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Part I. FINANCIAL INFORMATION

INDEPENDENT ACCOUNTANTS' REVIEW REPORT

The Board of Directors and Stockholders

Computer Associates International, Inc.

We have reviewed the consolidated condensed balance sheet of Computer Associates International, Inc. and subsidiaries as of June 30, 2002, and the related consolidated condensed statements of operations and cash flows for the three-month periods ended June 30, 2002 and 2001. These consolidated condensed financial statements are the responsibility of the Company's management.

We conducted our review in accordance with standards established by the American Institute of Certified Public Accountants. A review of interim financial information consists principally of applying analytical procedures to financial data and making inquiries of persons responsible for financial and accounting matters. It is substantially less in scope than an audit conducted in accordance with generally accepted auditing standards, the objective of which is the expression of an opinion regarding the financial statements taken as a whole. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to the consolidated condensed financial statements referred to above for them to be in conformity with accounting principles generally accepted in the United States of America.

We have previously audited, in accordance with auditing standards generally accepted in the United States of America, the consolidated balance sheet of Computer Associates International, Inc. and subsidiaries as of March 31, 2002, and the related consolidated statements of operations, stockholders' equity, and cash flows for the year then ended (not presented herein); and in our report dated May 10, 2002, we expressed an unqualified opinion on those consolidated financial statements. In our opinion, the information set forth in the accompanying consolidated condensed balance sheet as of March 31, 2002, is fairly stated, in all material respects, in relation to the consolidated balance sheet from which it has been derived.

KPMG LLP

New York, New York

July 19, 2002
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Item 1:

COMPUTER ASSOCIATES INTERNATIONAL, INC. AND SUBSIDIARIES

CONSOLIDATED CONDENSED BALANCE SHEETS

(unaudited)

(in millions)

	
	June 30,
	
	March 31,

	
	2002
	
	2002
	

	ASSETS
	
	
	
	
	
	
	

	CURRENT ASSETS
	
	
	
	
	
	
	

	Cash and cash equivalents
	$    726
	
	$  1,093
	

	Marketable securities
	85
	
	87
	

	Trade and installment accounts receivable, net
	1,564
	
	1,825
	

	Other current assets
	
	58
	
	
	56
	

	TOTAL CURRENT ASSETS
	2,433
	
	3,061
	

	Installment accounts receivable, due after one year, net
	1,510
	
	1,566
	

	Property and equipment, net
	715
	
	718
	




	Purchased software products, net
	
	1,734
	
	1,836

	Goodwill and other intangible assets, net
	
	4,829
	
	4,835

	Other noncurrent assets
	
	204
	
	
	210

	TOTAL ASSETS
	$
	11,425
	$
	12,226

	LIABILITIES AND STOCKHOLDERS' EQUITY
	
	
	
	
	
	
	
	

	CURRENT LIABILITIES
	
	
	
	
	
	
	
	

	Loans payable and current portion of long-term debt
	$
	1,442
	$
	508

	Deferred subscription revenue (collected) - current
	
	622
	
	577

	Other current liabilities
	
	
	1,079
	
	
	1,236

	TOTAL CURRENT LIABILITIES
	
	3,143
	
	2,321

	Long-term debt, net of current portion
	
	1,838
	
	3,334

	Deferred income taxes
	
	1,206
	
	1,267

	Deferred subscription revenue (collected) - noncurrent
	
	192
	
	208

	Deferred maintenance revenue
	
	385
	
	456

	Other noncurrent liabilities
	
	26
	
	23

	Stockholders' equity
	
	4,635
	
	
	4,617

	TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY
	$
	11,425
	$
	12,226

	See Notes to the Consolidated Condensed Financial Statements.
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COMPUTER ASSOCIATES INTERNATIONAL, INC. AND SUBSIDIARIES CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS (unaudited)

(in millions, except per share amounts)

For the Three Months

Ended June 30,
[image: ]

2002	2001
[image: ][image: ]

	REVENUE
	
	
	
	
	
	
	
	

	Subscription revenue
	$  314
	
	$
	140
	

	Software fees and other
	95
	
	
	103
	

	Maintenance
	205
	
	
	258
	

	Financing fees
	86
	
	
	128
	

	Professional services
	
	65
	
	
	
	83
	

	TOTAL REVENUE
	
	
	
	
	
	
	
	

	
	
	765
	
	
	
	712
	

	OPERATING EXPENSES
	
	
	
	
	
	
	
	

	Amortization of capitalized software costs
	119
	
	
	121
	

	Cost of professional services
	59
	
	
	80
	

	Selling, general and administrative
	381
	
	
	498
	

	Product development and enhancements
	165
	
	
	173
	

	Commissions and royalties
	60
	
	
	66
	

	Depreciation and amortization of goodwill and other intangibles
	
	34
	
	
	155
	

	TOTAL OPERATING EXPENSES
	
	
	
	
	
	
	

	
	
	818
	
	
	1,093
	

	Loss before other expenses
	(53 )
	
	(381 )
	

	Interest expense, net
	
	47
	
	
	
	69
	

	
	
	
	
	
	
	
	
	

	Loss before income taxes
	(100 )
	
	(450 )
	




	Income taxes
	
	(35 )
	
	(108 )
	

	NET LOSS
	
	
	
	
	
	
	

	
	$
	(65 )
	$
	(342 )
	

	BASIC LOSS PER SHARE
	
	
	
	
	
	
	

	
	$
	(.11 )
	$
	(.59 )
	

	
	
	
	
	
	
	
	

	Basic weighted-average shares used in computation
	
	578
	
	
	577
	

	DILUTED LOSS PER SHARE
	$
	(.11 )
	$
	(.59 )
	

	
	
	
	
	
	
	
	

	Diluted weighted-average shares used in computation*
	
	578
	
	
	577
	




* Common share equivalents are not included since their effect would be antidilutive.



See Notes to the Consolidated Condensed Financial Statements. 3

COMPUTER ASSOCIATES INTERNATIONAL, INC. AND SUBSIDIARIES

CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

(unaudited)

(in millions)

	
	
	
	For the Three Months
	

	
	
	
	Ended June 30,
	
	

	
	2002
	2001
	
	
	

	OPERATING ACTIVITIES:
	
	
	
	
	
	
	
	
	
	

	Net loss
	$  (65 )
	$ (342 )
	

	Adjustments to reconcile net loss to net cash provided
	
	
	
	
	
	
	
	
	
	

	by operating activities:
	
	
	
	
	
	
	
	
	
	

	Depreciation and amortization
	153
	
	276
	
	

	Provision for deferred income taxes
	(55 )
	(147 )
	

	Compensation expense related to stock and pension plans
	24
	
	24
	
	

	Decrease in noncurrent installment accounts receivable, net
	90
	
	173
	
	

	(Decrease) increase in deferred subscription revenue
	
	
	
	
	
	
	
	
	
	

	(collected) - noncurrent
	(25 )
	28
	
	

	Decrease in deferred maintenance revenue
	(76 )
	(68 )
	

	Decrease in trade and current installment accounts receivable, net
	327
	
	258
	
	

	Increase in deferred subscription revenue (collected) - current
	20
	
	102
	
	

	Changes in other operating assets and liabilities, excluding
	
	
	
	
	
	
	
	
	
	

	effects of acquisitions and divestitures
	
	(196 )
	(150 )
	

	NET CASH PROVIDED BY OPERATING ACTIVITIES
	
	197
	
	
	154
	
	
	

	INVESTING ACTIVITIES:
	
	
	
	
	
	
	
	
	
	

	Acquisitions, primarily purchased software, marketing rights
	
	
	
	
	
	
	
	
	
	

	and intangibles, net of cash acquired
	(9 )
	-
	
	

	Settlements of purchase accounting liabilities
	(10 )
	(17 )
	

	Purchases of property and equipment, net
	(4 )
	(7 )
	

	Disposition of business
	12
	
	-
	
	

	Sales of marketable securities, net
	2
	
	-
	
	

	Increase in capitalized development costs and other
	
	(10 )
	(14 )
	

	NET CASH USED IN INVESTING ACTIVITIES
	
	
	
	
	
	
	

	
	
	(19 )
	(38 )
	

	FINANCING ACTIVITIES:
	
	
	
	
	
	
	
	
	
	

	Debt repayments, net
	(562 )
	(310 )
	

	Exercise of common stock options and other
	9
	
	3
	
	

	Purchases of treasury stock
	
	(16 )
	(4 )
	

	
	
	
	
	
	
	
	
	
	
	




	NET CASH USED IN FINANCING ACTIVITIES
	(569 )
	(311 )
	

	DECREASE IN CASH AND CASH EQUIVALENTS BEFORE
	
	
	
	
	
	
	
	
	

	EFFECT OF EXCHANGE RATE CHANGES ON CASH
	(391 )
	(195 )
	

