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SELECTED FINANCIAL DATA

The following comparisons highlight significant historical trends in TSYS' results of operations and financial condition. Total revenues and net
income have grown over the last five years at compounded annual growth rates of 15.9% and 21.1%, respectively. The balance sheet data also reflect
the continued strong financial position of TSYS as evidenced by the current ratio of 2.0:1 at December 31, 2001, and increased shareholders’ equity.
The following financial data should be read in conjunction with the Consolidated Financial Statements and related Notes thereto and Financial
Review, included elsewhere in this Annual Report.

Years Ended December 31,
(in thousands except per share data) 2001 2000 1999 1998 1997
Income Statement Data:
Revenues:
Bankcard data processing services $ 563,573 505,935 456,840 350,310 324,718
Other services 86,835 95,358 77,086 45,884 36,781
Total revenues 650,408 601,293 533,926 396,194 361,499
Expenses:
Salaries and other personnel expense 258,119 235,670 207,618 160,855 147,438
Net occupancy and equipment expense 169,535 162,906 151,964 105,658 94,685
Other operating expenses 87,422 90,111 86,052 63,312 59,447
Total operating expenses 515,076 488,687 445,634 329,825 301,570
Equity in income of joint ventures 17,824 15,586 12,327 12,974 9,347
Operating income 153,156 128,192 100,619 79,343 69,276
Nonoperating income:
Gain (loss) on disposal of property and equipment, net 90) (1,422) 798 (48) (36)
Interest income, net of interest expense 2,681 5,037 2,159 2,492 2,315
Minority interest in subsidiary’s net income (76) 99 — — —
Other, net 122 — — — —
Total nonoperating income 2,637 3,516 2,957 2,444 2,279
Income before income taxes 155,793 131,708 103,576 81,787 71,555
Income taxes 52,891 46,065 34,983 26,956 24,077
Net income $ 102,902 85,643 68,693 54,831 47478
Basic earnings per share $ 53 A4 35 28 24
Diluted earnings per share $ 53 A4 35 28 24
(Cash dividends declared per share $ 060 048 040 038 030
Weighted average common shares outstanding 194,773 194,785 194,913 194,020 193,956
Weighted average common and common
equivalent shares outstanding 195,604 195,265 195,479 194,669 194,239
December 31,
(in thousands) 2001 2000 1999 1998 1997
Balance Sheet Data:
Total assets $ 652,277 601,224 463,622 363,775 299,958
Working capital 103,801 63,655 76,414 60,472 70,899
Total long-term debt — — 204 342 475
Shareholders’ equity 500,812 409,014 334,292 270,354 221,255



FINANCIAL REVIEW

This Financial Review provides a discussion of critical accounting policies,
related party transactions, off-balance sheet arrangements, the results of
operations, financial condition, liquidity and capital resources of TSYS and
outlines the factors that have affected its recent earnings, as well as
those factors that may affect its future earnings. The accompanying Consol-
idated Financial Statements and related Notes and Selected Financial Data
are an integral part of this Financial Review and should be read in conjunc-
tion with it.

Critical Accounting Policies

TSYS’ (The Company’s) financial position and results of operations are
impacted by the accounting policies the Company has adopted. In order
to get a full understanding of the Company’s financial statements, one must
have a clear understanding of the accounting policies employed.

Risks AND UNCERTAINTIES AND USE oF EstiMaTEs: The Company has prepared
the accompanying consolidated financial statements in conformity with
accounting principles generally accepted in the United States of America.
In preparing financial statements, it is necessary for management to make
assumptions and estimates affecting the amounts reported in the consol-
idated financial statements and related notes. These estimates and
assumptions are developed based upon all information available. Actual
results can differ from assumed and estimated amounts.

Factors that could affect the Company's future operating results and
cause actual results to vary materially from expectations include, but are
not limited to, lower than anticipated growth from existing customers, an
inability to attract new customers and grow internationally, an inability
to grow through acquisitions or successfully integrate acquisitions, tech-
nology changes, financial services consolidation, increased regulatory
mandates, a decline in the use of credit cards as a payment mechanism, or
a decline in the financial stability of the Company’s customers.

Negative developments in these or other risk factors could have a mate-
rial adverse effect on the Company’s financial position and results of
operations.

A summary of the Company’s critical accounting policies follows:

AccouNTs RECEIVABLE: Accounts receivable balances are stated net of
allowances for doubtful accounts and billing adjustments of $5.4 million
and $5.8 million at December 31, 2001 and 2000, respectively. The allowance
represents 4.5% and 5.7% of accounts receivable at 2001 and 2000, respec-
tively. TSYS’ client base mainly consists of financial institutions and other
card issuers such as major retailers. Historically, the Company has not
encountered any significant write-offs.

TSYS records allowances for doubtful accounts when it is probable
that the accounts receivable balance will not be collected. When estimating
the allowances for doubtful accounts, the Company takes into considera-
tion such factors as its day-to-day knowledge of specific customers, the
industry and size of its customers, the overall composition of its accounts
receivable aging, prior history of accounts receivable write-offs and prior
history of allowances in proportion to the overall receivable balance.
This analysis includes an on-going and continuous communication with its
largest customers. A financial decline of any one of these customers could
have an adverse and material effect on collectibility of receivables.

Increases in the allowance for doubtful accounts are recorded as
bad debt expense and are reflected in other operating expenses in the
Company’s consolidated statements of income.

TSYS records provisions for billing adjustments for potential billing
discrepancies. When estimating the provision for billing adjustments, the

Company considers prior history of billing adjustments. Increases in the
provision for billing adjustments are recorded net of revenues in the Company’s
consolidated statements of income.

RevENUE REcoeNITION: The Company’s bankcard processing revenues are
derived from long-term processing contracts with banks and other institu-
tions and are recognized as revenues at the time the service is performed.
Bankcard data processing revenues are generated primarily from charges
based on the number of accounts billed, transactions and authorizations
processed, statements mailed, and other processing services for cardholder
accounts on file. Most of these contracts have prescribed minimums.
The terms of contracts generally range from three to ten years in length.

The Company’s other service revenues are derived from printing activ-
ities and customer relationship management services, such as call
center activities for card activation and balance transfer requests. The
contract terms for these services are generally shorter in nature, and some
are project based. Revenue is recognized on these other services either on
a per unit or a fixed price basis. The Company uses the percentage of comple-
tion method of accounting for its fixed price contracts.

ConTtract Acquisttion Costs: The Company capitalizes contract acquisition
costs related to signing or renewing long-term contracts. These costs,
primarily consisting of cash payments for rights to provide processing
services and internal conversion and software development costs, are amor-
tized using the straight-line method over the contract term beginning when
the client’s cardholder accounts are converted to the system. All costs
incurred prior to contract execution are expensed as incurred.

The amortization of these costs is recognized in other operating
expenses. The Company evaluates the carrying value of contract acquisi-
tion costs for impairment on the basis of whether these costs are fully
recoverable from expected undiscounted net operating cash flows of the
related contract. The determination of expected undiscounted net oper-
ating cash flows requires management to make estimates.

These costs may become impaired with the loss of a contract, the finan-
cial decline of a customer, termination of conversion efforts after a contract
is signed, diminished prospects for current customers or if the Compa-
ny’s estimates of future cash flows differ from actual results. Capitalized
contract acquisition costs are classified in prepaid and other assets.

SorTwARE DEVELOPMENT Costs: The Company develops software that is used
in providing transaction processing services to clients. Software develop-
ment costs are capitalized once technological feasibility of the software has
been established. Costs incurred prior to establishing technological feasi-
bility are expensed as incurred. Technological feasibility is established
when the Company has completed all planning, designing, coding and testing
activities that are necessary to determine that a product can be produced
to meet its design specifications, including functions, features and tech-
nical performance requirements. Capitalization of costs ceases when the
product is available to customers for general use. The Company evaluates
the unamortized capitalized costs of software development as compared
to the net realizable value of the development which is determined by
projected future cash flows. The amount by which the unamortized soft-
ware development costs exceed the net realizable value are written off.
Software development costs are amortized using the greater of (1) the
straight-line method over the estimated useful life (which ranges from 3-
10 years) or (2) the ratio of current revenues to current anticipated revenues.

Software development costs may become impaired in situations
where development efforts are abandoned due to the viability of the
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planned project becoming doubtful or due to technological obsolescence
of the planned project.

TRANSACTION PROCESSING PRovIsIoNs: The Company has made certain esti-
mates to accrue for contract contingencies and processing errors. When
providing for these accruals, the Company takes into consideration such
factors as the prior history of contract penalties and processing errors
incurred, contractual penalties inherent in the Company’s contracts, progress
towards meeting milestones and amounts not covered by insurance.

These accruals are recorded in other current liabilities in the accom-
panying consolidated balance sheets. Increases and decreases in transaction
processing provisions are reflected in other operating expenses in the
Company’s consolidated statements of income.

IMPAIRMENT OF LONG-LIVED ASSETS AND INTANGIBLES: The Company evaluates
the recoverability of property and equipment, identifiable intangibles
and goodwill by comparing the carrying amount of the asset against the
estimated undiscounted cash flows associated with it. Should the sum of
the expected future cash flows be less than the carrying value of the asset
being evaluated, the Company uses fair value in determining the amount
of impairment loss that should be recorded. The determination of undis-
counted net operating cash flows requires management to make estimates.

Equity INVESTMENTS: TSYS’ 49% investment in Total System Services de
México, S.A. de C.V. (TSYS de México), a bankcard data processing support
operation located in Mexico, is accounted for using the equity method of
accounting, as is TSYS’ 50% investment in Vital Processing Services L.L.C.
(Vital), a merchant processing operation headquartered in Tempe, Arizona.

IncoMmE TaxEs: Income taxes reflected in TSYS' consolidated financial state-
ments are computed based on the taxable income of TSYS as if TSYS were
a stand-alone tax paying entity. A consolidated federal income tax return
is filed for Synovus and its majority owned subsidiaries, including TSYS.

The Company accounts for income taxes in accordance with the asset
and liability method. Under the asset and liability method, deferred income
tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts
of existing assets and liabilities and their respective tax bases. Deferred
income tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred
income tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date.

Income tax provisions require the use of management judgements,
which are subject to challenge by various taxing authorities. Estimates
relate to the determination of taxable income, the determination of tempo-
rary differences between book and tax bases, as well as anticipated tax
credits and related provisions.

Related Party Transactions
The Company provides bankcard processing services and other services for
its parent company, Synovus Financial Corp. (Synovus), and its affiliates,
and for Vital and TSYS de México. The services are performed under nego-
tiated contracts. The Company believes the terms and conditions of transactions
between the Company and Synovus and its affiliates are comparable to those
which could have been obtained in transactions with unaffiliated parties.
TSYS has entered into agreements with Columbus Bank and Trust
Company (CB&T) and certain of its affiliates, pursuant to which TSYS
performs bankcard data processing services. Such bankcard data processing
service revenues were $12.9 million, $12.3 million and $8.0 million during
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the years ended December 31, 2001, 2000 and 1999, respectively. Miscel-
laneous data processing services performed by TSYS for certain Synovus
nonbanking affiliates generated revenues of $480,000, $256,000 and $222,000
during the years ended December 31, 2001, 2000 and 1999, respectively,
these revenues are included in bankcard data processing services.

Bankcard data processing revenues related to TSYS de México, the Com-
pany’s Mexican joint venture, were $15.9 million, $15.7 million and $16.0
million for the years ended December 31,2001, 2000 and 1999, respectively.

Merchant processing revenues, included in bankcard data processing
revenues, related to Vital, the Company's joint venture with Visa, were $15.1
million, $14.1 million and $12.9 million for the years ended December
31,2001, 2000 and 1999, respectively.

During 2001 and 2000, TSYS provided web hosting and electronic
commerce processing services to CB&T for which the Company was paid
$470,000 and $546,000, respectively.

Revenues from other services provided by TSYS to Synovus and its
affiliates were $6.4 million, $6.6 million and $5.5 million during the years
ended December 31, 2001, 2000 and 1999, respectively.

During 2000 and 1999, Synovus Technologies, Inc. (STI) paid TSYS
$143,000 and $168,000, respectively, for data links, network services,
computer processing services and other miscellaneous items. In January
2001, STTwas folded into Synovus to take advantage of operating efficiences.
In 2001, Synovus paid TSYS $106,000 for data links, network services,
computer processing services and other miscellaneous items.

In September 1999, Synovus completed the acquisition of the debt
collection and bankruptcy management business offered by Wallace & de
Mayo. The services provided by Wallace & de Mayo included recovery collec-
tions work, bankruptcy process management, legal account management
and skip tracing. These services are being marketed through the Company
under the name TSYS Total Debt Management, Inc. (TDM) for which Synovus
paid TSYS a management fee of $1.5 million in 2001 and $505,000 in 2000.

Effective January 1, 2002, TSYS acquired TDM in exchange for 2,175,000
newly issued shares of TSYS common stock with a market value of approxi-
mately $43.5 million. The TDM valuation was performed by an independent
professional appraisal firm. TDM will operate as a separate subsidiary of
TSYS. This transaction increased CB&T’s ownership of TSYS to 81.1% in 2002.

In May 2000, Synovus completed the acquisition of ProCard, Inc., a
provider of software and Internet tools designed to assist organizations with
the management of purchasing, travel and fleet card programs. Synovus’
acquisition of ProCard offers TSYS the opportunity to further expand its
services to ProCard’s clients. ProCard’s software solutions have been inte-
grated into TSYS’ processing solutions. The Company is assisting in managing
ProCard, for which the Company was paid a management fee by Synovus
of $303,000 in 2001 and $177,000 in 2000.

TSYS maintains deposit accounts with CB&T, the majority of which
earn interest and on which TSYS receives market rates of interest. Included
in cash and cash equivalents are deposit balances with CB&T of $45.9 million
and $74.6 million at December 31, 2001 and 2000, respectively.

In 2001, 2000 and 1999, TSYS received interest income of $2,305,617,
$4,772,461 and $1,865,621, respectively, from CB&T. TSYS paid banking
account service fees and wire transfer fees to CB&T of $46,396 in 2001,
$68,004 in 2000 and $53,195 in 1999.

TSYS maintains an unsecured credit agreement with CB&T. The credit
agreement has a maximum available principal balance of $5.0 million, with
interest at prime. TSYS did not use the credit facility during 2001 or 2000.

TSYS paid cash dividends to CB&T in the amount of approximately



$9.0 million, $7.1 million and $6.3 million in 2001, 2000 and 1999, respec-
tively. TSYS received cash dividends from its equity joint ventures of
approximately $7.1 million, $5.4 million and $5.1 million in 2001, 2000 and
1999, respectively. As part of the restructured joint venture agreement in
2001, TSYS received a capital distribution of approximately $3.3 million
from TSYS de México.

Off-Balance Sheet Arrangements

OPERATING LEASES: As a method of funding its operations, TSYS employs
noncancelable operating leases for computer equipment, software and
facilities. These leases allow the Company to provide the latest technology
while avoiding the ownership risk of technological obsolescence. Neither
the assets nor liabilities related to these leases are included on the balance
sheet. One of the Company’s most significant leases is its synthetic lease
for its corporate campus (see Off-Balance Sheet Arrangements and Contrac-
tual Cash Commitments and Note 9.)

LoaN Guarantek: In the fourth quarter of 1999, the Company made a payment
representing a contract acquisition cost of $10.0 million to a prospective
client. Under the terms of the arrangement, the prospective client agreed
to repay the $10.0 million in the event a processing agreement was not
executed by July 1, 2000. Subsequently, the prospective client announced
its intention to exit the credit card business through a sale of its accounts
in 2000. The parent of the prospective client repaid the $10.0 million advance
in June 2000 by obtaining a five-year loan from CB&T. TSYS agreed to guar-
antee the loan. As of December 31, 2001, all payments on the loan have
been made timely. The outstanding loan balance at December 31, 2001,
was $7.5 million. The Company does not anticipate any negative conse-
quences to its results of operations and financial condition as a result of
its loan guarantee.

