms in
EITF issue 95-16, “Accounting for Stock Compensation Arrangement
with Employer Loan Features”. Stock compensation expense in the
amount of $59,300 was recognized during the year ended
December 31, 2001, since the original recourse notes exceeded the
fair value of the shares on the conversion date.

During 2002, the Company surrendered the recourse right under
the stock subscription receivables for two employees in the amount
of $122,381 and the related collateral of 30,677 shares was held by

the Company. As a result, the Company accounted for the conver-
sion as the repurchase of shares previously exercised as a treasury
stock transaction. The fair value of the collateral shares on the con-
version date was $79,219, and was recorded as treasury stock.

The Company recognized approximately $860,000, $623,000, and
$303,000 in revenue for services rendered to a f inancial institution
during the years ended December 31, 2002, 2001 and 2000,
respectively. One of our directors is Chairman and Chief Executive
Off icer of the f inancial institution. The f inancial institution owed
$163,000 and $176,000 to the Company at December 31, 2002
and 2001, respectively. Such amounts are included in “Accounts
Receivable” on the balance sheets.

1 4 . N O N - R E C U R R I N G  C H A R G E S

The Company incurred and paid a one-time charge of $209,434
including severance and benef it payments during the twelve
months ended December 31, 2001 as a result of the staff reduction
of 23 employees, approximately 9% of the total employees, on
January 3, 2001.

1 5 . S U B S E Q U E N T  E V E N T S

On February 26, 2003, the Company received notice from the
Nasdaq Stock Market that it would be delisted from the Nasdaq
National Market at the opening of business on March 6, 2003. This 
notice was received because the Company did not comply with the
continued listing requirements for inclusion in the National Market .
The Company is appealing this notice on the basis that it expects to
be able regain compliance within a reasonable time period. If its
appeal is denied, or it cannot regain compliance, the Company will
apply for listing on the Nasdaq SmallCap Market, for which it is cur-
rently, and expects to remain, qualif ied.

1 6 . S U M M A R I Z E D  Q UA RT E R LY  DATA  ( U N A U D I T E D )

The following f inancial information reflects all normal recurring adjustments that are, in the opinion of management, necessary for a fair
statement of the results of the interim periods. Summarized quarterly data for the years 2002 and 2001 is as follows:

Quarter Ended

March 31, June 30, September 30, December 31,
2002 2002 2002 2002

Total revenues $7,827,379 $7,878,977 $8,151,876 $8,495,951
Gross profit 3,893,627 4,205,253 4,613,082 5,014,240
Net (loss) income $ (806,722) $ (133,068) $ 92,593 $441,614

Net (loss) income per share $ (0.06) $ (0.01) $ 0.01 $ 0.03

Quarter Ended

March 31, June 30, September 30, December 31,
2001 2001 2001 2001

Total revenues $ 5,563,490 $ 6,008,203 $ 6,374,562 $ 6,689,508
Gross profit 1,915,711 2,448,695 2,812,901 3,144,722
Loss before extraordinary gain (3,361,965) (2,692,359) (3,108,429) (1,732,958)

Net loss $ (3,361,965) $ (1,609,206) $ (3,108,429) $ (1,732,958)

Loss per share before extraordinary gain $ (0.29) $ (0.23) $ (0.26) $ (0.13)
Net loss per share $ (0.29) $ (0.14) $ (0.26) $ (0.13)



The Shareholders and Board of Directors
Online Resources Corporation

We have audited the accompanying balance sheets of Online
Resources Corporation as of December 31, 2002 and 2001, and the
related statements of operations, stockholders’ equity, and cash
flows for each of the three years in the period ended December 31,
2002. These f inancial statements are the responsibility of the
Company’s management . Our responsibility is to express an opinion
on these f inancial statements based on our audits.

We conducted our audits in accordance with auditing standards
generally accepted in the United States. Those standards require
that we plan and perform the audit to obtain reasonable assurance
about whether the f inancial statements are free of material mis-
statement . An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the f inancial statements.
An audit also includes assessing the accounting principles used and
signif icant estimates made by management, as well as evaluating the
overall f inancial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the f inancial statements referred to above present
fair ly, in all material respects, the f inancial position of Online
Resources Corporation at December 31, 2002 and 2001, and the
results of its operations and its cash f lows for each of the three
years in the period ended December 31, 2002, in conformity with
accounting principles generally accepted in the United States.

As discussed in Note 3 to the f inancial statements, in 2000 the
Company changed its methods of revenue recognition for imple-
mentation revenue.

McLean, Virginia 
February 11, 2003, 
except for Note 15, 
as to which the date is February 26, 2003
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