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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

ý QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2003

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

Commission file number 000-23195

TIER TECHNOLOGIES, INC.
(Exact name of Registrant as specified in its charter)

California 94-3145844
(State or other jurisdiction

of incorporation or organization)
(I.R.S. Employer

Identification No.)

2001 N. Main Street, Suite 500
Walnut Creek, California 94596

(Address of principal executive offices)
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(925) 937-3950
(Registrant�s telephone number, including area code)

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports) and (2) has been subject
to such filing requirements for the past 90 days.

(1) Yes ý No o (2) Yes ý No o

Indicate by check mark whether the Registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act).

(1) Yes ý No o

As of July 29, 2003, the number of shares outstanding of the Registrant�s Class A Common Stock was 880,000 and the number of shares
outstanding of the Registrant�s Class B Common Stock was 17,750,752.
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PART I.   FINANCIAL INFORMATION

ITEM 1.   FINANCIAL STATEMENTS

TIER TECHNOLOGIES, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(unaudited)

(in thousands)

June 30,
2003

September 30,
2002

ASSETS

Current assets:
Cash and cash equivalents $ 37,148 $ 41,750
Short-term investments 9,119 18,571
Accounts receivable, net 35,906 32,686
Prepaid expenses and other current assets 7,781 7,908
Total current assets 89,954 100,915
Equipment and software, net 6,913 8,751
Notes and accrued interest receivable from related parties, less current portion 2,099 1,967
Goodwill and other acquired intangible assets, net 73,269 76,118
Long-term investments 22,725 11,906
Other assets 2,168 1,462
Total assets $ 197,128 $ 201,119

LIABILITIES AND SHAREHOLDERS� EQUITY

Current liabilities:
Accounts payable $ 1,507 $ 959
Accrued liabilities 8,774 11,184
Accrued subcontractor expenses 4,532 3,257
Accrued compensation and related liabilities 3,885 3,979
Purchase price payable and accrued contingent earnouts  3,387
Deferred income 3,002 3,231
Other current liabilities 2,345 2,226
Total current liabilities 24,045 28,223
Long-term debt, less current portion 227 288
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Deferred taxes payable 4,458 4,458
Other liabilities. 1,061 1,129
Total liabilities 29,791 34,098

Commitments and contingencies

Shareholders� equity:
Common stock, no par value 164,707 169,772
Notes receivable from shareholders (1,773) (1,773)
Accumulated other comprehensive loss (342) (291)
Retained earnings (accumulated deficit) 4,745 (687)
Total shareholders� equity 167,337 167,021
Total liabilities and shareholders� equity $ 197,128 $ 201,119

See Notes to Condensed Consolidated Financial Statements
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TIER TECHNOLOGIES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)

(in thousands, except per share data)

Three Months Ended
June 30,

Nine Months Ended
June 30,

2003 2002 2003 2002
Net revenues $ 45,526 $ 26,330 $ 110,949 $ 71,404
Cost of revenues 32,677 15,930 74,770 42,751
Gross profit 12,849 10,400 36,179 28,653
Costs and expenses:
Selling and marketing 1,974 1,360 5,750 3,997
General and administrative 5,986 4,303 17,413 12,039
Other charges 260 � 260 �
Business combination integration 192 � 872 �
Depreciation and amortization 1,269 1,375 4,079 4,096
Income from continuing operations 3,168 3,362 7,805 8,521
Interest income (expense), net 263 472 956 1,103
Income from continuing operations before income
taxes 3,431 3,834 8,761 9,624
Provision for income taxes 1,304 1,419 3,329 3,561
Income from continuing operations, net of income
taxes 2,127 2,415 5,432 6,063
Discontinued operations:
Loss from operations of discontinued operation,
net of income taxes � � � (1,273)
Loss on disposal of discontinued  operation
(including provision of $719 for operating loss
during disposal period), net of income taxes � � � (15,085)
Loss from discontinued operation, net of income
taxes � � � (16,358)
Net income (loss) $ 2,127 $ 2,415 $ 5,432 $ (10,295)

Income from continuing operations, net of income
taxes:
Per basic share $ 0.11 $ 0.13 $ 0.29 $ 0.36
Per diluted share $ 0.11 $ 0.12 $ 0.28 $ 0.34

Loss from discontinued operation, net of income
taxes:
Per basic share $ � $ � $ � $ (0.98)
Per diluted share $ � $ � $ � $ (0.91)
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Net income (loss):
Per basic share $ 0.11 $ 0.13 $ 0.29 $ (0.62)
Per diluted share $ 0.11 $ 0.12 $ 0.28 $ (0.57)

Shares used in computing basic income (loss) per
share 18,600 18,386 18,829 16,705
Shares used in computing diluted income (loss)
per share 18,821 19,367 19,343 17,944