	Effect of exchange rate changes on cash
	
	24
	
	
	(4 )
	

	DECREASE IN CASH AND CASH EQUIVALENTS
	
	
	
	
	
	
	
	
	

	
	
	(367 )
	(199 )
	

	CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD
	1,093
	
	763
	

	CASH AND CASH EQUIVALENTS AT END OF PERIOD
	
	
	
	
	
	
	

	
	$  726
	
	$  564
	

	See Notes to the Consolidated Condensed Financial Statements.
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COMPUTER ASSOCIATES INTERNATIONAL, INC. AND SUBSIDIARIES NOTES TO THE CONSOLIDATED CONDENSED FINANCIAL STATEMENTS JUNE 30, 2002

NOTE A - BASIS OF PRESENTATION

The accompanying unaudited consolidated condensed financial statements have been prepared in accordance with generally accepted accounting principles ("GAAP") for interim financial information and with the instructions to Rule 10-01 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial statements. In the opinion of management, all adjustments considered necessary for a fair presentation have been included. All such adjustments are of a normal recurring nature. Operating results for the three months ended June 30, 2002 are not necessarily indicative of the results that may be expected for the fiscal year ending March 31, 2003. For further information, refer to the consolidated financial statements and footnotes thereto included in Computer Associates International, Inc.'s (the "Registrant" or the "Company") Annual Report on Form 10-K ("Form 10-K") for the fiscal year ended Marc h 31, 2002.

Basis of Revenue Recognition: The Company derives revenue from licensing software products, providing post-contract customer support and professional services. The Company licenses to customers the right to use its enterprise software products pursuant to software license arrangements. The timing and amount of license revenue recognized during an accounting period is determined by the nature of the contractual provisions included in the license arrangement with customers. For a detailed description of the Company's revenue recognition policy, refer to Note 1 of Form 10-K for the fiscal year ended March 31, 2002.

Reclassifications: Certain prior year balances have been reclassified to conform with the current year's presentation. For a detailed description of the reclassifications, refer to Note 1 of Form 10-K for the fiscal year ended March 31, 2002.

Net Loss Per Share: Basic loss per share and diluted loss per share are computed by dividing net loss by the weighted-average number of common shares outstanding for the period.

	
	
	
	For the Three Months

	
	
	
	
	
	
	Ended June 30,
	

	
	
	
	
	
	2002
	
	2001
	

	
	
	
	(in millions, except per share amounts)

	Net loss(1)
	$
	(65 )
	$
	(342 )

	Diluted Loss Per Share
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Weighted-average shares outstanding and
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	common share equivalents(2)
	
	
	578
	
	
	
	577
	

	Diluted loss per share
	$
	(.11 )
	$
	(.59 )

	Diluted Share Computation
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Weighted-average common shares outstanding
	
	
	578
	
	
	
	577
	

	Weighted-average convertible Senior Note shares outstanding
	
	
	- -
	
	
	
	- -
	

	Weighted-average stock options outstanding, net
	
	
	-
	
	
	
	-
	

	Weighted-average shares outstanding and
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	common share equivalents(2)
	
	
	578
	
	
	
	
	577
	



(1) If the three month period ended June 30, 2002 had resulted in net income and had the common share equivalents for the convertible Senior Notes (27 million) been dilutive, interest expense related to the convertible Senior Notes would have been added back to the net income in order to calculate diluted earnings per share. The related interest expense, net of tax, for the three month period ended June 30, 2002 totaled approximately $5 million.

(2) Common share equivalents are not included since their effect would be antidilutive. If the three month periods ended June 30, 2002 and 2001 had resulted in net income and had the common share

equivalents for the convertible Senior Notes been dilutive, the weighted-average shares outstanding and common share equivalents would have been 609 million and 585 million, respectively.
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COMPUTER ASSOCIATES INTERNATIONAL, INC. AND SUBSIDIARIES NOTES TO THE CONSOLIDATED CONDENSED FINANCIAL STATEMENTS JUNE 30, 2002

Statements of Cash Flows: For the three months ended June 30, 2002 and 2001, interest payments were $80 million and $98 million, respectively, and income taxes paid were $73 million and $122 million, respectively.

Cash Dividends: In May 2002, the Company's Board of Directors declared its regular, semi-annual cash dividend of $.04 per share, which totaled approximately $23 million. The dividend was paid on July 8, 2002 to stockholders of record on June 20, 2002.

Comprehensive Income (Loss): Comprehensive income (loss) includes unrealized gains or losses on the Company's available-for-sale securities and foreign currency translation adjustments. The components of comprehensive income (loss), net of related tax, for the three month periods ended June 30, 2002 and 2001 are as follows:

	
	
	
	
	For the Three Months
	
	
	
	
	
	

	
	
	
	
	
	
	Ended June 30,
	
	
	
	
	
	
	

	
	
	
	
	2002
	
	
	
	
	
	2001
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	(in millions)
	
	
	
	
	
	

	
	
	
	Net loss
	$
	(65 )
	$ (342 )
	
	
	
	
	
	
	

	
	
	
	Unrealized loss on marketable securities
	
	
	-
	
	
	
	
	
	(2 )
	
	
	
	
	
	
	

	
	
	
	Foreign currency translation adjustment
	
	
	88
	
	
	
	
	
	
	(7 )
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Total comprehensive income (loss)
	$
	23
	
	
	$ (351 )
	
	
	
	
	
	
	

	Accounts Receivable: Net trade and installment accounts receivable consist of the following:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	June 30,
	March 31,

	
	
	
	
	
	
	
	
	
	
	
	
	2002
	
	
	
	
	2002
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(in millions)
	
	
	
	

	
	Current
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Billed accounts receivable
	
	
	
	
	
	$
	676
	
	
	$
	1,011
	
	

	
	Unbilled amounts due within the next twelve months - new Business Model
	
	
	
	
	
	
	
	
	868
	
	
	
	
	790
	
	

	
	Unbilled amounts due within the next twelve months - old Business Model
	
	
	
	
	
	
	
	
	1,471
	
	
	
	
	1,535
	
	

	
	Less: Allowance for doubtful accounts
	
	
	
	
	
	
	
	
	
	(314 )
	
	
	(353 )

	
	Net amounts expected to be collected
	
	
	
	
	
	
	
	
	
	2,701
	
	
	
	
	
	2,983
	
	

	
	Less: Unearned revenue - current
	
	
	
	
	
	
	
	
	(1,137 )
	
	
	(1,158 )

	
	Net trade and installment accounts receivable - current
	
	
	
	
	
	$
	1,564
	
	
	$
	1,825
	
	

	
	Noncurrent
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Unbilled amounts due beyond the next twelve months - new Business Model
	
	
	
	
	
	$
	1,499
	
	
	$
	1,565
	
	

	
	Unbilled amounts due beyond the next twelve months - old Business Model
	
	
	
	
	
	
	
	
	2,648
	
	
	
	
	2,730
	
	

	
	Less: Allowance for doubtful accounts
	
	
	
	
	
	
	
	
	
	(70 )
	
	
	(60 )

	
	Net amounts expected to be collected
	
	
	
	
	
	
	
	
	
	4,077
	
	
	
	
	
	4,235
	
	

	
	Less: Unearned revenue - noncurrent
	
	
	
	
	
	
	
	
	(2,567 )
	
	
	(2,669 )

	
	Net installment accounts receivable - noncurrent
	
	
	
	
	
	$
	
	1,510
	
	
	$
	1,566
	
	



At June 30, 2002 and March 31, 2002, unearned revenue - current consists of unamortized discounts of $265 million and $288 million, respectively, unearned maintenance of $276 million and $290 million, respectively, deferred subscription revenue of $551 million and $522 million, respectively, and unearned professional services of $45 million and $58 million, respectively.

At June 30, 2002 and March 31, 2002, unearned revenue - noncurrent consists of unamortized discounts of $373 million and $417 million, respectively, unearned maintenance of $303 million and $333 million, respectively, and deferred subscription revenue of $1.891 billion and $1.919 billion, respectively.
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COMPUTER ASSOCIATES INTERNATIONAL, INC. AND SUBSIDIARIES NOTES TO THE CONSOLIDATED CONDENSED FINANCIAL STATEMENTS JUNE 30, 2002

Acquisition-related liabilities: As disclosed in the Company's Form 10-K for the fiscal year ended March 31, 2002, the Company acquired several businesses in fiscal year 2000 and prior. The acquisition related costs and remaining balances are provided below. Since the beginning of fiscal year 2003 and for the full fiscal years 2002 and 2001, the Company did not complete any acquisitions that would have given rise to additional acquisition related liabilities.