Recent Accounting Pronouncements

In July 2001, the Financial Accounting Standards Board (FASB) issued
Statement No. 141 (SFAS 141), “Business Combinations,” and State-
ment No. 142 (SFAS 142), “Goodwill and Other Intangible Assets.” SFAS
141 requires that the purchase method of accounting be used for all busi-
ness combinations initiated after June 30, 2001. SFAS 141 also specifies
criteria that intangible assets acquired in a purchase method business
combination must meet to be recognized and reported apart from goodwill.
SFAS 142 requires that goodwill and intangible assets with indefinite useful
lives no longer be amortized, but instead tested for impairment at least
annually in accordance with the provisions of SFAS 142. SFAS 142 also
requires that intangible assets with estimable useful lives be amortized
over their respective estimated useful lives to their estimated residual
values and reviewed for impairment in accordance with Statement of Finan-
cial Accounting Standards No. 121, (SFAS 121) “Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of.” The
Company adopted the provisions of SFAS 141 effective July 1, 2001, and
adopted SFAS 142 effective January 1, 2002.

At December 31, 2001, the Company has unamortized goodwill in the
amount of $3.6 million, which will be subject to the transition provisions
of SFAS 142. Amortization expense related to goodwill was $889,000 and
$528,000 for the years ended December 31, 2001 and 2000, respectively.
The Company is in the process of evaluating the impact on the Company’s
financial statements of adopting SFAS 142 at the date of this report and
does not believe it will have any transitional impairment losses to be reported
as a cumulative effect of a change in accounting principle.

In August 2001, the FASB issued Statement No. 143 (SFAS 143),
“Accounting for Asset Retirement Obligations.” SFAS 143 addresses finan-

cial accounting and reporting for obligations associated with the retirement
of tangible long-lived assets and the associated asset retirement costs. SFAS
143 applies to all entities. SFAS 143 applies to legal obligations associated
with the retirement of long-lived assets that result from the acquisition,
construction, development and (or) the normal operation of a long-lived
asset, except for certain lease obligations. SFAS 143 is effective for finan-
cial statements issued for fiscal years beginning after June 15, 2002. The
Company has assessed the adoption of SFAS 143 and does not expect any
impact on the Company’s financial statements.

In October 2001, the FASB issued Statement No. 144 (SFAS 144),
“Accounting for the Impairment or Disposal of Long-Lived Assets.” SFAS
144 addresses financial accounting and reporting for the impairment or
disposal of long-lived assets. SFAS 144 supersedes SFAS 121 and the
accounting and reporting provisions of APB 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,” for the disposal of a segment of a business (as previ-
ously defined in that Opinion). SFAS 144 also amends Accounting Research
Bulletin No. 51, “Consolidated Financial Statements,” to eliminate the
exception to consolidation for a subsidiary for which control is likely to be
temporary.

SFAS 144 is effective for financial statements issued for fiscal years
beginning after December 15, 2001, and interim periods within those fiscal
years. The provisions are to be applied prospectively. Management does
not expect the adoption of SFAS 144 to have a material effect on its finan-
cial condition or results of operations.

At the November 2001 Emerging Issues Task Force (EITF) meeting,
the FASB released Staff Announcement Topic D-103, “Income Statement
Characterization of Reimbursements Received for ‘Out-of-Pocket’ Expenses
Incurred.” The FASB Staff Announcement clarified interpretations of EITF
99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent,”stating
that the Staff believes that reimbursements received for out-of-pocket
expenses should be characterized as revenue. Historically, TSYS has not
reflected such reimbursements in its consolidated statements of income.
The largest expenses, forwhich TSYS is reimbursed by clients, are postage
and express courier charges.

The FASB Staff Announcement requires adoption in financial reporting
periods beginning after December 15, 2001. Upon application of this FASB
Staff Announcement, comparative financial statements for prior periods
will be reclassified to provide consistent presentation.

TSYS does not expect the new FASB Staff Announcement to have any
impact on its financial position, operating income and net income. Howev-
er, TSYS’ operating and net income margins will be reduced as the result of
the gross-up of revenues and expenses for reimbursable expenses. The fol-
lowing table shows the expected impact of adopting the FASB Staff Announce-
ment on revenues, operating margins and net income margins for 2001, 2000
and 1999:

As Reported 2001 2000 1999
Revenues (in millions) $ 650.4 601.3 533.9
Operating Margin 23.5% 21.3% 18.8%
Net Income Margin 15.8% 14.2% 12.8%
After Reclassification 2001 2000 1999
Revenues (in millions) $ 896.2 836.3 739.1
Operating Margin 17.1% 15.3% 13.6%
Net Income Margin 11.5% 10.2% 9.3%

* Operating margin equals operating income divided by revenue.
*Net income margin equals net income divided by revenue.
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The following table sets forth certain revenue and expense items as a percentage of total revenues and the percentage increase or decrease in
those items from the table of Selected Financial Data presented on page F-2:

Percentage Change

in Dollar Amounts
Percentage of Total Revenues
Years Ended December 31, 2821 2320
2001 2000 1999 2000 1999
Revenues:
Bankcard data processing services 86.6% 84.1 85.6 114 10.7
Other services 134 169 144 8.9 23.7
Total revenues 100.0 100.0 100.0 8.2 12.6
Expenses:
Salaries and other personnel expense 39.7 39.2 38.9 95 135
Net occupancy and equipment expense 26.1 27.1 28.5 41 72
Other operating expenses 134 15.0 16.1 3.0) 4.7
Total operating expenses 79.2 81.3 83.5 b4 9.7
Equity in income of joint ventures 2.7 2.6 2.3 144 26.4
Operating income 235 21.3 18.8 19.5 274
Nonoperating income:
(Gain (loss) on disposal of property and equipment, net 0.0) 0.2) 0.2 nm nm
Interest income, net of interest expense 04 0.8 04 (46.8) 133.3
Minority interest in subsidiary’s net income 0.0) (0.0) — nm nm
Other, net 0.0 — — nm nm
Total nonoperating income 04 0.6 0.6 (25.0) 189
Income before income taxes 23.9 21.9 194 18.3 27.2
Income taxes 8.1 (i 6.6 14.8 3L.7
Net income 15.8% 14.2 12.8 20.2 24.9

nm = not meaningful

Results of Operations

Revenues

TSYS’ revenues are derived from providing bankcard data processing and
related services to banks and other institutions, generally under long-term
processing contracts. TSYS’ services are provided through the Company’s
cardholder systems, TS2 and TS1, to financial institutions and other orga-
nizations throughout the United States, Mexico, Canada, Honduras, the
Caribbean and Europe. The Company currently offers merchant services
to financial institutions and other organizations in Japan.

Bankcard Data Processing Services

Bankcard data processing revenues are generated primarily from charges
based on the number of accounts billed, transactions and authorizations
processed, statements mailed, credit bureau requests, credit cards embossed
and mailed, and other processing services for cardholder accounts on
file. Cardholder accounts on file include active and inactive consumer credit,
retail, debit, stored value and commercial card accounts. Due to the number
of cardholder accounts processed by TSYS and the expanding use of cards,
as well as increases in the scope of services offered to clients, revenues
relating to bankcard data processing services have continued to grow.
Processing contracts with large clients, representing a significant portion
of the Company’s total revenues, generally provide for discounts on certain
services based on the size and activity of clients’ portfolios. Therefore,
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bankcard data processing revenues and the related margins are influenced
by the client mix relative to the size of client card portfolios, as well as
the number and activity of individual cardholder accounts processed for
each client.

Due to the somewhat seasonal nature of the credit card industry, TSYS'
revenues and results of operations have generally increased in the fourth
quarter of each year because of increased transaction and authorization
volumes during the traditional holiday shopping season. Furthermore,
growth in card portfolios of existing clients, the conversion of cardholder
accounts of new clients to the Company’s processing platforms, and the
loss of cardholder accounts impact the results of operations from period to
period. Another factor, among others, which may affect TSYS’ revenues and
results of operations from time to time is the sale by a client of its business,
its card portfolio or a segment of its accounts to a party which processes
cardholder accounts internally or uses another third-party processor. Consol-
idation in the financial services and retail industries could favorably or
unfavorably impact TSYS’ financial condition and results of operations in
the future.

The Company’s revenues are also impacted by the use of value added
products and services of TSYS' processing systems by clients. Value added
products and services are included in bankcard data processing revenues



and consists of optional features each client can choose to subscribe to in
order to increase the financial performance of its portfolio. Value added
products and services include: risk management tools and techniques, such
as credit evaluation, fraud detection and prevention, and behavior analysis
tools; and revenue enhancement tools, such as loyalty programs and bonus
rewards. For the years ended December 31, 2001, 2000 and 1999, value
added products and services represented 13.8%, 12.4% and 11.56% of total
revenues, respectively. Revenues from these products and services increased
8.2%, or $15.0 million, for 2001 compared to 2000, and increased 22.2%,
or $13.6 million, for 2000 compared to 1999. The Company changed its
accounting policy in early 2001 for recognizing revenue for one of the value
added products and services it offers clients. Prior to that time, the Company
was recognizing revenue one month in arrears. Due to the availability of
historical data the Company has accumulated over a set amount of time,
the Company determined that it now can reasonably estimate its current
monthly revenue with some precision. During 2001, the Company recog-
nized, as a result of the change, thirteen months of revenue, or an additional
$1.4 million, for this one value added product and service.

The average number of cardholder accounts on file increased 5.9%
t0 206.1 million in 2001, compared to 194.6 million in 2000, which repre-
sented a 7.9% increase over 180.4 million in 1999. At December 31, 2001,
TSYS’ cardholder accounts on file were approximately 218.5 million,
compared to 195.2 million and 206.2 million at December 31, 2000 and
1999, respectively. The change in cardholder accounts on file at December
31,2001, as compared to December 31, 2000, included the deconversion
of 7.9 million accounts, the addition of approximately 14.8 million accounts
attributable to the internal growth of existing clients, and approximately
16.4 million accounts added for new clients. The change in cardholder
accounts on file at December 31, 2000, as compared to December 31, 1999,
included the deconversion of 36.9 million accounts of Universal Card Services
(UCS) and others, the addition of approximately 24.8 million accounts
attributable to the internal growth of existing clients, and approximately
1.1 million accounts added for new clients.

The Company provides card processing services to its clients
including commercial, retail and consumer cards. Commercial cards
include purchasing cards, corporate cards and fleet cards for employees.
Retail cards include private label and gift cards. Consumer cards include
Visa and MasterCard bank and debit cards as well as American Express
cards and stored value cards. The following table summarizes TSYS’
accounts on file by portfolio type:

Percent  Percent

Accounts on Change Change

File by Type 2001vs  2000vs
(in millions) 2001 2000 1999 2000 1999

Consumer 127.2 90.7  106.7 40.3 (15.0)
Retail 735  90.1 88.7 (18.5) 1.5

Commercial 17.8 14.4 10.8 23.8 33.2
Total 2185 1952  206.2 11.9 (5.3)

Based upon available market share data, the Company believes it has
a 20% market share of the domestic Visa and MasterCard consumer card
processing arena; an 87% share of the Visa and MasterCard domestic commer-
cial card processing market; a 17% share of the domestic retail card processing

market; and a 5% market share of the U.S. off-line debit processing market
at the end of 2001. TSYS competes with other third-party bankcard proces-
sors. The Company believes it has significant growth opportunities as
in-house processors and issuers processed by competitors realize the poten-
tial for reduced costs and better portfolio performance offered through
TSYS’ processing solutions.

At December 31, 2001, TSYS was processing approximately 127.2
million consumer card accounts, a 40.3% increase from the approximately
90.7 million being processed at year-end 2000, which was a 15.0% decrease
over the 106.7 million at year-end 1999. The increase in consumer accounts
in 2001 was primarily the result of converting the portfolios of The Royal
Bank of Scotland Group plc (RBS) and Allied Irish Banks plc (AIB). The
decrease in consumer accounts in 2000 compared to 1999 was the result
of the deconversion of the portfolio of UCS. Future growth in consumer
card revenue is dependent upon increased card activity, continued internal
growth in clients’ portfolios and aquisition of new clients. Also impacting
the increase in consumer cards is the number of retail card accounts that
are being converted to consumer card accounts (more information is provided
in the discussion of retail card accounts.)

In 1999, as a result of the completion of the conversions of the account
portfolios for Sears and Nordstrom, TSYS became a leading third-party
processor of retail accounts. At December 31, 2001, TSYS was processing
approximately 73.5 million retail card accounts, an 18.56% decrease over
the approximately 90.1 million being processed at year-end 2000, which repre-
sented a 1.5% increase over the 88.7 million at year-end 1999. The majority
of the 16.6 million decrease in retail accounts in 2001 was the result of a port-
folio “flip” of retail accounts by Sears to a MasterCard portfolio. The 1.4 million
increase in retail accounts in 2000 was net of a decrease of seven million
inactive Sears accounts converted to a MasterCard portfolio. Traditional
retail card operations are beginning to increase the activity of their portfo-
lios by converting inactive accounts to Visa/MasterCard bankcards. TSYS is
able to provide its extensive bankcard processing tools and techniques, as
well as value-added functionality, to traditional retail card operations allowing
better segmentation and potentially increased profitability for clients. In
November 2000, TSYS announced a multiyear agreement with Target Stores
to process the retailer’s new consumer Visa Card.

In January 2002, TSYS announced the signing of a multiyear
agreement to process 13 million Fashion Bug private-label card accounts
for Charming Shoppes, Inc., one of the leading specialty apparel retailers
in America.

TSYS provides processing services for commercial cards. At December
31,2001, TSYS was processing approximately 17.8 million commercial card
accounts, a 23.8% increase over the 14.4 million commercial card accounts
being processed at year-end 2000, which was a 33.2% increase over the
approximately 10.8 million being processed at year-end 1999. Future growth
in commercial card revenue will mainly result from increased card activity
as more business purchasing is transacted electronically and as additional
firms realize the benefits of converting their paper-based purchasing systems
to electronic transactions.

TSYS provides processing services to its clients worldwide and
plans to continue to expand its service offerings internationally in the future.
In 2000, the Company announced the signing of RBS and AIB to multi-
year processing agreements. The portfolios of both clients, approximately
nine million accounts, were fully converted by the third quarter of 2001.
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The following table summarizes TSYS’ accounts on file by area:

Percent  Percent

Accounts on Change  Change

File by Area 2001vs  2000vs
(in millions) 2001 2000 1999 2000 1999

Domestic 1904 1784 1904 6.6 (6.3)
International 28.1 16.8 156.8 66.9 6.1

Total 2185 1952  206.2 11.9 (5.3)

A significant amount of the Company’s revenues is derived from
long-term contracts with large clients, including certain major
customers. In September 1999, TSYS announced a new ten-year
agreement with the Bank of America Corporation to continue processing
its credit card portfolio until 2009. Bank of America accounted for
approximately 16%,16% and 16% of total revenues for the years ended
December 31, 2001, 2000 and 1999, respectively. The loss of Bank of
America, or any other major or significant clients, could have a material
adverse effect on the Company’s financial condition and results of
operations.

Near the end of the first quarter of 1998, AT&T completed the sale
of UCS to CITIBANK, a part of Citigroup. CITIBANK accounted for
approximately 13% of total revenues for the year ended December 31,
1999. On February 26, 1999, CITIBANK notified TSYS of its decision to
terminate UCS’ processing agreement with TSYS for consumer credit
card accounts at the end of its original term on August 1, 2000. Although
it remains a client, CITIBANK was not a major customer of the Company
for the years ended December 31, 2001 and 2000.

The Company has a long-term processing relationship with Providian
Financial Corporation (Providian), one of the largest bankcard issuers in
the nation. In October 2001, the Company announced it signed a multiyear
extension to its long-term credit card-processing agreement with Providian,
which included a cash payment for processing rights of $12.7 million.
Providian accounted for approximately 13% and 11% of total revenues for
the years ended December 31, 2001 and 2000, respectively. Providian was
not a major customer in 1999. Inlate 2001, Providian made several announce-
ments regarding concerns about its financial status, related changes in
management and the sale of a portion of its portfolio. As a result of these
announcements, TSYS management is actively monitoring Providian’s
status through frequent interaction. The loss of Providian, or any other
major or significant clients, could have a material adverse effect on the
Company’s financial condition and results of operations.