See Notes to Condensed Consolidated Financial Statements
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TIER TECHNOLOGIES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

(in thousands)

Nine Months Ended
June 30,

2003 2002
Operating activities
Income from continuing operations, net of income taxes $ 5,432 $ 6,063
Adjustments to reconcile income from continuing operations, net of income taxes to net
cash from continuing operations provided by operating activities:
Depreciation and amortization 5,879 5,800
Provision for doubtful accounts 185 357
Tax benefit of stock options exercised 200 4,293
Forgiveness of notes receivable from employees 40 47
Change in operating assets and liabilities, net of effects of business combinations:
Accounts receivable (3,983) (2,194)
Prepaid expenses and other assets 19 (1,352)
Accounts payable and accrued liabilities (393) (554)
Deferred income (219) (904)
Net cash from continuing operations provided by operating activities 7,160 11,556

Investing activities
Purchase of equipment and software (1,417) (1,938)
Notes and accrued interest receivable from related parties (201) (272)
Repayments on notes and accrued interest receivable from related parties 15 398
Business combinations, net of cash acquired (3,016) (12,554)
Restricted cash � (4,071)
Purchases of available-for-sale securities (24,803) (46,205)
Sales of available-for-sale securities 5,989 �
Maturities of available-for-sale securities 17,431 10,443
Other assets � (225)
Net cash from continuing operations used in investing activities (6,002) (54,424)

Financing activities
Repayments under bank lines of credit � (7,500)
Net proceeds from issuance of Class A and Class B common stock 1,400 85,943
Repurchase of Class B common stock (6,665) �
Payments on capital lease obligations and other financing arrangements (412) (1,173)
Net cash from continuing operations provided by (used in) financing activities (5,677) 77,270
Effect of exchange rate changes on cash (83) (80)
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Net cash provided by (used in) continuing operations (4,602) 34,322
Net cash used in discontinued operation � (1,471)
Net increase (decrease) in cash and cash equivalents (4,602) 32,851
Cash and cash equivalents at beginning of period 41,750 13,174
Cash and cash equivalents at end of period $ 37,148 $ 46,025

Supplemental disclosures of cash flow information
Cash paid during the period for:
Interest $ 44 $ 267
Income taxes paid (refunded), net $ 2,680 $ 1,167

Supplemental disclosures of non-cash transactions
Equipment acquired under capital lease obligations and other financing arrangements $ 68 $ 1,692
Assumed liabilities related to business combinations $ � $ 2,951
Class B common stock issued in business combinations $ � $ 2,604
Conversion of Class A common stock to Class B common stock $ � $ 98

See Notes to Condensed Consolidated Financial Statements
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TIER TECHNOLOGIES, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

NOTE 1�BASIS OF PRESENTATION

The accompanying condensed consolidated financial statements of Tier Technologies, Inc. (��Tier�� or the ��Company��) include the accounts of the
Company and its wholly owned subsidiaries. All significant intercompany transactions and balances have been eliminated in consolidation. In
the opinion of management, the condensed consolidated financial statements reflect all normal and recurring adjustments which are necessary
for a fair presentation of the Company�s financial position, results of operations and cash flows as of the dates and for the periods presented. The
condensed consolidated financial statements have been prepared in accordance with generally accepted accounting principles for interim
financial information. Consequently, these statements do not include all the disclosures normally required by generally accepted accounting
principles for annual financial statements nor those normally made in the Company�s Annual Report on Form 10-K. Accordingly, reference
should be made to the Company�s Form 10-K filed on December 11, 2002 and other reports the Company has filed with the Securities and
Exchange Commission for additional disclosures, including a summary of the Company�s accounting policies, which have not materially
changed since the date of the Company�s last Annual Report on Form 10-K. The consolidated results of operations for the three and nine months
ended June 30, 2003 are not necessarily indicative of results that may be expected for the fiscal year ending September 30, 2003 or any future
period, and the Company makes no representations related thereto.

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make certain
estimates and assumptions that affect the reported amounts of assets and liabilities, disclosures of contingent assets and liabilities and the results
of operations during the reporting period. Actual results could differ materially from those estimates.

Certain reclassifications have been made to the prior period financial statements to conform to the current period presentation.