	
	Sterling
	
	PLATINUM
	Other

	
	
	
	
	
	
	
	

	Duplicate
	Duplicate
	Duplicate




	
	
	Facilities &
	Employee
	
	Facilities &
	Employee
	
	Facilities &
	Employee
	

	
	Other Costs
	Costs
	Other Costs
	
	Costs
	Other Costs
	
	Costs
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(in millions)
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balance at March 31, 2000:
	$
	169
	
	
	$
	304
	$
	180
	
	$
	68
	$
	27
	
	$
	20
	
	

	Settlements
	
	
	(30 )
	
	
	
	(302 )
	
	
	(53 )
	
	
	(19 )
	
	
	(4 )
	
	
	(7 )
	

	Adjustments
	
	
	(39 )
	
	
	
	25
	
	
	(28 )
	
	
	(4 )
	
	
	-
	
	
	
	-
	
	

	Balance at March 31, 2001:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	$
	100
	
	
	$
	27
	$
	99
	
	$
	45
	$
	23
	
	$
	13
	
	

	Settlements
	
	
	(22 )
	
	
	
	(5 )
	
	
	(25 )
	
	
	(15 )
	
	
	(5 )
	
	
	(5 )
	

	Adjustments
	
	
	-
	
	
	
	
	(16 )
	
	
	(23 )
	
	
	(3 )
	
	
	(12 )
	
	
	(7 )
	

	Balance at March 31, 2002:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	$
	78
	
	
	$
	6
	$
	51
	
	$
	27
	$
	6
	
	$
	1
	
	

	Settlements
	
	
	(1 )
	
	
	
	-
	
	
	(7 )
	
	
	(2 )
	
	
	(1 )
	
	
	-
	
	

	Adjustments
	
	
	-
	
	
	
	
	-
	
	
	-
	
	
	
	-
	
	
	-
	
	
	
	-
	
	

	Balance at June 30, 2002:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	$
	
	77
	
	
	$
	
	6
	$
	44
	
	$
	25
	$
	5
	
	$
	1
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



The employee costs consist of involuntary termination benefits and the duplicate facilities and other costs relate to operating leases which expire at various times through 2010, negotiated buyouts of operating lease commitments and other contractually related liabilities. The fiscal year 2001 Sterling Software, Inc. ("Sterling") and PLATINUM technology International, inc. ("PLATINUM") adjustments represent changes in the exit plan from its formulation until its finalization less than one year from the completion of the respective acquisition. The remaining acquisition adjustments, which resulted in a reduction to the corresponding liability and related goodwill, represent reductions due to the settlement of obligations at amounts less than those originally estimated.

Identified Intangible Assets: In July 2001, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standards ("SFAS")

No. 142, "Goodwill and Other Intangible Assets," which requires the use of a non-amortization approach to account for goodwill and certain intangible assets.

The Company adopted SFAS No. 142 on April 1, 2002. See Note C to these Consolidated Condensed Financial Statements for additional information.

In the table below, capitalized software includes both purchased and internally developed software costs and other identified intangible assets includes both customer relationships and trademarks/trade name costs. Internally developed capitalized software costs are included in the "Other noncurrent assets" line item on the accompanying Consolidated Condensed Balance Sheets. Other identified intangible asset costs are included in the "Goodwill and other intangible assets" line item on the accompanying Consolidated Condensed Balance Sheets. The gross carrying amounts and accumulated amortization for identified intangible assets subject to amortization are as follows:

	
	
	
	
	
	At June 30, 2002
	
	
	
	
	

	
	
	Gross
	
	
	Accumulated
	
	
	
	Net

	
	
	Assets
	
	
	Amortization
	
	Assets

	
	
	
	
	
	
	
	(in millions)
	
	
	
	
	
	

	Capitalized software:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Purchased
	$
	4,493
	
	$
	2,759
	
	
	$
	1,734

	Internally developed
	
	361
	
	
	
	
	229
	
	
	
	132

	Other
	
	
	370
	
	
	
	
	
	107
	
	
	
	
	263

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total
	$
	
	5,224
	
	$
	
	3,095
	
	
	$
	
	2,129
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COMPUTER ASSOCIATES INTERNATIONAL, INC. AND SUBSIDIARIES NOTES TO THE CONSOLIDATED CONDENSED FINANCIAL STATEMENTS JUNE 30, 2002

	
	
	
	
	
	At March 31, 2002
	
	
	
	
	
	

	
	
	Gross
	
	
	Accumulated
	
	
	
	Net

	
	
	Assets
	
	
	Amortization
	
	Assets

	
	
	
	
	
	
	(in millions)
	
	
	
	
	
	

	Capitalized software:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Purchased
	$
	4,484
	$
	2,648
	
	
	$
	1,836

	Internally developed
	
	351
	
	
	
	221
	
	
	
	130

	Other
	
	
	370
	
	
	
	97
	
	
	
	
	
	273

	
	
	
	
	
	
	
	
	
	
	
	
	

	Total
	$
	5,205
	$
	2,966
	
	
	$
	2,239

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



For the first quarter of fiscal year 2003 and 2002, amortization of capitalized software costs was $119 million and $121 million, respectively. Amortization of other identified intangible assets was $10 million and $13 million in the first quarter of fiscal year 2003 and 2002, respectively. Amortization for other identified intangible assets for the first quarter of fiscal year 2002 is inclusive of assembled workforce amortization of $3 million in accordance with GAAP in effect prior to the adoption of SFAS No. 142.

Upon adoption of SFAS No. 142 in April 2002, assembled workforce no longer meets the definition of an identifiable intangible asset. As a result, the net balance of $79 million has been reclassified to goodwill. The carrying amount of goodwill as of June 30, 2002, inclusive of assembled workforce, was $4.566 billion,

which includes an approximate $4 million effect from foreign currency exchange rate fluctuations during the quarter ended June 30, 2002. All intangible assets were amortized during the fiscal year ended March 31, 2002 in accordance with GAAP in effect at that time.

Based on identified intangible assets recorded through June 30, 2002, the annual amortization expense is expected to be as follows:

	
	
	
	
	
	
	
	
	
	Year Ended March 31,
	
	
	
	
	

	
	2003
	
	
	2004
	
	
	2005
	
	2006
	2007

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	(in millions)
	
	
	
	
	
	
	
	
	

	Capitalized software:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Purchased
	$433
	
	$418
	$390
	$362
	$243

	Internally developed
	36
	
	35
	30
	22
	14

	Other
	
	39
	
	
	39
	
	
	39
	
	
	39
	
	23

	Total
	$508
	
	$492
	$459
	$423
	$280

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



NOTE B - DIVESTITURE

In April 2002, the Company completed the divestiture to SSA Global Technologies, Inc. ("SSA") of certain assets of the Company, principally the supply-chain management, financial management and human resource management product lines under the name interBiz. Proceeds from the divestiture totaled $25 million, approximately $12 million of which was received in the quarter ended June 30, 2002 and the remainder is due one year from the date of the divestiture. These interBiz operations generated approximately $20 million of revenue and $25 million of direct expenses for the first quarter of fiscal year 2002. As part of the transaction, net billed and unbilled accounts receivable and net deferred subscription revenue were reduced by approximately $25 million and $72 million, respectively. Approximately 725 employees were transferred to SSA as part of this transaction. Under the provisions of SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Asse ts to Be Disposed Of," the Company recorded in March 2002 a $59 million non-cash impairment charge to operations related to its investment in interBiz assets. This non-cash impairment charge was included in SG&A on the Company's Form 10-K for the year ended March 31, 2002.
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COMPUTER ASSOCIATES INTERNATIONAL, INC. AND SUBSIDIARIES NOTES TO THE CONSOLIDATED CONDENSED FINANCIAL STATEMENTS JUNE 30, 2002

NOTE C - RECENT ACCOUNTING PRONOUNCEMENTS

The Company adopted SFAS No. 142 effective April 1, 2002, which had the effect of prospectively eliminating the Company's amortization of goodwill beginning with the first quarter of fiscal year 2003. Under the non- amortization approach, goodwill and certain other intangibles will not be amortized into results of operations, but instead will be reviewed for impairment, written down and charged to results of operations only in periods in which the recorded value of goodwill and certain other intangibles is more than its fair value. The Company obtained an independent valuation as of April 2002 which did not identify any evidence of a potential impairment; however, future impairment reviews may result in write-downs. The Company did not acquire any goodwill during the first quarter of fiscal year 2003 nor did it record a gain or loss on disposal of all or a portion of a reporting unit during the first quarter of fiscal year 2003. A reconciliation of previously reported net loss and loss per share to the amounts adjusted for the exclusion of goodwill and assembled workforce amortization, net of related income tax effect, is as follows:

	
	
	For the Three Months

	
	
	
	
	Ended June 30,
	

	
	
	2002
	
	
	
	2001
	
	
	

	
	(in millions, except per share amounts)

	Reported net loss
	$
	(65 )
	$
	(342 )
	

	Goodwill amortization, net of tax
	
	
	
	-
	
	
	
	114
	
	

	Assembled workforce amortization, net of tax
	
	
	
	-
	
	
	
	
	3
	
	

	
	
	
	
	
	
	
	
	
	

	Adjusted net loss
	$
	(65 )
	$
	(225 )
	

	
	
	
	
	
	
	
	
	
	

	Reported basic and diluted loss per share
	$
	(.11 )
	$
	(.59 )
	

	Goodwill amortization, net of tax
	
	
	
	-
	
	
	
	.20
	
	

	Assembled workforce amortization, net of tax
	
	
	
	-
	
	
	
	
	-
	
	

	
	
	
	
	
	
	
	
	

	Adjusted basic and diluted loss per share
	$
	(.11 )
	$
	(.39 )
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	



In August 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement Obligations." SFAS No. 143 requires, among other things, that entities record the fair value of a liability for an asset retirement obligation in the period in which it is incurred. This statement is not expected to have an impact on the Company.