In May 1998, the Company announced the signing of a long-term
processing agreement with Sears, Roebuck and Co. to convert and
process its 66 million retail accounts. TSYS successfully completed the
conversion in May 1999. In January 2000, the Company announced a one-
year extension of its long-term retail processing agreement with Sears
until 2010. Sears accounted for approximately 10% of total revenues for
the year ended December 31, 2000. Sears was not a major customer in
2001, nor was it a major customer in 1999. The loss of Sears, or any other
major or significant clients, could have a material adverse effect on the
Company’s financial condition and results of operations.

The Company did experience a drop in transaction and autho-
rization volumes on September 11, 2001, and the following weeks as a
result of the terrorist attacks. In the ensuing weeks, those processing

F-8

volumes returned to normal levels as consumers resumed their daily
activities. TSYS did not experience any material financial impact as a
result of the September 11th terrorist attacks. The Company has
experienced a delay by potential clients of pursuing processing
agreements as those clients focus on matters such as disaster recovery
and other internal processes.

In August 2000, the Company announced that it had entered the
Asian card market by purchasing a controlling equity interest in GP
Network Corporation (GP Net), an established electronics payment
company for more than 100,000 merchants in Japan. GP Net’s revenues
are included in bankcard processing revenues and were not significant to
total revenues during either 2001 or 2000. TSYS also announced the
opening of a branch office in Japan to facilitate its marketing of
processing services for card-issuing financial institutions and retailers.

In March 2000, the Company announced its intention to launch a
new, wholly owned subsidiary, DotsConnect, Inc. (DotsConnect), to focus
exclusively on the electronic payments (e-payments) market.
DotsConnect delivered premier e-payments software that allowed buyers
and sellers to conduct commerce electronically. DotsConnect
commenced operations on May 1, 2000, with approximately 30 team
members comprising the initial DotsConnect team.

In November 2001, TSYS announced its decision to integrate the
operations of DotsConnect into a separate division of TSYS. The
function of DotsConnect will remain the same — supporting e-commerce
services. The decision was made to better serve TSYS' clients through
more productive and efficient processes. The integration became
effective January 1, 2002.

Other services

Revenues from other services consist primarily of revenues generated by
TSYS’ wholly owned subsidiaries, Columbus Depot Equipment Company
(CDEC), TSYS Total Solutions, Inc. (TSI), and Columbus Productions,
Inc. (CPI). CDEC provides TSYS clients with an option to lease certain
equipment necessary for online communications and for the use of TSYS
applications. TSI provides TSYS clients and others with mail and corre-
spondence processing services, teleservicing, data documentation
capabilities, offset printing, client service, collections and account
solicitation services. CPI provides full-service commercial printing
services to TSYS clients and others.

Effective January 1, 1999, TSYS acquired Partnership Card Services
(PCS) from its majority shareholder, CB&T, the flagship bank of Synovus,
for $20.1 million. The business of PCS became part of TSYS’ wholly
owned subsidiary, TSI.

Revenues from other services decreased $8.5 million, or 8.9%, in
2001, compared to 2000. In 2000, revenues from other services
increased $18.3 million, or 23.7%, compared to 1999. The majority of
revenues from other services are generated by TSI. During 2001, one of
TSI's major clients stopped outsourcing certain functions to TSI as a
result of changes in economic uncertainties, business contraction and
discontinuing certain services. As a result, TSI's revenues during 2001
were negatively impacted.

In November 2001, TSYS announced its decision to integrate the
operations of TSI into a separate division of TSYS. The functions of TSI
will remain the same — supporting customer care and business process
management solutions. The decision was made to better serve TSYS’



clients through more productive and efficient processes. The integration
became effective January 1, 2002.

Operating Expenses

As a percentage of revenues, operating expenses decreased in 2001 to
79.2%, compared to 81.3% and 83.5% for 2000 and 1999, respectively. The
principal decreases in operating expenses as a percentage of revenue in
2001 as compared to 2000 resulted from a concerted emphasis on
expense control, management fee income from Synovus, a focus on
improved processes, lower provisions for bad debt expense, lower
provisions for transaction processing accruals and a reduction in amor-
tization of contract acquisition costs. Operating expenses were $515.1
million in 2001, compared to $488.7 million in 2000 and $445.6 million
in 1999.

Salaries and other personnel expense increased 9.56% in 2001 over
2000, compared to 13.5% in 2000 over 1999. A significant portion of
TSYS’ operating expenses relates to salaries and other
personnel costs. During 2001, the average number of
employees increased to 4,933, compared to 4,606 in 2000
and 4,106 in 1999. The change in total employment costs
consists of increases of $39.6 million, $37.2 million and
$61.7 million in 2001, 2000 and 1999, respectively. The
increase in total employment costs is associated with the
growth in the number of employees, normal salary increases
and related employee benefits. These increases were
reduced by $17.2 million, $9.1 million and $14.9 million in
2001, 2000 and 1999, respectively, invested in software
development and contract acquisition costs.

Due to the importance of technology to its business, a
significant portion of TSYS’ employees are programmers—
approximately 21.3% in 2001, compared to 20.2% and 22.7% in
2000 and 1999, respectively. The Company participates in the
state of Georgia’s incentive program called Intellectual Capital
Partnership Program (ICAPP). ICAPP is a commitment by the

[ap)
state of Georgia for classrooms, teachers, computer equipment §
and high-tech training designed to meet Georgia businesses’ B =
needs for technical analysts, computer systems personnel and gg
mainframe programmers. As of December 31, 2001, approxi-
mately 687 graduates of ICAPP had become full-time employees
of TSYS. The Company considers ICAPP to be a very successful 97 93

program and plans to continue to utilize ICAPP in the future

to fulfill entry-level programming and other technical posi-

tions. Although TSYS has not experienced difficulty in recruiting programming
personnel, there can be no assurance that TSYS will be able to continue to
recruit, hire and retain sufficient numbers of technical personnel neces-
sary to support its continued growth.

Net occupancy and equipment expense increased 4.1% in 2001 over
2000, compared to 7.2% in 2000 over 1999. Computer equipment and
software rentals, which represent the largest components of net
occupancy and equipment expense, remained consistent in 2001 and
2000. Due to rapidly changing technology in computer equipment and
software, TSYS’ equipment and software needs are fulfilled primarily
through operating leases. In anticipation of the deconversion of a
significant client in 2000, TSYS made a concerted effort to improve
processing productivity and implemented significant cost controls.

BANKCARD
REVENUES

(Millions of Dollars)

$456.8

99

During 1999, the Company made significant investments in computer
software licenses related to a new data center located in east Columbus
to accommodate increased volumes and expected growth in the number
of accounts associated with new and existing clients. As additional
software licenses are acquired, net occupancy and equipment expense
may increase as a result of the amortization of the costs associated with
these new licenses.

TSYS continues to monitor and assess its building, software and
computer equipment needs as it positions itself for future growth and expan-
sion. The Company has entered into an operating lease agreement relating
to its corporate campus. Under the agreement, the lessor, a special purpose
entity, purchased the land, obtained financing from a syndicate of banks,
paid the construction and development costs and leased the facilities to
the Company. The lease provides for substantial residual value guarantees
and includes purchase options at the original cost of the property. Real
estate taxes, insurance, maintenance and operating expenses
applicable to the leased property are the obligations of the
Company. The Company began moving personnel into the
campus facility in December 1998, and had completed the
move of a substantial number of its personnel to the campus
by the end of the third quarter of 1999. With the move to the
corporate campus, the Company did not renew leases on certain
facilities. The increase in net occupancy and equipment expenses
related to occupying the campus was $9.6 million in 2000 and
$6.4 million in 1999, net of the relinquished lease obligations.

In 1999, TSYS opened an office in London which
currently serves as the headquarters for TSYS’ European
operations. During 2000, TSYS opened a European data
center in the United Kingdom.

In December 2000, TSYS purchased a 40,000 square-
foot building and equipment in York, England for
approximately $13.0 million. The building houses client
service and administrative personnel for TSYS Europe. The
Company has leased back 17,000 square-feet to the previous
owner. Although it only began processing accounts for its
new European clients during the last six months of 2001, the
Company had to build the necessary infrastructure in order
to begin processing those accounts in 2001. Through 2001,
the Company incurred $16.4 million of operating expenses,
net of revenues, related to the expansion in Europe.

In March 2001, the Company announced plans to move
its materials management division and its printing subsidiary, CPI, into a
new building in east Columbus. The 61,000 square-foot building was
completed in August 2001 at a cost of approximately $3.7 million. In conjunc-
tion with the move, CPI sold its existing location for $960,000. While waiting
on construction of the new building to be completed, CPI leased the existing
facility from the new owner.

In July 2000, TSYS broke ground on a 33,000 square foot childcare
facility which is located on the northeast corner of the campus. The new
facility offers the Company’s employees an alternative option for childcare
needs. The facility was completed at a cost of approximately $3.5 million
and opened in August 2001. The Company expects to recover a significant
portion of its building costs through future state tax credits from the state
of Georgia for setting up a company-sponsored childcare facility.

$505.9

S O $563.6
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Other operating expenses decreased 3.0% in 2001 compared to
2000, and increased 4.7% in 2000 compared to 1999. Other operating expenses
were impacted by the amortization of contract acquisition costs, the provi-
sion for bad debt expense, the provision of transaction processing accruals
and the amount of management fee income TSYS received from Synovus
for management services TSYS provided to TDM and ProCard. Amortiza-
tion of contract acquisition costs was $6.5 million, $7.5 million and $12.3
million in 2001, 2000 and 1999, respectively. For 2001, 2000 and 1999,
transaction processing provisions were $1.4 million, $5.7 million and
$6.9 million, respectively. TSYS received $1.8 million in 2001, and $632,000
in 2000 for management services from Synovus.

Equity in Income of Joint Ventures

TSYS' share of income from its equity in joint ventures was $17.8 million,
$15.6 million and $12.3 million for 2001, 2000 and 1999, respectively.
The increase in 2001 is primarily the result of Vital’s improved operating
results as a result of increased volumes and expense control.

The Company has completed negotiations with its Mexican partners
to restructure its Mexican joint venture agreement whereby TSYS will
process for the member banks directly instead of processing through the
joint venture. The joint venture, TSYS de México, will continue to print
statements and provide card-issuing services to the joint venture clients
and others. The Company has executed contracts with banks that repre-
sent approximately 73% of the account-on-file base in Mexico. The net effect
of the restructuring will result in a decrease in equity in income of joint
ventures while bankcard processing revenues should increase. The increase
in revenues is not expected to significantly impact the Company’s bankcard
data processing revenues.

Beginningin 2001, and as a result of the restructuring of its joint ven-
ture agreement, TSYS agreed to pay TSYS de México a management fee
for certain client relationship services that TSYS de México has assumed
from TSYS. TSYS paid TSYS de México a management fee of $300,587
in2001.

Operating Income

Operating income increased 19.5% to $153.2 million in 2001, compared
to $128.2 million in 2000, an increase of 27.4% over 1999 operating income
of $100.6 million in 1999. Excluding equity in income of joint ventures,
operating income increased 20.2% to $135.3 million in 2001, compared to
$112.6 million in 2000, an increase of 27.5% over the amount for 1999 of
$88.3 million. The operating income margin increased to 23.5% in 2001,
compared to 21.3% and 18.8%in 2000 and 1999, respectively. The increases
in the operating margin were the result of revenues increasing at a faster
rate than operating expenses in 2001 and 2000. In 2002, TSYS will adopt
FASB Staff Announcement Topic D-103. As a result of its adoption and
implementation, operating margins will decrease in the future.

Nonoperating Income

Nonoperating income decreased in 2001 compared to 2000 and
increased in 2000 over 1999 primarily due to the amount of interest the
Company earned on its cash investments. Interest income for 2001 was
$2.7 million, a 46.7% decrease compared to $5.1 million in 2000, which
was a 131.7% increase compared to $2.2 million in 1999. The variation in
interest income is primarily attributable to the fluctuations in the cash
available for investment and lower short-term interest rates.

Income Taxes

Income tax expense was $52.9 million, $46.1 million and $35.0 million in
F-10

2001, 2000 and 1999, respectively, representing effective income tax
rates of 33.9%, 35.0% and 33.8%, respectively. TSYS’ decrease in its effec-
tive income tax rate for 2001 was the result of the recognition of state tax
credits. The Company expects its tax rates in the future to gradually increase
over time primarily as a result of federal and state tax credits growing slower
than pretax income.

Net Income

Net income increased 20.2% to $102.9 million (basic and diluted earn-
ings per share of $0.53) in 2001, compared to 2000. In 2000, net income
increased 24.9% to $85.6 million (basic and diluted earnings per share of
$0.44), compared to $68.6 million (basic and diluted earnings per share of
$0.35) in 1999.

Projected Outlook 2002

TSYS expects an increase in net income for 2002 over 2001 of 20%. This
anticipated increase in net income is based in part upon the following
assumptions: a 10-12% internal growth rate for existing portfolios; an aggres-
sive focus on expense control and productivity improvement; the successful
implementation and market acceptance of new product offerings; and an
increase in the total cardholder base to approximately 245 million accounts.
Factors that could prevent TSYS from achieving this objective include the
merger of TSYS clients with entities that are not TSYS clients or the sale of
portfolios by TSYS clients to entities that are not TSYS clients, adverse
developments with respect to existing and prospective clients, TSYS' inability
to control expenses and uncertain economic conditions.

Extended Financial Outlook for 2003

With the continued expansion of the Company’s businesses, both domes-
tically and internationally, market acceptance of new products and services
and aggressive expense management, TSYS expects to increase its annual
net income by at least 20-25% in 2003 as compared to 2002. TSYS’ strategic
plan has identified growth strategies that are expected to enable the Company
to achieve the following 2003 financial goals: 300 million cardholder accounts
on file; $1 billion in total revenues; and 20% of total revenues derived
from international sources. Factors that could prevent TSYS from achieving
this objective include the merger of TSYS clients with entities that are
not TSYS clients or the sale of portfolios by TSYS clients to entities that are
not TSYS clients, adverse developments with respect to existing and prospec-
tive clients, TSYS’ inability to control expenses and uncertain economic
conditions.

FINANCIAL CONDITION, LIQUIDITY AND CAPITAL RESOURCES

The Consolidated Statements of Cash Flows show the Company’s cash flows
from operating, investing and financing activities. TSYS’ primary methods
for funding its operations and growth have been cash flows generated from
operations and the occasional use of borrowed funds to supplement financing
of capital expenditures. TSYS’ net cash provided by operating activities
in 2001 was $88.4 million, compared to $166.3 million in 2000 and $134.5
million in 1999. The decline in 2001 in net cash provided by operating activ-
ities was the result of paying obligations that arose in 2000, specifically
software commitments and cash commitments of expanding in Europe
without the benefit of any processing revenues. The increase in 2000 in net
cash provided was driven by the increase in net income. The major uses of
cash provided by operations have been the internal development and
purchase of computer software; the addition of property and equipment,
primarily computer equipment; investments in contract acquisition costs



associated with obtaining and serving new clients; and the payment of cash
dividends.

Capital expenditures for property and equipment were $30.8 million
in 2001, compared to $31.8 million in 2000 and $19.8 million in 1999. Expen-
ditures for purchased computer software were $36.9 million in 2001, compared
to $66.8 million in 2000 and $42.3 million in 1999. Additions to capitalized
software development costs, including enhancements to and development
of TS2 processing systems, were $19.3 million in 2001, $12.0 million in 2000
and $11.9 million in 1999. As a result of ceasing development on three soft-
ware projects, the Company expensed $1.2 million and $6.1 million in 2001
and 2000, respectively, as employment and other operating expenses that
were previously capitalized.

The Company’s investments in contract acquisition costs were
$27.2 million in 2001, $41.7 million in 2000 and $15.8 million in 1999. These
amounts include cash payments for processing rights, third-party devel-
opment costs and other direct salary related costs incurred in connection
with converting new customers to the Company’s processing systems. Cash
payments for processing rights were $16.5 million, $40.5 million and $15.7
million in 2001, 2000 and 1999, respectively. In the fourth quarter of 1999,
the Company made a payment representing a contract acquisition cost of
$10.0 million to a prospective client. Under the terms of the arrange-
ment, the prospective client agreed to repay the $10.0 million in the
event a processing agreement was not executed by July 1, 2000. Subse-
quently, the prospective client announced its intention to exit the credit
card business and completed the sale of its accounts in 2000. In June 2000,
the parent of the prospective client repaid the $10.0 million advance by
obtaining a five-year loan from CB&T. TSYS has agreed to guarantee the
loan. As of December 31, 2001, all payments on the loan have been made
timely. The remaining balance at December 31, 2001, was $7.5 million.
The Company does not anticipate any negative consequences to its results
of operations and financial condition as a result of this loan guarantee.