NOTE 2�REVENUE RECOGNITION

The Company derives net revenues from transaction processing services, software development services, software license and maintenance fees, 
IT consulting and  professional consulting.  The Company generally bills clients on a per-transaction basis, a fixed price basis or a time and
materials basis.  Net revenues from transaction-based contracts are generally recognized based on fees charged on a per-transaction basis or fees
charged as a percentage of dollars processed.  Net revenues pursuant to professional consulting services under fixed-fee contracts and time and
materials contracts are generally recognized as services are performed and, if applicable, acceptance is obtained from clients. Net revenues
pursuant to software development fixed-fee contracts are generally recognized as services are rendered on the percentage-of-completion method
of accounting (based on the ratio of costs incurred to total estimated project costs). Net revenues from software licenses that do not include
significant implementation or customization services are recognized upon delivery when the fees are fixed and determinable, collection is
probable and vendor specific evidence exists to determine the value of any undeliverable elements of the arrangement. Net revenues from
software maintenance contracts are recognized ratably over the term of the contract, typically one year.

Edgar Filing: TIER TECHNOLOGIES INC - Form 10-Q

10



Net revenues include reimbursements from clients for out-of-pocket expenses.  Reimbursement revenues for each period presented were less
than 10% of total net revenues for the respective period.

Provisions for estimated losses on uncompleted contracts are recognized in the period such losses become probable and can be reasonably
estimated. To date, such losses have been insignificant. Most of the Company�s contracts are terminable by the client following limited notice
and without significant penalty to the client. The completion, cancellation or significant reduction in the scope of a large project would have a
material adverse impact on the Company�s business, financial condition and results of operations.  For the three and nine months ended June 30,
2003, revenue from one client totaled approximately $12,246,000 and $15,637,000, respectively, which represented 26.9% and 14.1%,
respectively, of total net revenues. For the three months ended June 30, 2002, revenue from one client totaled approximately $3,263,000, which
represented 12.4% of total net revenues.  For the nine months ended June 30, 2002, revenues from two clients totaled approximately
$10,590,000 and $7,345,000, which represented 14.8% and 10.3%, respectively, of total net revenues.

6
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Unbilled receivables arise on a contract when the cumulative net revenue recognized exceeds the cumulative amount billed in accordance with
the contractual billing terms. Unbilled receivables were $20,659,000 and $16,475,000 at June 30, 2003 and September 30, 2002, respectively, of
which approximately $20,158,000 and $15,258,000, respectively, related to contracts with governmental agencies. Unbilled receivables for three
clients accounted for 62.1%, 14.5% and 6.9%, respectively, of total unbilled receivables at June 30, 2003. Total accounts receivable, including
unbilled receivables, for these three clients accounted for 38.3%, 12.8% and 10.2%, respectively, of total net accounts receivable, including
unbilled receivables, at June 30, 2003. Unbilled receivables for two clients accounted for 40.2% and 25.4%, respectively, of total unbilled
receivables at September 30, 2002. Total accounts receivable, including unbilled receivables, for these two clients accounted for 20.0% and
18.2%, respectively, of total net accounts receivable, including unbilled receivables,  at September 30, 2002.  Also included in accounts
receivable and other assets at June 30, 2003 was approximately $1,413,000, which represented balances billed but not paid by customers under
retainage provisions in the contracts, of which approximately $433,000 is expected to be collected within one year, $423,000 is expected to be
collected within two years and $557,000 is expected to be collected within three years.  Included in accounts receivable and other assets at
September 30, 2002 was approximately $925,000 of retainages, of which approximately $529,000 is expected to be collected within one year
and $396,000 is expected to be collected within two years.

Net revenues derived from sales to governmental agencies, including convenience fees earned by the Company�s subsidiary, Official Payments
Corporation (�OPAY�), on payments made by citizens to government agencies, were approximately $101,974,000 and $57,021,000 for the nine
months ended June 30, 2003 and 2002, respectively.

NOTE 3�LONG-TERM INVESTMENTS

Investments with maturities greater than twelve months as of the balance sheet date are classified as long-term investments.  These long-term
investments are categorized by the Company as available-for-sale and are recorded at amounts that approximate fair value based on quoted
market prices and are primarily comprised of state and local municipalities� debt readily traded on over-the-counter markets.

Included in long-term investments at June 30, 2003 and September 30, 2002 is approximately $7,706,000 that is pledged in connection with
performance bonds and real estate operating leases and will be restricted for the terms of the project performance periods and lease periods, the
latest of which is estimated to be through May 2005.

NOTE 4�BANK LINES OF CREDIT

At June 30, 2003, the Company had a $15.0 million revolving credit facility, all of which may be used for letters of credit.  The credit facility
has a maturity date of January 31, 2005.  The credit facility is collateralized by first priority liens and security interests in the Company�s assets. 
Interest is based on either the adjusted LIBOR rate plus 2.5% or the lender�s announced prime rate plus 0.25%, at the Company�s option, and is
payable monthly.  As of June 30, 2003, there were no outstanding borrowings or standby letters of credit.  Among other provisions, the credit
facility requires the Company to maintain certain minimum financial ratios. As of June 30, 2003, the Company was in compliance with all
financial ratios.