In October 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets" which supersedes SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of." SFAS No. 144 provides a single accounting model for long-lived assets to be disposed of. Although retaining many of the fundamental recognition and measurement provisions of SFAS No. 121, the Statement significantly changes the criteria that would have to be met to classify an asset as held-for-sale. Under SFAS No. 144, assets held-for-sale are stated at the lower of their fair values or carrying amounts and depreciation is no longer recognized. The Company adopted SFAS No. 144 effective April 1, 2002. There was no impact on the Company as a result of adopting SFAS No. 144.

In April 2002, the FASB issued SFAS No. 145, "Rescission of FASB Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical Corrections." SFAS No. 145, among other things, rescinds SFAS No. 4, which required all gains and losses from the extinguishment of debt to be classified as an extraordinary item and amends SFAS No. 13 to require that certain lease modifications that have economic effects similar to sale-leaseback transactions be accounted for in the same manner as sale-leaseback transactions. This statement is not expected to have an impact on the Company.
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This Form 10-Q contains certain forward-looking statements and information relating to the Company that are based on the beliefs and assumptions made by the Company's management as well as information currently available to management. When used in this document, the words "anticipate," "believe," "estimate," "expect" and similar expressions, are intended to identify forward-looking statements. Such statements reflect the current views of the Company with respect to future events and are subject to certain risks, uncertainties and assumptions, some of which are described below in the section "Risks and Uncertainties." Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual results may vary materially from those described herein as anticipated, believed, estimated or expected. The Company does not intend to update these forward-looking statements except as may be require d by law.

CRITICAL ACCOUNTING POLICIES AND BUSINESS PRACTICES

Note 1 of the consolidated financial statements included in the Company's Form 10-K for the fiscal year ended March 31, 2002 contains a summary of the significant accounting policies that are used by the Company. Many of these accounting policies require the use of estimates. Critical accounting estimates, which are important to the portrayal of the Company's financial condition and require complex, subjective judgments, are as follows:

Basis of Revenue Recognition

In October 2000, the Company announced a shift to its new Business Model ("new Business Model"), offering customers the flexibility and freedom to adapt to rapidly changing enterprise requirements while reducing the risks and costs associated with traditional software licensing models. Under the new Business Model, customers can determine the length and dollar value of their software licenses. The new Business Model provides customers with the flexibility to subscribe to software under month-to-month licenses or choose cost certainty by committing to a longer-term arrangement. The new Business Model also permits customers to vary their software mix as their business and technology needs change, including the right to receive unspecified future software within designated product lines for no additional fee. The Company believes the new Business Model improves the visibility and predictability of the Company's revenue streams by recognizing license revenue on a ratable basis ra ther than on an up-front, one-time basis as the Company did prior to the quarter ended December 31, 2000.

The terms of these new Business Model arrangements are structured such that product revenue is generally recognized ratably over the term of the license on a monthly basis; this has impacted the Company's reported revenue on a Generally Accepted Accounting Principles ("GAAP") basis. The portion of the license arrangement that is not recognized currently as revenue creates deferred subscription revenue which will be recognized as revenue over the remaining term of the arrangement.

Prior to the introduction of the new Business Model, maintenance revenue was bundled for a portion of the term of the license arrangement. Under these arrangements, the maintenance, which was based on optional annual renewal rates stated in the arrangement, initially was deferred and subsequently amortized into revenue over the initial contractual term of the arrangement. Maintenance renewals have been recognized ratably over the term of the renewal arrangement. For arrangements executed under the new Business Model, maintenance is bundled for the entire term of the license arrangement and, along with the license fee, is recognized ratably as subscription revenue over the entire term of the license arrangement commencing upon delivery of the currently available software products.

Financing fees result from the initial discounting to present value of product sales with extended payment terms under the Company's business model in place prior to October 2000 ("old Business Model") and the subsequent increase of receivables to represent the amount due and payable by customers. Financing fees will continue to decrease as they are amortized over the arrangement term since the Company no longer records the present value of product sales as earned revenue at contract signing under the new Business Model.
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Accounts Receivable

As detailed in the table included in Note A to the Consolidated Condensed Financial Statements at June 30, 2002, net trade and installment accounts receivable, after accounting for unearned revenue and the allowance for doubtful accounts, is $3.074 billion.

The Company maintains an allowance for doubtful accounts relating to the portion of the accounts receivable that has been recognized as revenue, which the Company does not expect to collect in full. The Company performs a quarterly analysis to determine the appropriate allowance for doubtful accounts. This analysis includes various analytical procedures and a review of factors, including specific individual balances selected from a cross-section of the accounts that comprise total accounts receivable, the Company's history of collections of long-term contracts, as well as the overall economic environment. The Company's ability to collect its accounts receivable is dependent upon a number of factors including the performance of its products, customer satisfaction, financial condition of customers and general economic conditions. Changes to these factors will influence the amount of the required allowance.

The Company expects the allowance for doubtful accounts to continue to decline as net installment accounts receivable under the old Business Model are billed and collected over the remaining life.

Deferred Tax Assets

The Company has recognized for financial statement purposes a portion of the tax benefits connected with losses related to operations. At June 30, 2002, the current and noncurrent deferred tax assets, net of a valuation allowance, totaled $78 million and $38 million, respectively, and have been offset against the respective deferred tax liabilities. This recognition assumes that the Company will be able to generate sufficient future taxable income so that the carryforward of these losses will be realized. The factors that the Company considers in assessing the likelihood of realization include the forecast of future taxable income and available tax planning strategies that could be implemented to realize the deferred tax assets. Deferred tax assets are primarily comprised of acquisition liabilities, such as duplicate facility, employee severance and other costs, and foreign net operating losses ("NOLs"). The NOLs generally expire between 2003 and 2013. A


valuation allowance w as established in fiscal year 2002 for certain foreign deferred tax assets the Company believes may not be realized. Adjustments to the valuation allowance may be made in the future if it is determined that the amount of NOLs realized is greater or less than the amount recorded.

Valuation of Intangibles

Goodwill represents the excess of the aggregate purchase price over the fair value of the net assets acquired by the Company in purchase business combinations and is not readily exchangeable for cash. The Company has historically amortized goodwill using the straight-line method based on an estimated useful life of 10 to 20 years. In July 2001, the FASB issued SFAS No. 142, "Goodwill and Other Intangible Assets," which provides that intangible assets with finite useful lives be amortized and that goodwill and intangible assets with indefinite lives not be amortized, but rather be tested at least annually for impairment. The Company adopted SFAS No. 142 effective April 1, 2002. Upon adoption, the Company stopped the amortization of goodwill with a net carrying value, exclusive of assembled workforce, of approximately $4.483 billion at March 31, 2002. The Company obtained an independent valuation as of April 2002 which did not identify any evidence of a potential impairment; ho wever, future impairment reviews may result in write-downs. The valuation is based upon the Company's forecast of operating results for the entity that has recorded goodwill, as well as estimates of fair value of the entity and its tangible and intangible assets.

The carrying value of capitalized software products (purchased software and internally developed software) and other intangible assets are reviewed on a regular basis for the existence of facts or circumstances, both internally and externally, that may suggest impairment, which includes an assessment of the net realizable value for capitalized software products and the future recoverability of cost for other intangible assets as of the balance sheet date.
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RESULTS OF OPERATIONS

Revenue:

Total revenue for the quarter ended June 30, 2002 increased $53 million, or 7%, from the prior year's comparable quarter. The increase was primarily due to the Company's transition to the new Business Model during the third quarter of fiscal year 2001, which resulted in an increase in subscription revenue from the prior year's comparable period, offset by a decrease in maintenance, financing fees and professional services revenue. The revenue increase was also offset by the sale of the Company's interBiz unit in April 2002, which had contributed approximately $20 million of revenue in the prior fiscal year's comparable quarter. Apprehension towards capital spending by the Company's existing and potential customers due to weak conditions in the overall economy and the technology industry also adversely impacted revenue in the first fiscal quarter of 2003. The Company does not expect an improvement in capital spending by customers until there is an improvement in general economic and ind ustry conditions.