At December 31, 2001, TSYS’ carrying value in its investment in TSYS
de México was $4.0 million. TSYS reflects currency translation adjustments
for its Mexican joint venture as an adjustment to the Company’s equity
investment in TSYS de México and in accumulated other comprehensive
loss. The Company had a currency translation adjustment of $979,000 and
$312,000 related to TSYS de México in 2001 and 2000, respectively.

As part of the restructured agreement for the Mexican joint venture,
TSYS de México made a capital distribution to its owners. In March
2001, TSYS received $3.3 million from TSYS de México as its share of the
capital distribution, which reduced TSYS’ investment in TSYS de México.

On January 1, 1999, TSYS acquired PCS from its majority shareholder,
CB&T, in exchange for 854,042 newly issued shares of TSYS common stock
valued at $20.1 million. PCS operated as a division of CB&T, providing
services such as credit, collection and client service to card-issuing
financial institutions, including CB&T. PCS became part of TSYS’ wholly
owned subsidiary, TSI. This transaction increased CB&T’s ownership of
TSYS to 80.8% in 1999.

In September 1999, Synovus completed the acquisition of the debt
collection and bankruptcy management business offered by Wallace & de
Mayo. The services provided by Wallace & de Mayo include recovery collec-
tions work, bankruptcy process management, legal account management
and skip tracing. These services are being marketed under the name TSYS
Total Debt Management, Inc. (TDM) through the Company and its wholly
owned subsidiary, TSI, for which Synovus paid TSYS a management fee of

$1.5 million in 2001 and $505,000 in 2000 related to services provided to
Synovus in managing TDM.

Effective January 1, 2002, TSYS acquired TDM in exchange for 2,175,000
newly issued shares of TSYS common stock with a market value of approx-
imately $43.5 million. TDM will now operate as a wholly owned subsidiary
of TSYS. This transaction increased CB&T’s ownership of TSYS to 81.1%
in 2002.

In May 2000, Synovus completed the acquisition of ProCard, Inc., a
provider of software and Internet tools designed to assist organizations with
the management of purchasing, travel and fleet card programs. Synovus’
acquisition of ProCard offers TSYS the opportunity to further expand its
services to ProCard’s clients. ProCard’s software solutions have been inte-
grated into TSYS' processing solutions. The Company is assisting in managing
ProCard, for which the Company was paid a management fee by Synovus
of $3083,000 in 2001 and $177,000 in 2000.

In October 1999, the Company announced a plan to purchase up to
1.5 million shares of its common stock from time to time and at various
prices over the next two years. During 2000, the Company purchased 130,400
shares for $2.1 million, bringing the total amount purchased to 207,500
shares for $3.4 million under this plan. The plan expired in October 2001.

Total dividends declared on TSYS common stock were $11.7 million
in 2001, $9.3 million in 2000 and $7.8 million in 1999. In February 2001,
the Company increased its quarterly dividend by 20.0% to $.015 per share
from §.0125 per share. In April 2000, the Company increased its quarterly
dividend by 25.0% to $.0125 per share from $.01 per share.

In March 2001, the Company announced plans to move its materials
management division and its printing subsidiary, Columbus Productions,
Inc., into a new building in east Columbus. The 61,000 square-foot building
was completed in August 2001 at a cost of approximately $3.7 million. In
conjunction with the move, CPI sold its existing location for $960,000. While
waiting on construction of the new building to be completed, CPI leased
the existing facility from the new owner.

In July 2000, TSYS broke ground on a 33,000 square foot childcare
facility which is located on the northeast corner of the campus. The new
facility offers the Company’s employees an alternative option for childcare
needs. The facility was completed at a cost of approximately $3.5 million
and opened in August 2001. The Company expects to recover its building
costs through future state tax credits from the state of Georgia for setting
up a company-sponsored childcare facility.

In the third quarter of 2000, TSYS signed a ten-year contract with RBS.
In conjunction with the requirements of its contract, TSYS paid $37.8 million
in contract acquisition costs to RBS. In anticipation of the signing of a
contract, TSYS entered into a forward exchange contract in June 2000 which
provided for $20 million to be converted into British Pounds Sterling at a
rate of 1.5187 any time between July 3, 2000 and September 29, 2000. In
July 2000, TSYS exercised the forward exchange contract. TSYS accounted
for the forward exchange contract as a hedge under Financial Accounting
Standards No. 52, “Foreign Currency Translation” (SFAS 52).

In December 2000, TSYS purchased a facility in England for approx-
imately $13.0 million, which included building and equipment. In anticipation
of the signing of a contract, TSYS entered into a forward exchange contract
in October 2000 which provided for the purchase of $10 million at a rate of
1.4315 any time between November 15, 2000 and December 15, 2000. In
December 2000, TSYS exercised the forward exchange contract. TSYS also
accounted for the forward exchange contract as a hedge under SFAS 52.
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TSYS operates internationally and is subject to potentially adverse
movements in foreign currency rate changes. TSYS has not entered into
foreign exchange forward contracts to reduce its exposure to foreign currency
rate changes. The Company has determined that, once it begins processing
for additional European clients, it may explore potential hedging instru-
ments to safeguard it from significant currency translation risks.

Due to the complexity of the differences between the English language
and Asian languages, computer systems require two bytes to store an Asian
character compared to one byte in the English language. With its entrance
into the Asian card processing market, TSYS began modifying its current
TS2 processing system to be able to accommodate language and currency
differences with Asia, commonly referred to as the “double byte project.”
Management expects to spend $10-15 million on the base program. To date,
the Company has expensed approximately $2.6 million and has capitalized
$4.0 million since reaching technological feasibility. The Company expects
to complete the base program by the end of the second quarter of 2002.

The Company is developing a new commercial card system, which is
built upon the architectural design of TS2. The new system will provide
enhanced reporting, increased purchasing controls and flexible billing
options. The Company has capitalized approximately $7.0 million, $9.6
million and $10.0 million in 2001, 2000 amd 1999, respectively, related to
this new processing platform. The Company expects to complete the system
and make it available for general use by the fourth quarter of 2002.

Although the impact of inflation on its operations cannot be precisely
determined, the Company believes that by controlling its operating expenses
and by taking advantage of economies of scale through utilization of
more efficient computer hardware and software, it can minimize the impact
of inflation.

Management expects that TSYS will continue to be able to fund a signif-
icant portion of its capital expenditure needs through internally generated
cash in the future, as evidenced by TSYS' current ratio of 2.0:1. At December
31,2001, TSYS had working capital of $103.8 million, compared to $63.7
million in 2000 and $76.4 million in 1999.

Management believes that outside sources of capital will be available
to finance expansion projects and possible acquisitions should the Company
decide to pursue such financing. The form of any such financing will vary
depending upon prevailing market and other conditions and may include
short-term and/or long-term borrowings from financial institutions or the
issuance of additional equity and/or debt securities such as industrial revenue
bonds. However, there can be no assurance that funds will be available on
terms acceptable to TSYS.

Off-Balance Sheet Arrangements
and Contractual Cash Obligations

TSYS uses various operating leases in its normal course of business. The
“off-balance sheet” arrangements obligate TSYS under noncancelable oper-
ating leases for computer equipment, software and facilities, including the
Company’s corporate campus. These computer and software lease commit-
ments may also be replaced with new lease commitments due to new
technology. Management expects that, as these leases expire, they will be
renewed or replaced by similar leases.

In 1997, the Company entered into an operating lease agreement with
a special purpose entity (SPE) for the Company’s corporate campus. The
business purpose of the SPE was to provide a means of financing the

Company’s corporate campus. The assets and liabilities of the SPE consists
solely of the cost of the building and the loans from a consortium of
banks. The cost of the building and the outstanding principal balance of
the debt resident within the financial statements of the SPE both approx-
imate $93.5 million. The lease, which is guaranteed by Synovus, provides
for substantial residual value guarantees.The amount of the residual value
guarantees relative to the assets under this lease is approximately $81.4
million. Due to the nature of the lease, no asset or obligation is recorded
on the Company’s consolidated balance sheets.

The terms of this lease financing arrangement require, among other
things, that the Company maintain certain minimum financial ratios and
provide certain information to the lessor. TSYS is also subject to interest
rate risk associated with the lease on its campus facilities. The payments
under the operating lease arrangement, which can be locked in for six month
intervals, are tied to the floating London Interbank Offered Rate (LIBOR).
In the event that LIBOR rates increase, operating expenses could increase
proportionately.

The campus lease expires November 2002. The Company has the
option to either renew the lease subject to prevailing market rates or
purchase the property at the original cost of the property. The Company
is currently evaluating which option to pursue. As a result, the Company
will have a future cash obligation with respect to the corporate campus
beyond the lease expiration of November 2002.

The following table summarizes future lease payments under
noncancelable operating leases as of December 31, 2001, for the next five
years and thereafter:

Contractual Payments Due By Period

Cash After
Obligations Total 1YearorLess 2-3Years 4-5Years 5 Years
(dollars in millions)
Operating
Leases
Campus
Lease 2.1 2.1 — — —
Total
Contractual
Cash
Obligations

$276.1 $110.1 117.6 41.2 7.2

$278.2 $112.2 117.6 41.2 7.2

Euro Conversion Readiness Disclosure

The Company converted the account portfolios of RBS and AIB in 2001.
The United Kingdom is not a “participating country” with respect to January
1, 1999, “Euro” currency conversion, and it currently is not known when or
ifthe United Kingdom will elect to convert to the Euro. However, Ireland is
a participating country. As of October 2000, TSYS’ TS2 processing system
is capable of processing Euro-denominated transactions. TSYS’ costs in
connection with the Euro conversion were not material. The European
Union officially converted to the Euro currency on January 1, 2002. TSYS
has not experienced any difficulties in processing Euro-denominated trans-
actions.

FORWARD-LOOKING STATEMENTS

Certain statements contained in this filing which are not statements of
historical fact constitute forward-looking statements within the meaning
of the Private Securities Litigation Reform Act (the Act). These forward-



looking statements include, among other things, statements regarding the
expected impact on TSYS of recent accounting pronouncements; TSYS’
expected expansion of its position in the consumer card, retail card and
commercial card arenas; TSYS’ expected recoupment of building costs
through future state tax credits; TSYS’ expected growth in net income for
2002 over 2001; TSYS’ expected increase in net income for 2003; TSYS’
expected expenditures on and time frame for completing its double byte
project or other development projects; the anticipated impact on TSYS of
its loan guarantee on behalf of an affiliate of a former prospective client;
TSYS' belief with respect to its ability to meet its contractual commitments
and the assumptions underlying such statements, including, with respect
t0 TSYS’ expected increase in net income for 2002 and 2003; TSYS' expected
internal growth rate for existing portfolios; an aggressive focus on expense
control and productivity improvement; the successful implementation and
market acceptance of new product offerings; expected increases in the
number of accounts on file; expected increases in revenues; and expected
increases in revenues attributable to international clients. In addition,
certain statements in future filings by TSYS with the Securities and Exchange
Commission, in press releases, and in oral and written statements made
by or with the approval of TSYS which are not statements of historical
fact constitute forward-looking statements within the meaning of the Act.
Examples of forward-looking statements include, but are not limited to: (i)
projections of revenue, income or loss, earnings or loss per share, the
payment or nonpayment of dividends, capital structure and other financial
items; (ii) statements of plans and objectives of TSYS or its management
or Board of Directors, including those relating to products or services; (iii)
statements of future economic performance; and (iv) statements of assump-
tions underlying such statements. Words such as “believes,” “anticipates,”
“expects,” “intends,” “targeted,” and similar expressions are intended to
identify forward-looking statements but are not the exclusive means of iden-
tifying such statements.

Prospective investors are cautioned that any such forward-looking
statements are not guarantees of future performance and involve risks
and uncertainties, and that actual results may differ materially from
those contemplated by such forward-looking statements. A number
of important factors could cause actual results to differ materially from
those contemplated by the forward-looking statements in this filing.
Many of these factors are beyond TSYS’ ability to control or predict. The
factors include, but are not limited to: (i) lower than anticipated internal
growth rates for TSYS’ existing customers; (ii) TSYS’ inability to control
expenses and increase market share; (iii) TSYS’ inability to successfully
bring new products to market, including, but not limited to stored value
and e-commerce products; (iv) the inability of TSYS to grow its business
through acquisitions or succesfully integrate aquisitions; (v) TSYS’
inability to increase the revenues derived from international sources;
(vi) adverse developments with respect to entering into contracts with
new clients and retaining current clients; (vii) the merger of TSYS clients
with entities that are not TSYS clients or the sale of portfolios by TSYS
clients to entities that are not TSYS clients; (viii) TSYS’ inability to
anticipate and respond to technological changes, particularly with
respect to e-commerce; (ix) adverse developments with respect to the
successful conversion of clients; (x) the absence of significant changes in
foreign exchange spreads between the United States and the countries
TSYS transacts business in, to include Mexico, United Kingdom, Japan,
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Canada and the European Union; (xi) changes in consumer spending,
borrowing and saving habits, including a shift from credit to debit cards;
(xii) changes in laws, regulations, credit card association rules or other
industry standards affecting TSYS’ business which require significant
product redevelopment efforts; (xiii) the effect of changes in accounting
policies and practices as may be adopted by the Financial Accounting
Standards Board or the Securities and Exchange Commission; (xiv) the
costs and effects of litigation; (xv) adverse developments with respect to
the credit card industry in general; (xvi) TSYS’ inability to successfully
manage any impact from slowing economic conditions or consumer
spending; (xvii) the occurrence of catastrophic events that would impact
TSYS’ or its major customers’ operating facilities, communications
systems and technology, or that has a material negative impact on
current economic conditions or levels; (xviii) successfully managing the
potential both for patent protection and patent liability in the context of
rapidly developing legal framework for expansive software patent
protection; (xix) decreases in card activity; and (xx) overall market
conditions.

Such forward-looking statements speak only as of the date on
which such statements are made, and TSYS undertakes no obligation to
update any forward-looking statement to reflect events or
circumstances after the date on which such statement is made to reflect
the occurrence of unanticipated events.