Subscription revenue increased $174 million, or 124%, from the comparable prior year quarter. Subscription revenue represents the ratable revenue recognized over the contract term on contracts executed under the new Business Model. The increase is primarily due to the introduction of the new Business Model in the third quarter of fiscal year 2001; the three month period ended June 30, 2001 included revenue earned from contracts executed for only nine months whereas the current quarter benefited from an additional twelve months of operations under the new Business Model. For the quarters ended June 30, 2002 and 2001, the new total deferred subscription revenue added totaled $322 million and $502 million, respectively. The approximate duration on contracts executed under the new Business Model in the quarters ended June 30, 2002 and 2001 averaged 2.75 years and 4.00 years, respectively.

Software fees and other consists of royalties and revenue from arrangements with distribution partners and original equipment manufacturer ("OEM") partners and decreased $8 million, or 8%, from the comparable prior year quarter. The decrease was attributable to a reduction in revenue from arrangements with distribution and OEM partners due primarily to a difficult economic environment, which adversely impacted sales.

Maintenance revenue for the quarter ended June 30, 2002 was $205 million, a decrease of $53 million, or 21%, from the quarter ended June 30, 2001. The decrease is attributable to arrangements executed under the new Business Model which include maintenance revenue that is bundled with license revenue and is included in the "Subscription revenue" line item on the accompanying Consolidated Condensed Statements of Operations. Together, the maintenance and license revenue is recognized ratably over the term of the arrangement. Maintenance revenue will continue to decrease as deferred maintenance revenue under the Company's old Business Model is amortized over the contract term, partially offset by new revenue earned from customers who elect to continue to receive optional maintenance at the expiration of the original contract term of their arrangements.

Financing fees result from the initial discounting to present value of product sales with extended payment terms under the Company's old Business Model and the subsequent increase of receivables to represent the amount due and payable by customers. This accretion of financing revenue on the receivables due in future years is recorded as financing fees. Financing fees decreased $42 million, or 33%, compared to the quarter ended June 30, 2001, due to the discontinuance of contracts offered under the old Business Model. Financing fees will continue to decrease as they are amortized over the arrangement term since the Company no longer records the present value of product sales as earned revenue at contract signing under the new Business Model.

Professional services decreased $18 million, or 22%, from the prior year's comparable quarter as a result of the weak spending environment that affected the IT service sector in general, as well as the Company's continued shift in focus to professional services engagements that are centered around the Company's products. Quantification of the impact each of these factors had on the decrease in professional services revenue is not readily determinable.
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Consistent with and for the same reasons as the overall increase in total revenue, North America and international revenue for the first fiscal quarter increased 4% and 13% over the prior year's first fiscal quarter, respectively. North America revenue represented 64% and 66% of revenue for the June 2002 and June 2001 quarters, respectively.

North

Three Months Ended	America	International


(in millions)

	June 30, 2002
	$ 491
	$ 274

	June 30, 2001
	470
	242



Price changes did not have a material impact in this quarter or the prior year's first fiscal quarter.

Costs and Expenses:

Amortization of capitalized software costs consists of the amortization of both purchased software as well as capitalized internally-generated software development costs associated with new products and significant enhancements to existing software products that have reached technological feasibility.

Cost of professional services consists primarily of personnel related costs to provide professional services and training to customers. Cost of professional services decreased $21 million, or 26%, due primarily to a reduction in professional services and related personnel costs from the comparable prior year quarter.

Selling, general and administrative ("SG&A") expenses for the first quarter of fiscal year 2003 decreased $117 million, or 23%, compared to the prior year's quarter. The decrease was largely attributable to the Company's emphasis on overall cost control measures, including a reduction in personnel and personnel related costs of approximately $65 million related to a decrease in headcount. The headcount of approximately 16,000 for the quarter ended June 30, 2002 was approximately 2,000 less than the headcount in the prior year's comparable quarter. The decrease in headcount was the result of a reduction in workforce of approximately 900 employees in October 2001, a reduction of approximately 725 employees from the divestiture of interBiz and the balance of the reduction was primarily due to attrition. The decrease in SG&A expenses was also attributable to a reduction of the provision for doubtful accounts as a result of a decrease in net installment accounts receivable rel ated to the old Business Model. The Company's interBiz unit, which was divested in April 2002, contributed approximately $22 million of SG&A expenses in the prior year comparable quarter, the majority of which related to personnel costs.

Net product development and enhancement expenditures decreased $8 million, or 5%, for the first fiscal quarter of 2003 as compared to the prior year's first fiscal quarter. However, as a percentage of operating expenses, net research and development expenditures increased from approximately 18% in the first quarter of fiscal year 2002, excluding the amortization of goodwill and assembled workforce, to approximately 20% in the current year's comparable quarter. This resulted from the Company's continued focus on product development and enhancements, with an emphasis on adapting and enhancing products for distributed processing and IBM's z/OS environments, as well as a broadening of the Company's enterprise product offerings.

Commissions and royalties decreased $6 million, or 9%, for the first quarter of this fiscal year as compared with the prior year's comparable quarter. The decrease was the result of lower current quarter sales activity and the sale of the Company's interBiz unit, which contributed approximately $3 million of such expenses in the prior year comparable quarter.

Depreciation and amortization of goodwill and other intangible assets in the first fiscal quarter of 2003 decreased $121 million, or 78%, over the first fiscal quarter of the prior year. The decrease was a result of the Company's adoption of SFAS No. 142, whereby a non-amortization approach is used to account for goodwill and certain intangible assets. Under the non-amortization approach, goodwill and certain intangible assets are not amortized
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into results of operations, but instead are reviewed for impairment, written down and charged to results of operations only in periods in which the recorded values of goodwill and certain intangibles are more than their fair value. The Company obtained an independent valuation as of April 2002 which did not identify any evidence of a potential impairment; however, future impairment reviews may result in write-downs. In accordance with GAAP at that time, the Company amortized $114 million and $3 million of goodwill and assembled workforce for the quarter ended June 30, 2001, respectively.

Net interest expense decreased $22 million, or 32%, for the first fiscal quarter of 2003 compared to the prior year's first fiscal quarter. Of the total amount, $10 million was a result of the decrease in the average variable interest rate and $12 million was due to the decrease in average debt outstanding.

Operating Margins:

For the first quarter of fiscal year 2003, the pretax loss was $100 million as compared with the pretax loss of $450 million in the prior year's comparable quarter. The net loss in both periods was primarily related to a decline in revenue associated with the Company's transition to the new Business Model, offset partially by a reduction in expenses of $180 million or 17%, for the June 2002 quarter compared to the June 2001 quarter, excluding the amortization of goodwill and assembled workforce. The Company's consolidated effective tax rate was 35% and 24% for the quarters ended June 30, 2002 and 2001, respectively. The increased effective tax rate in the quarter ended June 30, 2002 reflects the impact of the Company's adoption of SFAS No. 142, which eliminated goodwill amortization that is non-deductible for income tax purposes.

LIQUIDITY AND CAPITAL RESOURCES

Cash, cash equivalents and marketable securities totaled $811 million at June 30, 2002, a decrease of $369 million from the March 31, 2002 balance of $1.180 billion. Cash from operations and cash on hand as of March 31, 2002 were used to repay approximately $562 million in outstanding debt and to fund stock repurchases of approximately $16 million. Cash generated from operations for the quarters ended June 30, 2002 and 2001 was $197 million and $154 million, respectively. Cash from operations was favorably impacted this quarter compared with the prior fiscal year's quarter by a reduction in interest and income tax payments of $18 million and $49 million, respectively.

The Company's bank credit facilities consist of a $1 billion four-year revolving credit facility and a $2 billion four-year term loan. During the quarter ended June 30, 2002, the Company made a scheduled repayment of $171 million of the term loan facility and a voluntary prepayment of $250 million of the revolving credit facility that was due in the first quarter of fiscal year 2004. As of June 30, 2002, $429 million remained outstanding under the four-year term loan and $350 million was drawn under the four-year revolver. The interest rates on such debt are determined based on a ratings grid, which applies a margin to the prevailing London InterBank Offered Rate ("LIBOR").

The Company has a $1 billion Commercial Paper ("CP") program. The four-year revolver supports the CP program as a backstop facility. As of June 30, 2002, $21 million was outstanding under the CP program. The Company intends to pay down the outstanding balance on the CP program in the second quarter of fiscal year 2003 and may consider issuing CP at a future date.