LEGAL PROCEEDINGS

On November 10, 1998, a class action complaint was filed against
NationsBank of Delaware, N.A., in the United States District Court for
the Southern District of Mississippi. On March 23, 1999, the named
plaintiff amended the complaint and named the Company and certain
credit bureaus as defendants in the case. The named plaintiff alleged,
among other things, that the defendants failed to report properly the
credit standing of each member of the putative class. The named
plaintiff defined the class as all persons and entities within the United
States who obtained credit cards from NationsBank and whose accounts
were purchased by or transferred to U.S. BankCard and whose accounts
were reported to credit bureaus or credit agencies incorrectly in August
1998. The parties have reached a settlement of the litigation. On
September 21, 2001, the Magistrate Judge for the United States District
Court for the Southern District of Mississippi issued an order of final
approval of that settlement pursuant to Rule 23(e) of the Federal Rules
of Civil Procedure. Payments to settle the litigation were substantially
covered by insurance.
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CONSOLIDATED BALANCE SHEETS

December 31,
2001 2000
Assets
Current assets:
Cash and cash equivalents (includes $45.9 million and $74.6 million
on deposit with a related party at 2001 and 2000, respectively) $ 55,961,088 80,071,895
Accounts receivable, net of allowance for doubtful accounts and billing
adjustments of $5.4 million and $5.8 million at 2001 and 2000, respectively 113,318,623 97,622,227
Prepaid expenses and other current assets (Note 10) 37,074,206 30,192,248
Total current assets 206,353,917 207,786,370
Property and equipment, net (Note 3) 120,799,905 110,971,777
Computer software, net (Note 4) 170,889,575 145,454,042
Deferred income tax assets (Note 7) 8,492,257 11,104,254
Other assets (Notes 5 and 10) 145,741,354 125,907,383
Total assets $ 652,277,008 601,223,826
Liabilities and Shareholders’ Equity
Current liabilities:
Accounts payable $ 24,129,727 43,935,426
Accrued salaries and employee benefits 39,687,428 45,202,518
Other current liabilities (includes $2.4 million and $2.0 million payable to related parties
at 2001 and 2000, respectively) (Note 10) 38,735,928 54,993,790
Total current liabilities 102,553,083 144,131,734
Other liabilities — 10,652,600
Deferred income tax liabilities (Note 7) 46,553,661 34,841,622
Total liabilities 149,106,744 189,625,956
Minority interest in consolidated subsidiary 2,358,578 2,583,682
Shareholders’ equity (Notes 2 and 6):
Common stock — $0.10 par value. Authorized 300,000,000 shares; 195,079,087 issued at
2001 and at 2000; 194,778,670 and 194,738,870 outstanding at 2001 and 2000, respectively 19,507,909 19,507,909
Additional paid-in capital 9,360,223 6,998,100
Accumulated other comprehensive loss (3,455,338) (1,613,681)
Treasury stock (3,533,325) (3,594,683)
Retained earnings 478,932,217 387,716,543
Total shareholders’ equity 500,811,686 409,014,188
Commitments and contingencies (Note 9)
Total liabilities and shareholders’ equity $ 652,277,008 601,223,826

See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31,
2001 2000 1999

Revenues:
Bankeard data processing services (includes $44.9 million, $47.3 million
and $37.1 million from related parties for the years ended
December 31, 2001, 2000 and 1999, respectively) $ 563,572,318 505,934,776 456,839,689
Other services (includes $6.5 million, $6.6 million
and $5.5 million from related parties for the years ended

December 31, 2001, 2000 and 1999, respectively) 86,835,332 95,357,966 77,086,422

Total revenues (Notes 2 and 11) 650,407,650 601,292,742 533,926,011
Expenses:

Salaries and other personnel expense 258,119,227 235,670,223 207,618,319

Net occupancy and equipment expense 169,534,960 162,905,729 151,964,229

Other operating expenses (includes $8.9 million, $11.2 million
and $13.1 million, net to related parties for the years ended

December 31,2001, 2000 and 1999, respectively) 87,421,298 90,111,097 86,051,059
Total operating expenses (Note 2) 515,075,485 488,687,049 445,633,607
Equity in income of joint ventures (Note 5) 17,824,455 15,586,309 12,326,609
Operating income 153,156,620 128,192,002 100,619,013

Nonoperating income (expense):
Gain (loss) on disposal of property and equipment, net (89,867) (1,421,955) 797,916
Interest income, net of interest expense (includes $2.3 million, $4.8 million
and $1.9 million from a related party for the years ended

December 31, 2001, 2000 and 1999, respectively) 2,680,772 5,036,645 2,169,074
Minority interest in subsidiary’s net income (76,003) (98,750) —_
Other, net 121,967 — —

Total nonoperating income (Note 2) 2,636,869 3,615,940 2,956,990
Income before income taxes 155,793,489 131,707,942 103,576,003
Income taxes (Note 7) 52,891,460 46,064,561 34,983,027
Net income $ 102,902,029 85,643,381 68,592,976
Basic earnings per share $ .53 A4 35
Diluted earnings per share $ .53 44 35
Weighted average common shares outstanding 194,772,766 194,784,981 194,912,983
Increase due to assumed issuance of shares related to stock options outstanding 831,696 480,371 565,610
Weighted average common and common equivalent shares outstanding 195,604,462 195,265,352 195,478,593

See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLowS

Years Ended December 31,
2001 2000 1999
Cash flows from operating activities:
Net income $ 102,902,029 85,643,381 68,592,976
Adjustments to reconcile net income to net cash
provided by operating activities:
Minority interest in subsidiary’s net income 76,003 98,750 —
Equity in income of joint ventures (17,824,455) (15,586,309) (12,326,609)
Depreciation and amortization 57,395,583 51,600,551 50,182,601
Provision for doubtful accounts and billing adjustments 485,337 1,694,342 2,665,500
Provision for transaction processing accruals 1,438,241 5,726,889 6,910,080
Deferred income tax expense 14,324,036 4,101,488 542,398
(Gain) loss on disposal of property and equipment, net 89,867 1,421,955 (797,916)
(Increase) decrease in:
Accounts receivable (16,281,733) (1,499,484) (15,471,271)
Prepaid expenses and other assets (3,010,347) (13,496,376) (1,953,576)
Increase (decrease) in:
Accounts payable and other liabilities (30,458,299) 38,849,371 7,864,956
Accrued salaries and employee benefits (5,515,090) 8,781,280 11,777,789
Other current liabilities (15,252,456) (930,983) 16,540,427
Net cash provided by operating activities 88,368,716 166,304,855 134,527,355
Cash flows from investing activities:
Purchase of property and equipment (30,807,717) (31,785,383) (19,772,202)
Additions to computer software (55,037,556) (72,685,206) (54,188,928)
Proceeds from disposal of property and equipment 1,084,219 79,473 4,540,483
Cash acquired in acquisition — 623,364 —
Dividends received from joint ventures 10,410,281 5,369,192 5,104,905
Repayment of contract acquisition costs — 10,000,000 —
Increase in contract acquisition costs (27,194,200) (41,713,092) (15,812,318)
Net cash used in investing activities (101,544,973) (130,111,652) (80,128,060)
Cash flows from financing activities:
Repurchase of common stock — (2,077,301) (1,290,748)
Principal payments on long-term debt and
capital lease obligations — (204,286) (70,619)
Dividends paid on common stock (11,198,915) (8,766,916) (7,787,981)
Proceeds from exercise of stock options 264,365 24,088 97,400
Net cash used in financing activities (10,934,550) (11,024,415) (9,051,948)
Net increase (decrease) in cash and cash equivalents (24,110,807) 25,168,788 45,347,347
Cash and cash equivalents at beginning of year 80,071,895 54,903,107 9,555,760
Cash and cash equivalents at end of year $ 55,961,088 80,071,895 54,903,107
Cash paid for interest $ 31,336 54,051 23,934
Cash paid for income taxes (net of refunds received) $ 49,318,149 42,708,816 24,647,585

Significant noncash transaction: In 1999, the Company acquired Partnership Card Services through the issuance of 854,042 shares of common

stock with a market value of $20,070,000 (Note 2).
See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY AND COMPREHENSIVE INCOME

Years Ended December 31, 2001, 2000 and 1999

N Accumulated
Common Stock Add}thnal Other ' ' Total ,
Paid-in ~ Comprehensive Treasury Retained Shareholders
Shares Amount Capital Loss Stock Earnings Equity
At December 31, 1998 194,225,045  $19,422,504 1,882,814  (1,179,337)  (300,788) 250,528,526  $270,353,719
Comprehensive income:
Net income — — — — — 68,592,976 68,592,976
Other comprehensive loss, net of tax:
Foreign currency translation adjustments — — —  (274,371) — — (274,371)
Other comprehensive loss — — — — — — (274,371)
Comprehensive income — — — — — — 68,318,605
Common stock issued in
an acquisition (Note 2) 854,042 85,4056 3,342,220 — — — 3,427,625
Common stock issued from
treasury shares for exercise of
stock options (Note 6) — — 79,903 — 62,360 — 142,263
Purchase of treasury shares — — — —  (1,290,748) — (1,290,748)
Cash dividends declared ($.040 per share) — — — — — (7,796,771) (7,796,771)
Tax benefit associated with stock
awards and options — — 1,137,363 — — — 1,137,363
At December 31, 1999 195,079,087 19,507,909 6,442,300  (1,453,708) (1,529,176) 311,324,731 334,292,056
Comprehensive income:
Net income — — — — — 85,643,381 85,643,381
Other comprehensive loss, net of tax:
Foreign currency translation adjustments — — —  (159,973) — — (159,973)
Other comprehensive loss — — — — — — (159,973)
Comprehensive income — — — — — — 85,483,408
Common stock issued from treasury
shares for exercise of stock options (Note 6) — — 15,300 — 11,794 — 27,094
Purchase of treasury shares — — — —  (2,07730D) — (2,077,301)
Cash dividends declared (§.048 per share) — — — — — (9,251,569) (9,251,569)
Tax benefit associated with stock
awards and options — — 540,500 — — — 540,500
At December 31, 2000 195,079,087 19,507,909 6,998,100 (1,613,681) (3,594,683) 387,716,543 409,014,188
Comprehensive income:
Net income — — — — — 102,902,029 102,902,029
Other comprehensive loss, net of tax:
Foreign currency translation adjustments — — — (1,841,657) — — (1,841,657)
Other comprehensive loss — — — — — — (1,841,657)
Comprehensive income — — — — — — 101,060,372
Common stock issued from treasury
shares for exercise of stock options (Note 6) — — 243,167 — 61,358 — 304,525
Cash dividends declared ($.060 per share) — — — — — (11,686,355) (11,686,355)
Tax benefit associated with stock
awards and options — — 2,118,956 — — — 2,118,956
At December 31,2001 195,079,087 $19,507,909 9,360,223 (3,455,338) (3,533,325) 478,932,217 $500,811,686

See accompanying Notes to Consolidated Financial Statements.
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NoTES To CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 Basis of Presentation and Summary of Significant
Accounting Policies

BusinEss: As of January 1, 2002, Total System Services, Inc. (TSYS or the
Company) is an 81.1% owned subsidiary of Columbus Bank and Trust Company
(CB&T) which is a wholly owned subsidiary of Synovus Financial Corp. (Synovus).
Synovus’ stock is traded on the NYSE under the symbol “SNV.” TSYS provides
bankcard data processing and related services to banks and other card-issuing
institutions throughout the United States, Mexico, Canada, Honduras, the
Caribbean and Europe. The Company currently offers merchant services to
financial institutions and other organizations in Japan.

PRINCIPLES OF CONSOLIDATION AND BASIS OF PRESENTATION: The accompanying
consolidated financial statements of Total System Services, Inc. include the
accounts of TSYS and its wholly owned subsidiaries, Columbus Depot Equip-
ment Company, TSYS Total Solutions, Inc. (TSI), Columbus Productions, Inc.,
TSYS Canada, Inc. and DotsConnect, Inc., as well as its majority owned
foreign subsidiary, GP Network Corporation (GP Net). Significant intercompany
accounts and transactions have been eliminated in consolidation. The Company’s
future results of operations involve a number of substantial risks and uncer-
tainties.

Risks AND UNCERTAINTIES AND USE oF EsTIMATES: The Company has prepared
the accompanying consolidated financial statements in conformity with accounting
principles generally accepted in the United States of America. In preparing
financial statements, it is necessary for management to make assumptions
and estimates affecting the amounts reported in the consolidated financial state-
ments and related notes. These estimates and assumptions are developed based
upon all information available. Actual results can differ from assumed and esti-
mated amounts.

Factors that could affect the Company’s future operating results and cause
actual results to vary materially from expectations includes, but are not limited
to, lower than anticipated growth from existing customers, an inability to attract
new customers and grow internationally, an inability to grow through acquisi-
tions or successfully integrate acquisitions, technology changes, financial services
consolidations increased regulatory mandates, a decline in the use of credit
cards as a payment mechanism, or a decline in the financial stability the Company’s
customers.

Management of the Company has made a number of estimates and assump-
tions relating to the reporting of assets and liabilities and the disclosure of
contingent liabilities at the date of the consolidated financial statements and
the reported amounts of revenues and expenses during the reported periods
to prepare these financial statements in conformity with generally accepted
accounting principles. Actual results could differ from those estimates.

INVESTMENTS IN JOINT VENTURES: TSYS’ 49% investment in Total System Services
de México, S.A. de C.V. (TSYS de México), a bankcard data processing support
operation located in Mexico, is accounted for using the equity method of accounting,
asis TSYS' 50% investment in Vital Processing Services L.L.C. (Vital), a merchant
processing operation headquartered in Tempe, Arizona. Investments in joint
ventures are recognized in other noncurrent assets.

ProPERTY AND EQUIPMENT: Property and equipment are stated at cost less accu-
mulated depreciation and amortization. Depreciation expense is computed
using the straight-line method over the estimated useful lives of the assets. Build-
ings and improvements are depreciated over 5-40 years, computer equipment
over 2-4 years, and furniture and other equipment over 3-15 years. The company
evaluates impairment losses on long-lived assets used in operations in accor-
dance with Statement of Financial Accounting Standards (SFAS) 121, “Accounting
for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed
Of,” considering whether events and circumstances indicate that assets maybe
impaired.

SorTWARE DEVELOPMENT CosTS: The Company develops software that is used in
providing processing services to clients. Software development costs are capi-
talized once technological feasibility of the software has been established.
F-18

Software development costs are amortized using the greater of (1) the straight-
line method over the estimated useful life (which ranges from 3-10 years) or (2)
the ratio of current revenues to current anticipated revenues. Costs incurred
prior to establishing technological feasibility are expensed as incurred. Tech-
nological feasibility is established when the Company has completed all planning,
designing, coding and testing activities that are necessary to determine that a
product can be produced to meet its design specifications, including functions,
features and technical performance requirements. Capitalization of costs ceases
when the product is available for general use. The Company evaluates the
unamortized capitalized costs of software development as compared to the net
realizable value of the development which is determined by projected future
cash flows. The amount by which the unamortized capitalized costs exceed the
net realizable value are written off. Software development costs are recognized
in computer software, net.

Accounts RECEIVABLE: Accounts receivable balances are stated net of allowances
for doubtful accounts and billing adjustments of $5.4 million and $5.8 million
at December 31, 2001 and 2000, respectively. The allowance represents 4.56%
and 5.7% of accounts receivable at 2001 and 2000, respectively. TSYS' client
base mainly consists of financial institutions and other card issuers such as
major retailers. Historically, the Company has not encountered any significant
write-offs.

TSYS records allowances for doubtful accounts when it is probable that
the accounts receivable balance will not be collected. When estimating the
allowances for doubtful accounts, the Company takes into consideration such
factors as its day-to-day knowledge of specific customers, the industry and
size of its customers, the overall composition of its accounts receivable aging,
prior history of accounts receivable write-offs and prior history of allowances in
proportion to the overall receivable balance. This analysis includes an on-going
and continuous communication with its largest customers. A financial decline
of any one of these customers could have an adverse and material effect on
collectibility of receivables.

Increases in the allowance for doubtful accounts are recorded as bad debt
expense and are reflected in other operating expenses in the Company’s consol-
idated statements of income.

TSYS records provisions for billing adjustments for potential billing discrepen-
cies. When estimating the provision for billing adjustments, the Company
considers prior history of billing adjustments. Increases in the provision for
billing adjustments are recorded net of revenues in the Company’s consolidated
statements of income.

RevENUE REcoentTION: The Company’s bankcard data processing revenues are
derived from long-term processing contracts with banks and other institutions
and are recognized as revenues at the time the service is performed. Bankcard
data processing revenues are generated primarily from charges based on the
number of accounts billed, transactions and authorizations processed, state-
ments mailed, and other processing services for cardholder accounts on file.
Most of these contracts have prescribed minimums. The terms of contracts gener-
ally range from three to ten years in length.

The Company’s other services revenues are derived from printing activities
and customer relationship management services, such as call center activi-
ties for card activation and balance transfer requests. The contract terms for
these services are generally shorter in nature, and some are project based.
Revenue is recognized on these other services either on a per unit or a fixed price
basis. The Company uses percentage of completion method of accounting for
its fixed price contracts.

CoNTRACT AcQUISITION CosTs: The Company capitalizes contract acquisition
costs related to signing or renewing long-term contracts. These costs, primarily
consisting of cash payments for rights to provide processing services and internal
conversion and software development costs, are amortized using the straight-
line method over the contract term beginning when the client’s cardholder
accounts are converted to the system. All costs incurred prior to contract execu-
tion are expensed as incurred.

The amortization of these costs is recognized in other operating expenses.



The Company evaluates the carrying value of contract acquisition costs for
impairment on the basis of whether these costs are fully recoverable from expected
undiscounted net operating cash flows of the related contract. Capitalized
contract acquisition costs are recognized in prepaid and other assets.

TRANSACTION PROCESSING PROVISIONS: The Company has made certain estimates
to accrue for contract contingencies and processing errors. When providing for
these accruals, the Company takes into consideration such factors as the prior
history of contract penalties and processing errors incurred, contractual penal-
ties inherent in the Company’s contracts, progress towards meeting milestones
and amounts not covered by insurance.