The Company also utilizes other financial markets in order to maintain its broad sources of liquidity. In fiscal year 1999, $1.750 billion of unsecured Senior Notes were issued in a transaction pursuant to Rule 144A of the Securities Act of 1933 ("Rule 144A"). Amounts borrowed, rates and maturities for each issue are $575 million at 6.25% due April 15, 2003, $825 million at 6.375% due April 15, 2005 and $350 million at 6.5% due April 15, 2008. During the quarter the Company repurchased $15 million of the 6.25% Senior Notes due April 15, 2003. As of June 30, 2002, $64 million was outstanding under the Company's 6.77% Senior Notes. These notes call for annual repayment of $64 million each April with a final maturity in April 2003.
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In fiscal year 2002, $660 million of unsecured 5% Convertible Senior Notes, due March 15, 2007, were issued in a transaction pursuant to Rule 144A. The Notes are senior unsecured indebtedness and rank equally with all existing senior unsecured indebtedness. Concurrently with the issuance of the Notes, the Company entered into a call spread repurchase option transaction ("Call Spread"). Under the terms of the Call Spread, the Company has the option to purchase outstanding shares equivalent to the number of shares that may be issued if all Notes are converted into shares (27.116 million shares), thereby mitigating dilution to stockholders. The Call Spread can be exercised at the three year anniversary of the issuance of the notes at an exercise price of $24.83 per share. To limit the cost of the Call Spread, an upper limit of $36.60 per share has been set such that if the price of the common stock is above that limit at the time of exercise, the number of shares eligible to be purchased will be proportionately reduced based on the amount the common share price exceeds $36.60 at the time of exercise.

Unsecured and uncommitted multi-currency lines of credit are available to meet any short-term working capital needs for subsidiaries operating outside the United States. These lines total $31 million, of which $17 million was drawn as of June 30, 2002.

Debt ratings for the Company's senior unsecured notes and its bank credit facilities are BBB+ and Baa2 from Standard & Poor's and Moody's Investors Service, respectively. The Company's CP program is rated A-2 from Standard & Poor's and P-2 from Moody's. Peak borrowings under all debt facilities during the quarter ended June 30, 2002 totaled approximately $3.842 billion with a weighted-average interest rate of 5.64%.

As of June 30, 2002, the cumulative number of shares purchased under the Company's various open market common stock repurchase programs since fiscal year 1991 was 171 million, including approximately 1 million shares purchased in the first quarter of fiscal year 2003. The remaining number of shares authorized for repurchase is approximately 29 million.

Capital resource requirements as of June 30, 2002 consisted of lease obligations for office space, computer equipment, mortgage or loan obligations and amounts due as a result of product and company acquisitions. The Company has commitments to invest $13 million in connection with joint venture agreements.

It is expected that existing cash, cash equivalents, marketable securities, the availability of borrowings under credit lines and expected cash provided from operations will be sufficient to meet ongoing cash requirements. The Company expects to renew its bank credit lines prior to their expiration during the quarter ending June 30, 2003. The Company expects its long-standing history of providing extended payment terms to customers to continue under the new Business Model.

ANNUAL MEETING OF STOCKHOLDERS

The Company's annual meeting of stockholders will be held on August 28, 2002. Among other items on the agenda, the stockholders will elect eleven directors to serve on the Company's Board for the coming year. The Company announced on July 16, 2002 that it had added four new independent directors, which increased the size of the Board from eleven to fifteen. Four of the directors will not stand for re-election at the annual meeting, reducing the size of the Board to eleven. Ranger Governance Ltd. ("Ranger") has contested the election and has announced its intention to solicit proxies from the Company's stockholders to replace five members of the current Board with a slate of five individuals nominated by Ranger.

RISKS AND UNCERTAINTIES

Current and potential stockholders should consider carefully the risk factors described below. Any of these factors, or others, many of which are beyond the Company's control, could negatively affect the Company's revenue, profitability or cash flow in the future.
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Operating results and revenue are subject to fluctuations caused by many factors.

Quarterly and annual results of operations are affected by a number of factors, including those listed below, which in turn could adversely affect the Company's revenue, profitability or cash flow in the future. These factors include:

· Demand for products and services;

· Length of sales cycle;

· Customer implementation of the Company's products;

· Magnitude of price and product competition;

· Introduction of new hardware;

· General economic conditions in countries in which customers do a substantial amount of business;

· Customer budgets for hardware and software;

· Ability to develop and introduce new or enhanced versions of the Company's products;

· Changes in foreign currency exchange rates;

· Ability to control costs;

· The size of licensing transactions;

· Ability to retain qualified personnel; and Reaction of customers to the new Business Model


Any of the foregoing factors may cause the Company's operating expenses to be disproportionately high or cause its revenue and operating results to fluctuate. As a consequence, the Company's business, financial condition and operating results could be adversely affected.

The computer software business is highly competitive.

The market in which the Company competes is marked by rapid and substantial technological change, the steady emergence of new companies and products, evolving industry standards and changing customer needs. To remain competitive, the Company must develop new products and continue to enhance existing products. The Company may be unsuccessful in its ability to develop new releases or new products that meet the needs of its customers in light of competitive alternatives available in the market. In addition, the introduction of new products or versions of existing products may not meet with customer acceptance or may be delayed. The Company's inability to bring new products and enhancements to existing products to the market in a timely manner or the failure for these products to achieve market acceptance could have a material adverse effect on its business, financial condition and operating results.

The software business is marked by easy entry and large, entrenched businesses.

Many companies with whom the Company competes, including IBM, Sun, HP and other large computer manufacturers, have substantial resources, a larger installed base of customers in any particular market niche, as well as the ability to develop and market software programs similar to and competitive with the products offered by the Company. Competitive products are also offered by numerous independent software companies that specialize in specific aspects of the highly fragmented software industry. Some, like Microsoft, Oracle Corporation and SAP AG, are the leading developers and vendors in their specialized markets. In addition, new companies enter the market on a frequent and regular basis, offering products that compete with those offered by the Company. Increased competition also results from consolidation of existing companies within the industry. Additionally, many customers historically have developed their own solutions that compete with those offered by the Company. Competition f rom any of these sources can result in price reductions, or displacement of the Company's products, which could have a material adverse effect on the Company's business, financial condition and operating results.

The Company's products must remain compatible with ever-changing operating environments.

IBM, HP, Sun and Microsoft are by far the largest suppliers of systems software and, in most cases, are the manufacturers of the computer hardware systems used by most of the Company's customers. Historically, these operating system developers have modified or introduced new operating systems, systems software and computer hardware. Such new products could in the future incorporate features which perform functions currently
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performed by the Company's products or could require substantial modification of the Company's products to maintain compatibility with these companies' hardware or software. Although the Company has to date been able to adapt its products and its business to changes introduced by hardware manufacturers and system software developers, there can be no assurance that it will be able to do so in the future. Failure to adapt the Company's products in a timely manner to such changes or customer decisions to forego the use of the Company's products in favor of those with comparable functionality contained either in the hardware or operating system could have a material adverse effect on its business, financial condition and operating results.

Future product development is dependent upon access to third-party operating systems.

In the past, licensees using proprietary operating systems were furnished with "source code," which makes the operating system generally understandable to programmers, and "object code," which directly controls the hardware and other technical documentation. Since the availability of source code facilitated the development of systems and applications software, which must interface with the operating systems, independent software vendors such as the Company were able to develop and market compatible software. IBM and other hardware vendors have a policy of restricting the use or availability of the source code for some of their operating systems. To date, this policy has not had a material effect on the Company. Some companies, however, may adopt more restrictive policies in the future or impose unfavorable terms and conditions for such access. These restrictions may, in the future, result in higher research and development costs for the Company in connection with th e enhancement and modification of the Company's existing products and the development of new products. Although the Company does not expect that such restrictions will have this adverse effect, there can be no assurances that such restrictions or other restrictions will not have a material adverse effect on the Company's business, financial condition and operating results.

Third-party microcode could impact product development.

The Company anticipates ongoing use of microcode or firmware provided by hardware manufacturers. Microcode and firmware are essentially software programs in hardware form and are therefore less flexible than other types of software. The Company believes that such continued use will not have a significant impact on the Company's operations and that its products will remain compatible with any changes to such code. However, there can be no assurance that future technological developments involving such microcode will not have an adverse impact on the Company's business, financial condition and operating results.

Customer decisions are influenced by general economic conditions.

The Company's products are designed to improve the productivity and efficiency of its customers' information processing resources. In a recessionary environment, the Company's products are often a reasonable economic alternative for customers faced with the prospect of incurring expenditures to increase their existing information processing resources. However, a general slowdown in the world economy or a particular region could cause customers to delay or forego decisions to license new products or upgrades to their existing environments and this could adversely affect the Company's business, financial condition and operating results.

Failure to protect the Company's intellectual property rights would weaken its competitive position.