These accruals are recorded in other current liabilities in the Company’s
consolidated balance sheets. Increases and decreases in the transaction processing
provisions are reflected in other operating expenses in the Company’s consoli-
dated statements of income.

GoopwiLL: Goodwill results from the excess of cost over the fair value of net
assets of businesses acquired and is amortized using the straight-line method
over periods of five to 15 years. The Company reviews goodwill for impairment
on the basis of whether the goodwill is fully recoverable from expected undis-
counted net operating cash flows of the related business units. If such review
indicates impairment, the Company uses fair value in determining the
amount that should be written off. Goodwill is included in other assets.

IncoME TAxES: Income taxes reflected in TSYS’ consolidated financial state-
ments are computed based on the taxable income of TSYS as if TSYS were a
stand-alone tax paying entity. A consolidated federal income tax return is filed
for Synovus and its majority owned subsidiaries, including TSYS.

The Company accounts for income taxes in accordance with the asset and
liability method. Under the asset and liability method, deferred income tax assets
and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases. Deferred income tax assets and
liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be
recovered or settled. The effect on deferred income tax assets and liabilities of
a change in tax rates is recognized in income in the period that includes the
enactment date.

CasH EQUIVALENTS: For purposes of the statements of cash flows, investments
with a maturity of three months or less when purchased are considered to be
cash equivalents.

EARNINGS PER SHARE: Basic earnings per share (EPS) is calculated as income
available to common stockholders divided by the weighted average number of
common shares outstanding during the period. Diluted EPS is calculated to
reflect the potential dilution that would occur if stock options or other contracts
to issue common stock were exercised and resulted in additional common stock
that would share in the earnings of the Company.

FaIr VALUES OF FINANCIAL INSTRUMENTS: The Company uses financial instru-
ments in the normal course of its business. The carrying values of cash equivalents,
accounts receivable, accounts payable, accrued salaries and employee bene-
fits, and other current liabilities approximate their fair value due to the short-term
maturities of these assets and liabilities.

The investments in joint ventures are accounted for by the equity method
and pertain to privately held companies forwhich a fair value is not readily avail-
able. The Company believes the fair values of its investments in joint ventures
exceed their respective carrying values.

TreASURY STock: The Company uses the cost method when it purchases its own
common stock as treasury shares or issue treasury stock upon option exer-
cises and displays treasury stock as a reduction of shareholders’ equity.

Stock BASED CoMPENSATION: The Company accounts for stock-based compen-
sation in accordance with Accounting Principles Board Opinion (APB) 25,
“Accounting for Stock Issued to Employees.” Under APB 25, TSYS does not
recognize compensation expense for a stock option grant if the exercise price
is equal to or greater than the fair market value of the Company’s common
stock on the grant date.

ForeieN CURRENCY TRANSLATION: The Company maintains several different foreign
operations. Foreign currency financial statements of the Company’s Mexican
joint venture, the Company’s wholly owned subsidiary with an operation in
Canada, the Company’s majority owned foreign subsidiary, GP Net, as well as
the Company’s branches in Japan and the United Kingdom, are translated into
U.S. dollars at current exchange rates, except for revenues, costs and expenses,
and net income which are translated at the average exchange rates for each
reporting period. Net gains or losses resulting from the currency translation of
assets and liabilities of the Company’s foreign operations, net of tax, are accu-
mulated in a separate section of shareholders’ equity titled accumulated other
comprehensive loss.

CoMPREHENSIVE INCOME: Statement of Financial Accounting Standards No. 130,
“Reporting Comprehensive Income,” requires companies to display, with the
same prominence as other financial statements, the components of compre-
hensive income. TSYS displays the items of other comprehensive income in its
consolidated statements of shareholders’ equity and comprehensive income.

DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES: In June 1998, the Financial
Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards No. 133 (SFAS 133), “Accounting for Derivative Instruments and
Hedging Activities.” In June 2000, the FASB issued Statement of Financial
Accounting Standards No. 138 (SFAS 138), “Accounting for Certain Derivative
Instruments and Hedging Activities, an amendment of SFAS 133.” SFAS 133 and
SFAS 138 require that all derivative instruments be recorded on the balance
sheet at their respective fair values. SFAS 133 and SFAS 138 are effective for
all fiscal quarters of all fiscal years beginning after June 30, 2000; the Company
adopted SFAS 133 and SFAS 138 on January 1, 2001.

The Company did not have any outstanding derivative instruments or hedging
transactions at December 31, 2001.

RECENT ACCOUNTING PRONOUNCEMENTS: At the November 2001 Emerging Issues
Task Force (EITF) meeting, the FASB released Staff Announcement Topic D-
103, “Income Statement Characterization of Reimbursements Received for
‘Out-of-Pocket’ Expenses Incurred.” The FASB Staff Announcement clarified
interpretations of EITF 99-19, “Reporting Revenue Gross as a Principal versus
Net as an Agent,” stating that the Staff believes that reimbursements received
for out-of-pocket expenses should be characterized as revenue. Historically,
TSYS has not reflected such reimbursements in its consolidated statements of
income. The largest reimbursement expenses for which TSYS is reimbursed
by clients, are postage and express courier charges.

The FASB Staff Announcement will be applied in financial reporting periods
beginning after December 15, 2001. Upon application of this FASB Staff Announce-
ment, comparative financial statements for prior periods will be reclassified to
provide consistent presentation.

RecLAsSIFICATIONS: Certain reclassifications have been made to the 2000 and
1999 financial statements to conform to the presentation adopted in 2001.

NOTE 2 Relationships with Affiliated Companies

At December 31,2001, CB&T owned 157,455,980 shares (80.8%) of TSYS common

stock On January 1, 2002, CB&T’s ownership increased to 81.1% (see Note 13).
TSYS has entered into agreements with CB&T and certain of its affiliates

pursuant to which TSYS performs bankcard data processing services. Such

bankeard data processing service revenues were $12,893,460, $12,281,914 and

$8,049,915 during the years ended December 31, 2001, 2000 and 1999,
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respectively. Miscellaneous data processing services performed by TSYS for
certain Synovus nonbanking affiliates generated revenues of $480,285, $256,126
and $221,844 during the years ended December 31,2001, 2000 and 1999, respec-
tively; these revenues are included in bankcard data processing services. Bankcard
data processing revenues related to TSYS de México were $15,934,797, $15,710,029
and $15,954,155 for the years ended December 31, 2001, 2000 and 1999, respec-
tively. Merchant processing revenues, included in bankcard data processing
revenues and related to Vital were $15,068,775, $14,109,721 and $12,898,723
for the years ended December 31, 2001, 2000 and 1999, respectively.

During 2001 and 2000, TSYS provided web hosting and electronic commerce
processing services to CB&T for which the Company was paid $470,424 and
$545,507, respectively.

Revenues from other services provided by TSYS to Synovus and its affiliates
were $6,417,650, $6,593,783 and $5,483,784 during the years ended December
31,2001, 2000 and 1999, respectively.

During 2000 and 1999, Synovus Technologies, Inc.(STI) paid TSYS $143,222
and $168,305, respectively, for data links, network services, computer processing
services and other miscellaneous items.

In January 2001, STI's operations were folded into Synovus. Synovus paid
TSYS $105,925 for data links, network services, computer processing services
and other miscellaneous items.

TSYS leased a portion of its facilities from CB&T, and leases portions of
the buildings it owns to CB&T. Lease payments made to CB&T amounted to
$36,308 in 1999. Lease payments received from CB&T amounted to $39,405 in
2001 and 2000, and $9,851 in 1999. TSYS also leased furnishings from Synovus
Leasing Co. for $211,878 in 2001 and $20,807 in 2000.

Synovus Trust Company (STC) serves as trustee of various employee benefit
plans of TSYS. During 2001, 2000 and 1999, STC trustee’s fees paid by TSYS
were $558,303, $391,414 and $317,081, respectively.

TSYS has entered into a management agreement with Synovus pursuant
towhich TSYS pays for management, legal and tax services provided by Synovus.
Such management fees amounted to $1,026,984 in 2001, $1,703,840 in 2000
and $1,524,780in 1999.

Synovus has entered into a management agreement with TSYS pursuant
to which Synovus pays for management services provided to TSYS Total Debt
Management and ProCard by TSYS. Such management fees amounted to
$1,800,000 in 2001 and $681,511 in 2000.

TSYS maintained an agreement with Synovus Service Corp. (SSC) in 2000
and 1999 for SSC to provide human resource, payroll, security, maintenance and
other administrative services to TSYS and its subsidiaries. TSYS paid SSC
$8,070,260 and $10,639,179 for these services in 2000 and 1999, respectively.
TSYS received $197,597 in 2000 and $51,594 in 1999 in rent from SSC. TSYS
also received $63,806 and $382,840 in 2000 and 1999, respectively, for data
processing services provided to SSC.

In January 2001, SSC’s operations were folded into Synovus. TSYS paid
$7,542,294 to Synovus for providing human resource, payroll, security, main-
tenance and other administrative services to TSYS and its subsidiaries in 2001.
TSYS received $454,926 in 2001 in rent from Synovus. TSYS also received $24,900
in 2001 for data processing services provided to Synovus.

Beginning in 2001 and as a result of the restructuring of its joint venture
agreement, TSYS agreed to pay TSYS de México a management fee for certain
client relationship services that TSYS de México has assumed from TSYS. TSYS
paid TSYS de México a management fee of $300,587 in 2001.

Effective January 1, 1999, TSYS acquired Partnership Card Services (PCS)
from its majority shareholder, CB&T in exchange for 854,042 newly issued shares
of TSYS common stock with a market value of approximately $20.1 million. Prior
to the acquisition by TSYS, PCS operated as a division of CB&T, providing services
such as credit, collection and client service to card-issuing financial institu-
tions, including CB&T. The business of PCS became part of TSYS’ wholly owned
subsidiary, TSL

Due to the addition of PCS, TSYS paid CB&T $345,893 in 1999 for marketing
rights. TSYS also paid STI $1,688,676 and $765,741 in 2000 and 1999, respec-
tively, for fees associated with PCS’ lockbox services. TSYS also paid Synovus
$100,697 in 2001 for fees associated with lockbox services.

Effective January 1, 2002, TSYS acquired TSYS Total Debt Management,
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Inc. (TDM) from its majority shareholder, CB&T, in exchange for 2,175,000 newly
issued shares of TSYS common stock with a market value of approximately $43.5
million. Priorto the acquisition, TDM operated as a wholly owned subsidiary of
Synovus, providing third-party collection services. TDM will operate as a sepa-
rate wholly owned subsidiary of TSYS.

TSYS maintains deposit accounts with CB&T, the majority of which earn
interest and on which TSYS receives market rates of interest. Included in cash
and cash equivalents are deposit balances with CB&T of $45.9 million and $74.6
million at December 31, 2001 and 2000, respectively.

In 2001, 2000 and 1999, TSYS received interest income of $2,305,617,
$4,772,461 and $1,865,621, respectively, from CB&T. TSYS paid banking account
service fees and wire transfer fees to CB&T of $46,396 in 2001, $68,004 in
2000 and $53,195 in 1999.

TSYS maintains an unsecured credit agreement with CB&T. The credit agree-
ment has a maximum available principal balance of $5.0 million, with interest
at prime. TSYS did not use the credit facility during 2001 or 2000.

TSYS paid cash dividends to CB&T in the amount of approximately $9.0
million, $7.1 million and $6.3 million in 2001, 2000 and 1999, respectively. TSYS
received cash dividends from its equity joint ventures of approximately $7.1
million, $5.4 million and $5.1 million in 2001, 2000 and 1999, respectively. As
part of the restructured joint venture agreement in 2001, TSYS received a capital
distribution of approximately $3.3 million from TSYS de México.

Certain officers of TSYS and other TSYS employees participate in the Synovus
Incentive Plans. Nonqualified options to acquire Synovus common stock were
granted in 2001, 2000 and 1999 as follows:

Number of shares
2001 2000 1999
Stock options 3,062,523 324,122 1,001,933

The stock options were granted with an exercise price equal to the fair market
value of Synovus common stock at the date of grant. The options vest over two
to three years and expire eight to ten years from date of grant.

In 2001, Synovus has granted performance-accelerated stock options to
certain key TSYS executives. The exercise price per share is equal to the fair
market value at the date of grant. The options are exercisable in equal install-
ments when the market price of Synovus common stock exceeds $40, $45 and
$50. However, all options may be exercised after seven years from the grant date.

The Company believes the terms and conditions of the transactions described
above between TSYS, CB&T, Synovus and other affiliated companies are compa-
rable to those which could have been obtained in transactions with unaffiliated
parties. No changes have been made to the method of establishing terms with
the affiliated companies in the current year.

NOTE 3 Property and Equipment
Property and equipment balances at December 31 are as follows:

2001 2000

Land $ 6,748,039 6,092,433
Buildings and improvements 90,500,757 80,344,434
Computer equipment 73,390,762 65,840,658
Furniture and other equipment 57,731,151 52,013,679
Construction in progress 1,695,087 1,488,817
230,065,796 205,779,921

Less accumulated depreciation
and amortization 109,265,891 94,808,144
Property and equipment, net $ 120,799,905 110,971,777

Depreciation and amortization expense related to property and equip-
mentwas $19,521,866, $16,553,156 and $15,637,169 for the years ended December
31,2001, 2000 and 1999, respectively.



NOTE 4 Computer Software
Computer software at December 31 is summarized as follows:

2001 2000

Purchased computer software $ 199,021,424 177,629,217

TS2 33,048,872 33,048,872
Other capitalized software

development costs 50,616,478 32,467,800

282,686,774 243,145,889

Less accumulated amortization 111,797,199 97,691,847

Computer software, net $ 170,889,575 145,454,042

Amortization expense related to purchased computer software costs was
$24,803,900, $20,604,861 and $16,153,985 for the years ended December 81,
2001, 2000 and 1999, respectively. Amortization of TS2 and other capitalized
software development costs was $4,817,586, $5,101,047 and $5,472,776 for
the years ended December 31, 2001, 2000 and 1999, respectively.

During 2001, the Company ceased developing a software project. The project
was reevaluated to determine its utilization in a new customer service plat-
form. The Company expensed $1.2 million of costs of this project in employment
and other operating expenses that were originally capitalized on this project.

During 2000, the Company ceased development of two software projects.
The projects were reevaluated to determine their utilization in a new design
plan. Based on its review, the Company expensed $6.1 million of costs as employ-
ment and other operating expenses that were originally capitalized on those
projects.

NOTE 9 Investments in Joint Ventures

TSYS holds a 50% equity interest in Vital, a joint venture with Visa U.S.A., which
combines the front-end authorization and back-end accounting and settlement
processing for merchants. The condensed financial information for this joint
venture as of December 31, 2001 and 2000, and for the years ended December
31,2001, 2000 and 1999, is summarized as follows:

schedule. During the three years, there will be no voting rights or dividend distri-
butions related to these restricted units. The vesting of these units accelerates
upon a change of control or an initial public offering of Vital. The Company
recognized $467,976 and $766,919 as compensation expense in 2001 and 2000,
respectively, related to the Vital unit awards.

A reconciliation of equity in income of joint ventures is as follows:

(millions of dollars) 2001 2000 1999
Vital $ 16.0 13.2 10.1
Other 1.8 24 2.2
Total equity in income

of joint ventures $ 178 15.6 12.3

The Company estimates its share of equity in income of Vital and adjusts
those estimates based upon the final results of Vital.

NOTE 0 Shareholders’ Equity

TrEASURY STOCK: In October 1999, the Company announced a plan to purchase
up to 1.5 million shares of its common stock from time to time and at various
prices over the ensuing two years. During the year ended December 31, 2000,
the Company purchased 130,400 shares for $2.1 million. During the year ended
December 31, 1999, the Company purchased 77,100 shares for $1.3 million.

The following table summarizes shares held as treasury stock and treasury
stock costs:

Number of Treasury

Treasury Shares Shares Cost

December 31,2001 300,417 $3,533,325
December 31, 2000 340,217 3,594,683
December 31, 1999 217,467 1,629,176

2001 2000
Balance Sheet Data:
(in thousands)
Current assets $ 85,153 72,038
Total assets 130,285 110,237
Current liabilities 34,029 33,864
Total liabilities 36,048 37,008
Members’ capital 94,237 71,935
2001 2000 1999
Statement of Income Data:
(in thousands)
Revenues $ 218,635 180,242 151,245
Operating income 31,279 23,438 18,690
Net income* 32,302 25,665 20,065

*Vital is a limited liability company and is taxed in @ manner similar to a partnership;
therefore, net income related to Vital does not include income tax expense.

Vital is an limited liability company with 100 million units of ownership. In
2000, the Vital Board of Directors approved a plan to allow its owners to set aside
2,000,000 units held by the owners to make awards to key management of Visa
and TSYS. In 2000, TSYS awarded six of its key executives an aggregate of 800,000
Vital restricted stock units for their role in the development, growth and success
of Vital. These units are similar to restricted stock with a three-year vesting

During 2001, 2000 and 1999, certain employees of the Company exercised
options for 39,800, 7,650 and 41,100 shares of common stock, respectively, that
were issued from treasury shares.

LoNe-TERM INCENTIVE PLANS—TSYS: Total System Services, Inc. maintains a
Long-Term Incentive Plan (LTI Plan) to attract, retain, motivate and reward
employees who make a significant contribution to the Company’s long-term
success and to enable such employees to acquire and maintain an equity interest
in the Company. The LTI Plan is administered by the Compensation Committee
of the Company’s Board of Directors and enables the Company to grant stock
options, stock appreciation rights, restricted stock and performance awards; 3.2
million shares of common stock were reserved for distribution under the LTI
Plan. Options granted under the LTI Plan may be incentive stock options or
nonqualified stock options as determined by the Committee at the time of grant.
Incentive stock options are granted at a price not less than 100% of the fair market
value of the stock on the grant date, and nonqualified options are granted at a
price to be determined by the Committee. Option vesting terms are established
by the Committee at the time of grant and presently range from one to five years.
The expiration date of options granted under the LTI Plan is determined at the
time of grant and may not exceed ten years from the date of the grant. At December
31,2001, there were options outstanding under the LI'T Plan to purchase 1,567,600
shares of the Company’s common stock, of which 683,800 shares were exercis-
able. There were no shares available for grant at December 31, 2001, under
the LTT Plan.

Additionally, options (not issued under the LTT Plan) to purchase 77,050
shares of the Company’s common stock were outstanding at December 31, 2001,
of which 37,500 were exercisable.
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A summary of the Company’s stock option activity as of December 31, 2001, 2000 and 1999, and changes during the years ended on those dates is
presented below:

2001 2000 1999
Weighted Weighted Weighted
Average Average Average
Options Exercise Price Options Exercise Price Options Exercise Price
Options:
Outstanding at beginning of year 1,684,350  $§  12.55 1,637,000 $ 1241 1,678,100 $ 1215
Granted — — 55,000 15.44 — —
Exercised (39,800) 6.64 (7,650) 2.00 (41,100) 2.00
Forfeited/canceled — — — — — —
Outstanding at
end of year 1,644,550 $ 12.69 1,684,350 $ 1255 1,637,000 $ 1241
Options exercis-
able at year-end 721,300 $ 11.96 614,100 $ 1133 448,500 $ 1024
Weighted average fair value of
options granted during the year $ — $ 5.78 $ —
The following table summarizes information about stock options outstanding and exercisable at December 31,2001:
Outstanding Exercisable
Number Weighted Number
Outstanding at Average Remaining Weighted Average Exercisable at Weighted Average
December 31, 2001 Contractual Life in Years Exercise Price December 31, 2001 Exercise Price
95,800 50 $ 2.00 95,800 $ 2.00
1,470,000 5.84 13.17 588,000 13.17
41,250 8.20 15.44 — —
37,500 7.03 18.50 37,500 18.50
1,644,550 5.61 $12.69 721,300 $11.96

The weighted average exercise price represents actual exercise prices. No range of prices exist.

The per share weighted average fair value of stock options granted during

2000 was $5.78. The fair value for these options was estimated at the date of
grant using the Black-Scholes option-pricing model with the following weighted
average assumptions: risk-free interest rate of 5.056%; expected volatility of 38.8%;
expected life of 4.0 years; and dividend yield of 0.0%.
LoNG-TERM INCENTIVE PLANS—SYNovVUS: Synovus has various stock option plans
underwhich the Compensation Committee of its Board of Directors has authority
to grant stock options to key Synovus employees, including TSYS employees.
The general terms of the existing stock option plans include vesting periods
ranging from two to three years and exercise periods ranging from five to ten
years. Such stock options are granted at exercise prices which equal the fair
market value of a share of common stock on the grant date.

In 2001, Synovus granted performance-accelerated stock options to certain
key executives to acquire 2.6 million shares of Synovus stock at an exercise price
of $28.99. The options are exercisable in equal installments when the market
price of Synovus common stock exceeds $40, $45 and $50. However, all options
may be exercised after seven years from the grant date.

During 1999, Synovus granted options to purchase 150 shares of stock to
each employee, including TSYS and its subsidiaries, at an exercise price per
share equal to the fair market value at the grant date of $19.19. The total number
of shares granted to TSYS employees to acquire Synovus stock under this program
was 489,750. The options are exercisable after the price of Synovus’ stock doubles
or after three years, whichever comes first.

A summary of Synovus’ stock option activity related to TSYS’ employees as of December 31, 2001, 2000 and 1999 and changes during the years then ended

is presented below:
2001 2000 1999
Weighted Weighted Weighted
Average Average Average
Options Exercise Price Options Exercise Price Options Exercise Price
Options:
Outstanding at beginning of year 3,479,558  §  17.43 3,467,568 $ 1714 2,654,848 $ 1516
Granted 3,062,523 28.60 324,122 18.06 1,001,933 21.07
Exercised (344,987) 14.97 (183,869) 1141 (146,343) 7.56
Forfeited/canceled (55,785) 20.46 (128,263) 19.68 (42,870) 19.45
Outstanding at
end of year 6,141,309 $ 2311 3,479,658 $ 1748 3,467,568 $ 1714
Options exercis-
able at year-end 2,083,099 $ 16.62 1,539,283 $ 13.22 1,106,230 $  10.75
Weighted average fair value of
options granted during the year $ 8.56 $ 6.42 $ 5.41

F-22



The following table summarizes information about Synovus’ stock options outstanding exercisable at December 31, 2001:

Outstanding Exercisable
Number Weighted Number
Range of Outstanding at Average Remaining Weighted Average Exercisable at Weighted Average

Exercise Prices December 31,2001 Contractual Life in Years Exercise Price December 31, 2001 Exercise Price

$ 6.74 218,696 3.09 $ 6.7 218,696 $ 6.74

$8.72-$18.37 884,128 4.12 13.51 884,128 13.51

$19.19-$22.88 1,656,675 5.62 21.23 980,275 21.64

$18.06 320,497 6.82 18.06 _— —

$26.44-$28.99 3,061,313 10.40 28.61 —_ —_—

6,141,309 7.76 $ 23.11 2,083,099 $16.62

The per share weighted average fair value of Synovus stock options grant- Basic earnings per share:
ed to TSYS employees during 2001, 2000 and 1999 was $8.56, $6.42 and $5.41, As reported .53 44 .35
respectively. The fair value for these options was estimated at the date of grant Pro forma, 51 49 33
using the Black-Scholes option-pricing model with the following weighted aver- Diluted earnings per share:

age assumptions for 2001, 2000 and 1999, respectively: risk-free interest rates As reported 53 44 35
of 4.6%, 6.4% and 5.3%; expected volatility of 31%, 36% and 36%; expected life of Pro forma 51 ’ 19 '33

b.Tyears, 6.3 years and 4.3 years; and dividend yield of 1.8%, 2.3% and 1.7%.
Pro FormA NET INCOME AND EARNINGS PER SHARE: The Company applies APB
25 and related interpretations in accounting for its plans. Had compensation
cost for the Company’s stock-based compensation plans (including the Synovus
plans) been determined consistent with Statement of Financial Accounting
Standards No. 123 (SFAS 123), “Accounting for Stock-Based Compensation,”
the Company’s net income and earnings per share would have been reduced
to the unaudited pro forma amounts indicated below:

Years Ended December 31, 2001 2000 1999
Net income applicable
to common stockholders
As reported $102,902,029 85,643,381 68,592,976
Pro forma 99,418,426 81,824,048 64,349,852

SussIDIARY OpTIONS: On May 1, 2000, TSYS formed DotsConnect as a wholly
owned subsidiary for the purpose of providing e-payment services to buyers
and sellers via the Internet. TSYS contributed $5 million and a nominal amount
of fixed assets in return for 20 million shares of common stock. DotsConnect
established the DotsConnect, Inc. 2000 Long-term Incentive Plan (the “2000
Plan™). The purpose of the 2000 Plan was to attract and retain employees, to
provide additional incentive for each participant to work to increase the
value of DotsConnect and to enable such employees to acquire and maintain
an equity interest in DotsConnect. DotsConnect awarded 1,496,500 options
under the 2000 Plan. Of those granted in 2000, 475,000 options were award-
ed to six of TSYS' key executives.

As aresult of the integration of DotsConnect’s business into TSYS, the 2000
plan was cancelled in January 2002. TSYS paid approximately $58,600 in cash
to cancel a portion of the options, while the rest were cancelled without con-
sideration.

AccuMuLATED OTHER COMPREHENSIVE Loss: Comprehensive income for TSYS consists of net income and foreign currency translation adjustments recorded
as a component of shareholders’ equity. The income tax effects allocated to and the cumulative balance of each component of accumulated comprehen-

sive loss are as follows:
Balance at Balance at
December 31, 2000 Pretax amount Tax benefit December 31, 2001
Currency translation adjustments  $ (1,613,681) (2,917,277) 1,075,620 $ (3,455,338)
Balance at Balance at
December 31, 1999 Pretax amount Tax benefit December 31, 2000
Currency translation adjustments  § (1,453,708) (248,739) 88,766 $ (1,613,681)
Balance at Balance at
December 31, 1998 Pretax amount Tax benefit December 31, 1999
Currency translation adjustments  § (1,179,337) (433,795) 159,424 $ (1,453,708)
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NOTE 7 Income Taxes

The provision for income taxes includes income taxes currently payable and those deferred because of temporary differences between the financial state-

ment carrying amounts and tax bases of assets and liabilities.

The components of income tax expense included in the Consolidated Statements of Income were as follows:

Years Ended December 31, 2001 2000 1999
Current income tax expense:

Federal $ 41,496,285 41,649,857 32,816,025

State (2,928,861) 313,216 1,624,604
Total current income tax expense 38,567,424 41,963,073 34,440,629
Deferred income tax expense:

Federal 13,528,256 3,873,627 512,265

State 795,780 227,861 30,133
Total deferred income tax expense: 14,324,036 4,101,488 542,398
Total income tax expense $ 52,891,460 46,064,561 34,983,027

Income tax expense differed from the amounts computed by applying the statutory U.S. federal income tax rate of 35% to income

before income taxes as a result of the following:

Years Ended December 31, 2001 2000 1999
Computed “expected” income tax expense $ 54,527,723 46,097,780 36,251,600
Increase (decrease) in income tax expense resulting from:

State income tax expense (benefit), net

of federal income tax effect (1,386,503) 351,700 1,075,679

Foreign tax credits (758,000) (1,005,000) (969,000)

Other, net 508,240 620,081 (1,375,152)
Total income tax expense $ 52,891,460 46,064,561 34,983,027

The tax effects of the significant components of deferred income tax assets and liabilities are presented in the following table:

As of December 31, 2001 2000
Deferred income tax assets:

Allowances for processing transactions $ 2,766,772 3,792,899

Primarily accruals not deductible until paid 5,270,288 4,883,067

State tax credits 1,855,197 3,828,298
Gross deferred income tax assets 9,892,257 12,504,254
Less valuation allowance (1,400,000) (1,400,000)
Net deferred income tax assets 8,492,257 11,104,254
Deferred income tax liabilities:

Computer software development costs (24,725,512) (17,662,312)

Excess tax over financial statement depreciation (15,973,764) (11,442,535)

Other, net (5,854,385) (5,736,775)
Gross deferred income tax liability (46,553,661) (34,841,622)
Net deferred income tax liability $ (38,061,404) (23,737,368)

As of December 31, 2001 and 2000, TSYS had state income tax credit carryforwards of $1,855,197 and $3,828,298, respectively. The credits will begin
to expire in the year 2008. In assessing the realizability of deferred income tax assets, management considers whether it is more likely than not that some
portion or all of the deferred income tax assets will not be realized. The ultimate realization of deferred income tax assets is dependent upon the genera-
tion of future taxable income during the periods in which those temporary differences become deductible. Management considers the scheduled reversal
of deferred tax liabilities, projected future taxable income and tax planning strategies in making this assessment. At December 31, 2001 and 2000, based
upon the level of historical taxable income and projections for future taxable income over the periods in which the deferred income tax assets are deductible,
management believes that it is more likely than not that TSYS will realize the benefits of these deductible differences, net of existing valuation
allowances. The valuation allowance for deferred tax assets was $1,400,000 at December 81, 2001 and 2000.

NOTE 8 Employee Benefit Plans

The Company provides benefits to its employees by allowing employees to partic-
ipate in certain defined contribution plans. These employee benefit plans are
described as follows:

ProriT SHARING PLAN: The Company’s employees are eligible to participate in
the Synovus Financial Corp./Total System Services, Inc. (Synovus/TSYS) Profit
Sharing Plan. The Company’s contributions to the plan are contingent upon
achievement of certain financial goals. The terms of the plan limit the Company’s
contribution to 7% (9% in 1999) of participant compensation, as defined, not to
exceed the maximum allowable deduction under Internal Revenue Service
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guidelines. TSYS’ annual contributions to the plan charged to expense are as
follows:

2001 $ 11,244,465
2000 10,024,695
1999 10,992,344

MonEY PurcHASE PLAN: The Company’s employees are eligible to participate in
the Synovus/TSYS Money Purchase Pension Plan, a defined contribution pension
plan. The terms of the plan provide for the Company to make annual contribu-



tions to the plan equal to 7% of participant compensation, as defined. The
Company’s contributions to the plan charged to expense are as follows:

2001 $ 11,321,652
2000 9,511,049
1999 8,413,213

401(x) Pran: The Company’s employees are eligible to participate in the
Synovus/TSYS 401 (k) Plan. The terms of the plan allow employees to contribute
up to 15% of pretax compensation with a discretionary company contribution
up to a maximum of 7% (5% in 1999) of participant compensation, as defined,
based upon the Company’s attainment of certain financial goals. The Company’s
contributions to the plan charged to expense are as follows:

2001 $ 0
2000 6,774,850
1999 5,443,934

Stock PurcHASE Pran: The Company maintains stock purchase plans for employees
and directors, whereby TSYS makes contributions equal to one-half of employee
and director voluntary contributions. The funds are used to purchase presently
issued and outstanding shares of TSYS common stock for the benefit of partic-
ipants. TSYS’ contributions to these plans charged to expense are as follows:

2001 $ 3,089,487
2000 2,722,035
1999 2,352,605

PoOSTRETIREMENT MEDICAL BENEFITS PLAN: TSYS provides certain medical bene-
fits to qualified retirees through a postretirement medical benefits plan. The
benefit expense and accrued benefit cost associated with the plan are not signif-
icant to the Company’s consolidated financial statements.

NOTE 9 Commitments and Contingencies
Lease CommiTMENTS: TSYS is obligated under noncancelable operating leases
for computer equipment and facilities. Management expects that, as these leases
expire, theywill be renewed or replaced by similar leases. In 1997, the Company
entered into an operating lease agreement for the Company’s corporate campus.
Under the agreement, which is guaranteed by Synovus Financial Corp., the lessor
paid for the construction and development costs and has leased the facilities to
the Company for a term of three years which began in November 1999. The lease
provides for substantial residual value guarantees and includes purchase options
at the original cost of the property. The amount of the residual value guar-
antee relative to the assets under this lease is projected to be $81.4 million. The
terms of this lease financing arrangement require, among other things, that the
Company maintain certain minimum financial ratios and provide certain infor-
mation to the lessor.