Future success of the Company is dependent upon its proprietary technology. The Company protects its proprietary information through the use of patent, copyright, trademark, trade secret laws, confidentiality procedures and contractual provisions. Notwithstanding the Company's efforts to protect its proprietary rights, policing unauthorized use or copying of its proprietary information is difficult. Unauthorized use or copying occurs from time to time and litigation to enforce intellectual property rights could result in significant costs and diversion of resources. Moreover, the laws of some foreign jurisdictions do not afford the same degree of protection to the Company's proprietary rights as do the laws of the United States. For example, "shrink-wrap" or "click-on" licenses may be unenforceable in whole or in part in some jurisdictions in which the Company operates. In addition, patents the Company has obtained may be circumvented,

challenged, invalidated or des igned around by other companies. The Company's inability to adequately protect its intellectual property for these or other reasons could adversely affect its business, financial condition and operating results.
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The markets for some or all the Company's key product areas may not grow.

The Company has identified six product focus areas: Enterprise Management, Security, Storage, Portal and Business Intelligence, Application Life Cycle Management and Data Management and Application Development. Some or all of these areas may not grow, may decline in growth or customers may decline or forego use of products in some or all of these focal areas. This is particularly true in newly emerging areas, such as Portal and Business Intelligence. A decline in these focus areas could result in decreased demand for the Company's products, which would adversely impact its business, financial condition and operating results.

Certain software is licensed from third parties.

Some of the Company's products contain software licensed from third parties. Some of these licenses may not be available to the Company in the future on terms that are acceptable or allow its products to remain competitive. The loss of these licenses or the ability to maintain any of them on commercially acceptable terms could delay development of future products or enhancement of existing products. This could adversely affect the Company's business, financial condition and operating results.

Customers are still adapting to the Company's new Business Model.

The Company's new Business Model affords customers greater flexibility in licensing transactions. For example, under the new Business Model, the Company licenses software on a month-to-month or other short-term basis in order to allow customers the opportunity to try the Company's software solutions without committing to a multi-year license obligation. Transactions such as these increase the risk that customers will not fully implement the Company's software and will not enter into a long-term relationship with the Company. This could adversely affect the Company's business, financial condition and operating results. This effect could be diminished if customers elect cost certainty by committing to longer contract periods.

Third parties could claim that the Company's products infringe their intellectual property rights.

From time to time the Company receives notices from third parties claiming infringement of various forms of their intellectual property. Investigation of these claims, whether with or without merit, can be expensive and could affect development, marketing or shipment of the Company's products. As the number of software patents issued increases, it is likely that additional claims, with or without merit, will be asserted. Defending against such claims is time-consuming and could result in significant litigation expense or settlement with unfavorable terms that could adversely affect the Company's business, financial condition and operating results.

Changes to compensation of the Company's sales organization.

At the beginning of fiscal years 2002 and 2003, the Company updated its compensation plan for the sales organization. The new compensation plan is in alignment with the new Business Model objectives of providing customer flexibility and satisfaction. The compensation plan may encourage behavior not anticipated or intended as it is implemented, which could adversely affect the Company's business, financial condition and operating results.

The success of the Company's international operations is subject to many factors.

International revenue has historically represented approximately one-third of the Company's total worldwide revenue. Continued success in selling the Company's products outside of the United States depends on a variety of factors, including the following:

· Reorganizations of the sales force;

· Fluctuations in foreign exchange currency rates;

· Staffing key managerial positions;

· General economic conditions in foreign countries;

· Political instability; and

· Trade restrictions such as tariffs, duties or other controls affecting foreign operations.

Increase in tariffs, the imposition of trade restrictions or other factors may adversely affect the Company's business, financial condition and operating results.
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Item 2:

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS

Fluctuations in foreign currencies could result in transaction losses.

Most of the revenue and expenses of the Company's foreign subsidiaries are denominated in local currencies. Due to the substantial volatility of currency exchange rates, it is not possible to predict the effect of exchange rate fluctuations on the Company's future operating results. Given the relatively long sales cycle that is typical for many of the Company's products, foreign currency fluctuations could result in substantial changes in the foreign currency impact on these transactions. Additionally, deterioration of the exchange rate of foreign currencies against the U.S. dollar can affect the Company's ability to increase its revenue within those markets, all of which may adversely impact the Company's business, financial condition and operating results.


The Company could be subject to fines, penalties or other sanctions as a result of a joint inquiry by the SEC and U.S. Attorney's Office.

Since February 2002, the Company has been cooperating with a joint inquiry by the staff of the Northeast Regional Office of the Securities and Exchange Commission and the United States Attorney's Office for the Eastern District of New York concerning certain of the Company's accounting practices. See "Part II Item 1. Legal Proceedings." Although the Company is unable at this point to predict the scope or outcome of this inquiry, it is possible that it could result in the institution of administrative, civil injunctive or criminal proceedings, the imposition of fines and penalties, and/ or other remedies and sanctions. The conduct of these proceedings could negatively impact the Company's stock price. In addition, the Company expects to continue to incur expenses associated with responding to these agencies, regardless of the outcome, and this may divert the efforts and attention of the Company's management team from normal business operations.

The Company may become dependent upon large transactions.

The Company has historically been dependent upon large dollar enterprise transactions with individual customers. As a result of the flexibility afforded by the new Business Model, the Company anticipates that there will be fewer of these transactions in the future. There can be no assurances, however, that the Company will not be reliant on large dollar enterprise transactions in the future and the failure to close such transactions could adversely affect the Company's business, financial conditions and operating results.

A large portion of business is consummated at the end of each quarter.

Historically, a significant percentage of the Company's sales transactions are finalized in the last few days of the quarter, which may impact financial performance. One of the intended benefits the Company anticipates from the new Business Model will be a more predictable revenue stream throughout the quarter. Even as customers continue to transition to the new Business Model, it is still likely that a large number of transactions will be consummated in the last few days of the quarter, with the risk that some of these may not become final. Failure to finalize transactions in the last few days of the quarter could adversely affect the Company's business, financial condition and operating results.

Growth depends upon successful integration of acquisitions.

The Company's growth strategy is based upon internal development of technology, selective acquisitions and integration of such acquisitions into ongoing operations. Implementation of this growth strategy may result in strains on the Company's management team, internal systems and financial resources. Difficulties encountered in successfully integrating acquired companies and products may adversely affect the Company's business, financial condition and operating results.

The Company has a significant amount of debt.

As of June 30, 2002, the Company had approximately $3.3 billion of debt outstanding consisting of bank credit lines, unsecured fixed-rate senior note obligations, convertible senior notes, commercial paper and unsecured multi-currency credit facilities. The Company expects that existing cash, cash equivalents, marketable securities, expected cash provided from operations and the anticipated renewal of bank credit facilities will be sufficient to meet ongoing cash requirements. Failure to generate sufficient cash as the debt becomes due or to renew credit lines prior to their expiration may adversely affect the Company's business, financial condition and operating results.
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Item 2:

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND RESULTS OF OPERATIONS

The Company's credit ratings have been downgraded and could be downgraded further.

In March 2002, Moody's Investors Service downgraded the Company's senior unsecured long-term debt rating and shifted its rating outlook on the Company from stable to negative. In addition, in February 2002 Standard & Poor's revised its rating outlook on the Company from stable to negative. The Company cannot assure investors that Moody's, Standard & Poor's or any other rating agency will not further downgrade the Company's credit ratings in the future. If the Company's credit ratings are downgraded, it could be required to, among other things, pay additional interest under its credit agreements or other debt. Any such downgrades could also affect the ability of the Company to obtain additional financing in the future and will affect the terms of any such financing.

The Company's stock price may continue to be volatile.

The Company's stock price is subject to significant fluctuations in response to variations in quarterly operating results, the gain or loss of significant contracts, changes in earnings estimates by analysts, announcements of technological innovations or new products by the Company or the Company's competitors, changes in domestic and international economic and business conditions, general conditions in the software and computer industries and other events or factors. In addition, the stock market in general has experienced extreme price and volume fluctuations that have affected the market price of many companies in industries similar or related to the Company's and that have been unrelated to the operating performance of these companies. These market fluctuations have in the past adversely affected and may continue to adversely affect the market price of the Company's common stock.

Acts of terrorism or war may adversely affect the Company's business.

Acts of terrorism, acts of war and other unforeseen events, may cause damage or disruption to the Company's properties, business, employees, suppliers, distributors, resellers and customers, which could have an adverse effect on the Company's business, financial condition and operating results. Such events may also result in an economic slowdown in the United States or elsewhere, which could adversely affect the Company's business, financial condition and operating results.

The Company is currently engaged in a proxy contest.