The future minimum lease payments under noncancelable operating leases
with remaining terms greater than one year for the next five years and thereafter
and in the aggregate as of December 31, 2001, are as follows:

2002 $ 99,127,382
2003 73,865,225
2004 43,727,124
2005 24,977,770
2006 16,232,763
Thereafter 7,171,496

$ 265,101,760

All computer equipment lease commitments come with a renewal option or
an option to terminate the lease. Prior to lease expiration, TSYS decides
which option to choose. These lease commitments may also be replaced with
new lease commitments due to new technology.

Total rental expense under all operating leases in 2001, 2000 and 1999
was $86,641,072, $89,824,836 and $85,928,317, respectively.

LoAN GUARANTEE: In the fourth quarter of 1999, the Company made a payment
representing a contract acquisition cost of $10.0 million to a prospective client.
Under the terms of the arrangement, the prospective client agreed to repay
the $10.0 million in the event a processing agreement was not executed by July
1,2000. Subsequently, the prospective client announced its intention to exit the
credit card business through a sale of its accounts in 2000. The parent of the
prospective client repaid the $10.0 million advance in June 2000 by obtaining
a five-yearloan from CB&T. TSYS agreed to guarantee the loan. As of December
31,2001, all payments on the loan have been made timely. The outstanding loan
balance at December 81, 2001 was $7.5 million. The Company does not antic-
ipate any negative consequences to its results of operations and financial condition
as a result of its loan guarantee.

CoNTRACTUAL CoOMMITMENTS: In the normal course of its business, the Company
maintains processing contracts with its clients. These processing contracts
contain commitments, including, but not limited to, minimum standards and
time frames against which the Company’s performance is measured. In the event
the Company does not meet its contractual commitments with its clients, the
Company may incur penalties and/or certain clients may have the right to termi-
nate their contracts with the Company. The Company does not believe that it
will fail to meet its contractual commitments to an extent that will result in a
material adverse effect on its financial condition or results of operations.

ContiNGENCIES: The Company is subject to lawsuits, claims and other complaints
arising out of the ordinary conduct of its business. In the opinion of manage-
ment, based in part upon the advice of legal counsel, all matters are adequately
covered by insurance, or if not covered, are without merit or are of such kind
or involve such amounts that would not have a material adverse effect on the
financial condition or results of operations of the Company if disposed of unfa-
vorably.

On November 10, 1998, a class action complaint was filed against Nations-
Bank of Delaware, N.A., in the United States District Court for the Southern
District of Mississippi. On March 23, 1999, the named plaintiff amended the
complaint and named the Company and certain credit bureaus as defendants
in the case. The named plaintiff alleged, among other things, that the defen-
dants failed to report properly the credit standing of each member of the putative
class. The named plaintiff defined the class as all persons and entities within
the United States who obtained credit cards from NationsBank and whose
accounts were purchased by or transferred to U.S. BankCard and whose accounts
were reported to credit bureaus or credit agencies incorrectly in August 1998.
The parties have reached a settlement of the litigation. On September 21, 2001,
the Magistrate Judge for the United States District Court for the Southern District
of Mississippi issued an order of final approval of that settlement pursuant to
Rule 23(e) of the Federal Rules of Civil Procedure. Payments to settle the liti-
gation were substantially covered by insurance.

NotTE 10 Supplementary Balance Sheet Information
Significant components of prepaid expenses and other current assets at December
31 are summarized as follows:

2001 2000
Contract acquisition costs, net $ 11,899,957 9,644,657
Prepaid expenses 10,634,921 12,377,875
Other 14,539,328 8,169,716
Total $ 37,074,206 30,192,248

Significant components of other noncurrent assets at December 31 are
summarized as follows:

2001 2000
Contract acquisition costs, net $ 75,183,275 65,434,739
Investments in joint ventures, net 51,566,564 45,631,679
Other 18,991,515 14,840,965
Total $ 145,741,354 125,907,383
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Amortization expense related to contract acquisition costs was $6.6

million, $7.2 million and $11.8 million for 2001, 2000 and 1999 respectively.
Refer to Note 5 Investments in Joint Ventures for a discussion of joint
ventures.
Significant components of other current liabilities at December 31 are
summarized as follows:

2001 2000
Customer postage deposits $ 19,065,119 18,751,617
Transaction processing accruals 5,326,554 8,717,456
Other 14,344,255 27,524,717
Total $ 38,735,928 54,993,790

NotE 11 Segment Reporting

In June 1997, the Financial Accounting Standards Board issued Statement of Finan-
cial Accounting Standards No. 131 (SFAS 131), “Disclosures about Segments of
an Enterprise and Related Information.” SFAS 131 establishes standards for the way

public business enterprises are to report information about operating segments in
annual financial statements and requires those enterprises to report selected finan-
cial information about operating segments in interim financial reports issued to
shareholders. It also establishes standards for related disclosures about products
and services, geographic areas and major customers.

Through an online accounting and bankcard data processing system, Total System
Services, Inc. provides card processing services to card-issuing institutions in the
United States, Mexico, Canada, Honduras, the Caribbean and Europe. TSYS’
subsidiaries provide support services including correspondence processing, commer-
cial printing and equipment leasing. Segments are identified based on the
services provided. Transaction processing services account for approximately 86%
of financial activity in all of the quantitative thresholds required to be measured
under SFAS 131. Three subsidiaries were aggregated into transaction processing
services. One of these subsidiaries provides programming support services solely to
the parent company. Another subsidiary provides electronic commerce activities
previously performed by TSYS for its clients. The other transaction processing
subsidiary serves as a payment gateway for more than 100,000 merchants in Japan.

The remaining segments were aggregated into support services.

Transaction Support
Operating Segments Processing Services Services Consolidated
2001
Total revenue $ 574,362,301 80,690,241 $ 655,052,542
Intersegment revenue (1,636,747) (3,008,145) (4,644,892)
Revenue from external customers $ 572,725,554 77,682,096 $ 650,407,650
Equity in income of joint ventures $ 17,824,455 — $ 17,824,455
Segment operating income $ 145,412,854 7,743,766 $ 153,156,620
Income tax expense $ 50,790,779 2,100,681 $ 52,891,460
Net income $ 96,815,337 6,086,692 $ 102,902,029
Identifiable assets $ 641,144,796 58,583,787 $ 699,728,583
Intersegment eliminations (47,371,240) (80,335) (47,451,575)
Total assets $ 593,773,556 58,503,452 $ 652,277,008
2000
Total revenue $ 517,388,440 87,530,763 $ 604,919,203
Intersegment revenue (1,087,134) (2,539,327) (8,626,461)
Revenue from external customers $ 516,301,306 84,991,436 $ 601,292,742
Equity in income of joint ventures $ 15,586,309 — $ 15,586,309
Segment operating income $ 115,936,333 12,255,669 $ 128,192,002
Income tax expense $ 41,359,177 4,705,384 $ 46,064,561
Net income $ 77,993,912 7,649,469 $ 85,643,381
Identifiable assets $ 586,896,327 57,738,614 $ 644,634,941
Intersegment eliminations (43,264,302) (146,813) (43,411,115)
Total assets $ 543,632,025 57,591,801 $ 601,223,826
1999
Total revenue $ 465,243,321 71,319,006 $ 536,562,327
Intersegment revenue (779,800) (1,856,516) (2,636,316)
Revenue from external customers $ 464,463,521 69,462,490 $ 533,926,011
Equity in income of joint ventures $ 12,326,609 — $ 12,326,609
Segment operating income $ 88,697,914 11,921,099 $ 100,619,013
Income tax expense $ 30,473,569 4,509,458 $ 34,983,027
Net income $ 61,159,112 7,433,864 $ 68,592,976
Identifiable assets $ 451,776,573 47,704,132 $ 499,480,705
Intersegment eliminations (35,704,897) (154,067) (35,858,964)
Total assets $ 416,071,676 47 550,065 $ 463,621,741
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Geographic Area Data: The following geographic data represent revenues based on the geographic locations of customers.

(dollars in millions) 2001 2000 1999
United States $ 564.5 546.0 493.2
Canada* 35.5 33.3 22.5
Europe 23.5 — —
Mexico 15.9 15.7 16.0
Japan 9.6 49 —
Other 14 1.4 2.2
$ 650.4 601.3 533.9
*These revenues include those generated from the Caribbean accounts owned by a Canadian institution.
The Company maintains property and equipment in the following geographic areas:
At December 31, 2001 2000
(dollars in millions)
United States $ 987 93.5
Europe 20.9 16.7
Canada 0.1 0.1
Japan 1.1 0.7
Totals $ 1208 111.0
Major Customers:
2001 2000 1999

Percent Percent Percent

of Total of Total of Total
Revenue Dollars  Revenues Dollars Revenues Dollars Revenues
(dollars in millions)
One $ 101.1 155 % $ 930 166 % $ 86.9 16.3 %
Two 82.1 12.6 66.7 11.1 na na
Three na na 61.3 10.2 na na
Four na na na na 69.4 13.0
Totals $ 183.2 281 % $ 221.0 36.8 % $156.3 293 %

na = not applicable. Client represented less than 10% of total revenues.

For the year ended December 31, 2001, the Company had two major customers which accounted for approximately 28% of total revenues. For the year
ended December 31, 2000, the Company had three major customers which accounted for approximately 37% of total revenues. For the year ended December
31,1999, the Company had two major customers accounting for approximately 29% of total revenues. Revenues from major customers for the years reported

are attributable to all reporting segments.

NOTE 12 Acquisitions

During August 2000, TSYS announced that it had purchased an equity posi-
tion in an established electronic payments company in Japan. The Company
paid $4.7 million to acquire 51% of GP Net. The Company recorded $2.0 million
as goodwill. In November 2000, the Company acquired an additional 2% owner-
ship in GP Net from another partner for $95,310. TSYS’ ownership of GP Net
was lowered to 51.46% in August 2001 when another party purchased an owner-
ship interest in GP Net. Because it acquired controlling interest, the Company
is consolidating GP Net’s financial statements. TSYS began consolidating GP
Net’s financial results as of September 1, 2000.

Effective January 1, 1999, TSYS acquired PCS from CB&T in exchange for
854,042 newly issued shares of TSYS common stock with a market value of
approximately $20.1 million. Prior to the acquisition by TSYS, PCS operated
as a division of CB&T, providing services such as credit, collection and customer
service to card-issuing financial institutions, including CB&T. The business of
PCS became part of TSYS’ wholly owned subsidiary, TSI

Because the acquisition of PCS was a transaction between entities under
common control, the Company has reflected the acquisition at historical cost
in a manner similar to a pooling of interests and has reflected the results of oper-
ations of PCS in the Company’s financial statements beginning January 1, 1999.

The impact of these transactions was not material.

The Company has not provided pro form financial information related to the
acquisition as such pro forma was not significant.

The Company has not restated periods prior to 1999 because such restate-
ment was not material.

NOTE 13 Subsequent Event

Effective January 1, 2002, TSYS acquired TSYS Total Debt Management, Inc.
(TDM) from CB&T in exchange for 2,175,000 newly issued shares of TSYS common
stock with a market value of approximately $43.5 million. Prior to the acquisi-
tion, TDM operated as a wholly owned subsidiary of Synovus Financial Corp.,
providing third-party collection services. TDM will operate as a separate subsidiary
of TSYS.

Because the acquisition of TDM was a transaction between entities under
common control, the Company will reflect the acquisition at historical cost in
accordance with SFAS 141 and will reflect the results of operations of TDM in
the Company’s financial statements beginning January 1, 2002.

The Company does not plan on restating periods prior to 2002 because such

restatement was not material.
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REPORT OF INDEPENDENT AUDITORS
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303 Peachtree Street, N.E.
Suite 2000

Atlanta, GA 30308

The Board of Directors
Total System Services, Inc.:

We have audited the accompanying consolidated balance sheets of Total System Services, Inc. and subsidiaries as
of December 31, 2001 and 2000, and the related consolidated statements of income, cash flows and shareholders’ equity
and comprehensive income for each of the years in the three-year period ended December 31, 2001. These consolidated
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Total System Services, Inc. and subsidiaries at December 31, 2001 and 2000, and the results of their
operations and their cash flows for each of the years in the three-year period ended December 31, 2001, in conformity
with accounting principles generally accepted in the United States of America.

KPMe P

January 15, 2002



REPORT OF FINANCIAL RESPONSIBILITY

The management of Total System Services, Inc. is responsible for the integrity and objectivity of the consoli-
dated financial statements and other financial information presented in this report. These statements have been prepared
in accordance with generally accepted accounting principles and necessarily include amounts based on judgements
and estimates by management.

TSYS maintains internal accounting control policies and related procedures designed to provide reasonable assur-
ance that assets are safeguarded, that transactions are executed in accordance with management’s authorization
and properly recorded, and that accounting records may be relied upon for the preparation of reliable published annual
and interim financial statements and other financial information. The design, monitoring and revision of internal
accounting control systems involve, among other things, management’s judgement with respect to the relative cost and
expected benefits of specific control measures. The Company also maintains an internal auditing function which
evaluates and reports on the adequacy and effectiveness of internal accounting controls and policies and procedures.

KPMG LLP, independent auditors, are engaged to audit the Company’s consolidated financial statements.

The Audit Committee of the Board of Directors, composed solely of outside directors, meets periodically with TSYS’
management, internal auditors and independent auditors to review matters relating to the quality of financial reporting
and internal accounting controls. Both the internal auditors and the independent auditors have unrestricted access

to the Committee.
Richard W. Ussery James B. Lipham
Chairman of the Board & Chief Executive Officer Executive Vice President & Chief Financial Officer
d&/’mdﬂ/ K. Weader g@?&é/af W
Dorenda K. Weaver Ronald L. Barnes
Group Executive & Controller Group Executive & General Auditor
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QUARTERLY FINANCIAL DATA, STOCK PRICE, DIVIDEND INFORMATION

TSYS’ common stock trades on the New York Stock Exchange (NYSE) The fourth quarter dividend of $.015 per share was declared on
under the symbol “T'SS.” Price and volume information appears under the December 10, 2001, and was paid January 2, 2002, to shareholders of
abbreviation “TotlSysSve” in NYSE daily stock quotation listings. As of record on December 20, 2001. Total dividends declared in 2001 and in
February 15, 2002, there were 11,911 holders of record of TSYS common 2000 amounted to $11.7 million and $9.3 million, respectively. It is the
stock, some of whom are holders in nominee name for the benefit of present intention of the Board of Directors of TSYS to continue to pay cash
different shareholders. dividends on its common stock.

Presented here is a summary of the unaudited quarterly financial data for the years ended December 31, 2001 and 2000.

REVENUES NET INCOME
(Millions of Dollars) o (Millions of Dollars) .
= 3
= 2
) =
2 g
»n = =
2 e = B
< 2l = B
5 o S
| 2001 S
2000 5
QTR1 QTR2 QTR 3 QTR 4 QTR 1 QTR 2 QTR 3 QTR 4
First Second Third Fourth
(in thousands except per share data) Quarter Quarter Quarter Quarter
2001 ReVEINUES . .. evvvernenrrereensnsresnsnesecssnsneansns $ 154,134 162,471 162,955 170,848
Operating income .........oovvuvuvnenenenrensnennnss 32,476 39,455 38,084 43,142
Netineome ....oovvevivivreninrnenenrnrsrsnsnsnsnens 22,015 25,956 25,458 29,473
Basic earnings pershare ..........cooviviiiiniininins A1 13 13 15
Diluted earnings per share..........oovvvivnininenens A1 13 13 15
Cash dividends declared per share ................... 015 015 015 015
Stock prices:
High .ooiviiiiiiiii ittt i it ciinenienanes 24.630 32.000 35.840 26.450
1P 21.500 24.100 20.000 18.910
2000 REVENUES. . . ..ottt e $ 145,859 150,490 148,959 155,985
Operatingincome ..., 30,525 36,276 28,667 32,724
Netineome. .........ooiviii e 20,657 24,331 19,066 21,589
Basic earningspershare.......................c.o..l 11 12 10 11
Diluted earnings pershare ................................ 11 12 10 11
Cash dividends declared pershare......................... .010 013 013 013
Stock prices:
High oo 18.563 20.625 18.750 22.750
oW o 15.000 15.750 16.000 14.875
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