Ranger announced its intention to solicit proxies from the Company's stockholders in order to elect a slate of five of its nominees to the Company's Board of Directors at the Company's 2002 Annual Meeting of Stockholders. Although the Company's Board of Directors has nominated its own slate of eleven nominee directors and is vigorously opposing the election of Ranger's nominees, there can be no assurance that the Company will be successful. Ranger has stated that if its nominees are elected, they intend, among other things, to replace the Company's senior management. If Ranger is successful in the proxy contest, the disruption to the Company and other effects related to the election of Ranger's nominees could adversely affect the Company's business, financial condition and operating results.
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Item 3:

QUANTITATIVE AND QUALITATIVE DISCLOSURE

OF MARKET RISK

Interest Rate Risk

The Company's exposure to market rate risk for changes in interest rates relates primarily to the Company's investment portfolio, debt, and installment accounts receivable. The Company has a prescribed methodology whereby it invests its excess cash in debt instruments of government agencies and high quality corporate issuers (Standard & Poor's single "A" rating and higher). To mitigate risk, many of the securities have a maturity date within one year, and holdings of any one issuer excluding the U.S. Government do not exceed 10% of the portfolio. Periodically, the portfolio is reviewed and adjusted if the credit rating of a security held has deteriorated. The Company does not utilize derivative financial instruments.

The Company maintains a blend of both fixed and floating rate debt instruments. As of June 30, 2002, the Company's outstanding debt approximated $3.3 billion, with approximately $2.5 billion in fixed rate obligations. If market rates were to decline, the Company could be required to make payments on the fixed rate debt that would exceed those based on current market rates. Each 25 basis point decrease in interest rates would have an associated annual opportunity cost of approximately $6 million. Each 25 basis point increase or decrease in interest rates would have an approximate $2 million annual effect on variable rate debt interest based on the balances of such debt as of June 30, 2002.

Under the Company's old Business Model, the Company offered financing arrangements with installment payment terms in connection with its software solution sales. The aggregate amounts due from customers includes an imputed interest element, which can vary with the interest rate environment. Each 25 basis point increase in interest rates would have an associated annual opportunity cost of approximately $10 million.

Foreign Currency Exchange Risk

The Company conducts business on a worldwide basis through subsidiaries in 45 countries. The Company is therefore exposed to movement in currency exchange rates. As part of its risk management strategy and consistent with prior years, the Company did not enter into any foreign exchange derivative transactions. In addition, the Company manages its level of exposure by denominating international sales and payments of related expense in the local currency of its subsidiaries. A 1% decline in all foreign currencies against the U.S. dollar would have an insignificant effect on the Company's net loss.

Equity Price Risk

The Company has minimal investments in marketable equity securities of publicly-traded companies. As of June 30, 2002, these investments were considered available-for-sale with any unrealized gains or losses deferred as a component of stockholders' equity. It is not customary for the Company to make investments in equity securities as part of its investment strategy.
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PART II. OTHER INFORMATION

Item 1: Legal Proceedings

The Company, Charles B. Wang, Sanjay Kumar and Russell M. Artzt are defendants in a number of stockholder class action lawsuits, the first of which was filed July 23, 1998, alleging that a class consisting of all persons who purchased the Company's common stock during the period January 20, 1998 until July 22, 1998 were harmed by misleading statements, misrepresentations and omissions regarding the Company's future financial performance. These cases, which seek monetary damages in an unspecified amount, have been consolidated into a single action in the United States District Court for the Eastern District of New York. In February and March 2002, a number of stockholder lawsuits were filed in the U.S. District Court for the Eastern District of New York against the Company and Messrs. Wang, Kumar and Ira H. Zar, the Company's Chief Financial Officer. The lawsuits generally allege, among other things, that the Company made misleading statements of material fact or omitted to state materi al facts necessary in order to make the statements made, in light of the circumstances under which they were made, not misleading in connection with the Company's financial performance. Each of the named individual plaintiffs in the 2002 lawsuits seeks to represent a class consisting of purchasers of the Company's common stock and call options and sellers of put options for the period May 28, 1999 through February 25, 2002. The 2002 cases have not yet been consolidated and class action status has not yet been certified. Although the ultimate outcome and liability, if any, cannot be determined, the Company believes that the facts do not support the claims in these lawsuits and that the Company and its officers and directors have meritorious defenses. In the opinion of management, resolution of these lawsuits is not expected to have a material adverse effect on the financial position of the Company. In the event of an unfavorable resolution of any of these matters, however, the Company's earnings and cash flow s in one or more periods could be materially adversely affected.

On September 28, 2001, the United States Department of Justice filed a lawsuit alleging that the Company and PLATINUM had violated Federal antitrust laws, including alleged violation of the waiting period under the Hart-Scott-Rodino Act, in connection with the Company's acquisition of PLATINUM in May 1999. On April 23, 2002, the Company reached a settlement with the Department of Justice pursuant to which the Company will not admit any wrongdoing and will pay the government $638,000 once the settlement becomes final.

Since February 2002, the Company has been cooperating with a joint inquiry by the United States Attorney's Office for the Eastern District of New York and the staff of the Northeast Regional Office of the Securities and Exchange Commission concerning certain of the Company's accounting practices. The investigation appears generally to be focusing on issues relating to the Company's historical revenue recognition policies and practices. The Company has produced documents and information in response to a request for the voluntary production of documents, and understands that third parties have received subpoenas from the SEC for documents issued pursuant to a formal order of investigation. Such an order gives the SEC staff authority to issue subpoenas and take testimony, though the Company understands that the issuance of such an order does not reflect any finding or determination that any violation of law has occurred. The Company intends to continue to cooperate fully with the inquiry. At this point, the Company cannot predict the scope or outcome of the inquiry, which may include the institution of administrative, civil injunctive or criminal proceedings, the imposition of fines and penalties, or other remedies and sanctions. The Company also cannot predict what impact, if any, the inquiry may have on the Company's results of operations or financial condition.

In April 2002, a derivative suit against all the directors of the Company except Kenneth Cron, Robert E. La Blanc, Jay W. Lorsch, Walter P. Schuetze, Alex Serge Vieux and Thomas H. Wyman was filed in the Chancery Court in Delaware alleging breach of their fiduciary duties resulting in damages to the Company of an unspecified amount. This derivative suit is based on essentially the same allegations as those contained in the February and March 2002 stockholder lawsuits. Similarly, in June 2002, a derivative suit against all directors of the Company except Messrs. Cron, La Blanc, Lorsch, Schuetze, Vieux and Wyman, as well as Ernst & Young LLP and KPMG LLP (the Company's former and current independent auditors, respectively), was filed in New York State Supreme Court,

Suffolk County. This derivative suit also is based on essentially the same underlying allegations as those contained in the February and March 2002 stockholder lawsuits, and in addition alleges that the individual management director defendants sold common stock of the
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Company from June 1999 through February 2002 while in possession of material non-public information concerning the Company. This suit alleges breach of fiduciary duties, waste and misappropriation of corporate assets, and damages to the Company in an unspecified amount, and in addition seeks the imposition of a constructive trust upon the profits allegedly realized from the sale of common stock of the Company.

The Company, various subsidiaries and certain current and former officers have been named as defendants in other various claims and lawsuits arising in the normal course of business. The Company believes that it has meritorious defenses in connection with such claims and lawsuits and intends to vigorously contest each of them. In the opinion of the Company's management, the results of these other claims and lawsuits, either individually or in the aggregate, are not expected to have a material effect on the Company's results of operations, financial position or cash flows.

Item 6: Exhibits and Reports on Form 8-K

(a) Exhibits:

15.1 Accountants' acknowledgement letter

(b) Reports on Form 8-K:

The Registrant filed a Report on Form 8-K dated April 8, 2002 to report an event under Items 5 and 7.




SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the

Registrant has duly caused this report to be signed on its behalf by the

undersigned thereunto duly authorized.

COMPUTER ASSOCIATES INTERNATIONAL, INC.

Dated: July 22, 2002	By: /s/ Sanjay Kumar
[image: ]

Sanjay Kumar, President

and Chief Executive Officer



Dated: July 22, 2002	By: /s/ Ira Zar
[image: ]

Ira Zar, Executive Vice President and

Principal Financial and Accounting Officer
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July 19, 2002

Computer Associates International, Inc.

One Computer Associates Plaza

Islandia, New York 11749

Re: Registration Statement Nos. 333-32942, 333-31284, 333-88916, 333-83147, 333-80883, 333-79727, 333-62055, 333-19071, 333-04801, 33-64377, 33-53915, 33-53572, 33-34607, 33-18322, 33-20797 and 2-92355 on Form S-8

With respect to the subject registration statement, we acknowledge our awareness of the use therein of our report dated July 19, 2002 related to our review of interim financial information.

Pursuant to Rule 436 under the Securities Act of 1933 (the Act), such report is not considered part of a registration statement prepared or certified by an accountant, or a report prepared or certified by an accountant within the meaning of Sections 7 and 11 of the Act.

KPMG LLP

New York, New York
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