At June 30, 2003, the Company also had a $2.5 million non-revolving line of credit for financing capital expenditures that may be drawn upon
until January 29, 2004.  Principal payments must be made in 36 equal monthly payments commencing February 29, 2004.  This credit facility
has a maturity date of January 31, 2007.  Interest is based on either the LIBOR rate plus 2.75% or the lender�s announced prime rate plus 0.5%, at
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the Company�s option and is payable monthly.  As of June 30, 2003, the Company had no borrowings under this line of credit.

In addition to the credit facilities noted above, the Company had letters of credit totaling approximately $3,346,000, which were collateralized
by certain securities in the Company�s long-term investment portfolio at June 30, 2003.  Also, OPAY had a letter of credit outstanding in the
amount of approximately $138,000 secured by a
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certificate of deposit.  These letters of credit were issued to secure performance bonds and to meet various facility lease requirements.

NOTE 5�GOODWILL AND OTHER ACQUIRED INTANGIBLE ASSETS, NET

In July 2001, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards No. 142 (�SFAS 142�)
�Goodwill and Other Intangible Assets.�  As of October 1, 2002, the Company adopted SFAS 142 and no longer amortizes goodwill.  Under SFAS
142, the Company will evaluate goodwill for impairment annually during the fourth quarter of its fiscal year, or more frequently if impairment
indicators arise.  Identifiable intangible assets that have finite lives will continue to be amortized over their estimated useful lives.

The Company completed initial impairment tests in accordance with SFAS 142 in the first quarter of fiscal year 2003.  Results of the initial
impairment tests did not indicate any impairment loss.  Impairment tests involve the use of estimates related to the fair market values of the
business operations with which goodwill is associated.  Losses, if any, resulting from the annual impairment tests will be reflected in operating
income in the statement of operations.  In the fourth quarter of fiscal year 2003, the Company will perform its annual impairment test to
determine if goodwill associated with our segments is impaired.  Any resulting impairment loss could have a material adverse impact on the
Company�s financial condition and results of operations.

Goodwill and other acquired intangible assets, net, consisted of the following at June 30, 2003 and September 30, 2002:

June 30,
2003

September 30,
2002

(in thousands)
Client relationships $ 24,400 $ 24,400
Trademarks 3,200 3,200
Technology 740 740
Acquired contracts 500 500
Non-compete agreements 150 150
Total accumulated amortization (3,317) (789)
Other acquired intangible assets, net 25,673 28,201
Goodwill 47,596 47,917
Total $ 73,269 $ 76,118

The changes in the carrying amount of goodwill for the nine months ended June 30, 2003 are as follows (in thousands):

U.S.
Commercial

Services

U.S.
Government

Services
Official

Payments

United
Kingdom

Operations Total
Balance as of September 30, 2002 $ 17,924 $ 15,110 $ 14,845 $ 38 $ 47,917
Goodwill activity � (215) (106) � (321)
Balance as of June 30, 2003 $ 17,924 $ 14,895 $ 14,739 $ 38 $ 47,596
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Had the Company been accounting for goodwill under SFAS 142 for the three and nine months ended June 30, 2002, the Company�s net income
(loss) and net income (loss) per share would have been as follows:

Three Months
Ended

June 30, 2002

Nine Months
Ended

June 30, 2002

(in thousands, except per share data)

Reported net income (loss) $ 2,415 $ (10,295)
Add back goodwill amortization, net of tax 571 1,715
Adjusted net income (loss) $ 2,986 $ (8,580)

Net income (loss) per basic share:
As reported $ 0.13 $ (0.62)
Goodwill amortization, net of tax 0.03 0.10
Adjusted net income (loss) per basic share $ 0.16 $ (0.52)

Net income (loss) per diluted share:
As reported $ 0.12 $ (0.57)
Goodwill amortization, net of tax 0.03 0.09
Adjusted net income (loss) per diluted share $ 0.15 $ (0.48)

NOTE 6 � SHAREHOLDERS� EQUITY

Common Stock Repurchase Program

During the nine months ended June 30, 2003, the Company repurchased 568,000 shares of Class B common stock at a total cost of
approximately $6.7 million.  These repurchases were made under the common stock repurchase program authorized by the Board of Directors. 
Of the 2.0 million shares authorized for repurchase under this program, a total of approximately 884,000 shares have been repurchased as of
June 30, 2003, at a total cost of approximately $8.7 million.

Pro Forma Impact of Employee Stock Options

In December 2002, FASB issued Statement of Financial Accounting Standards No. 148 (�SFAS 148�), �Accounting for Stock-Based Compensation
� Transition and Disclosure� � an amendment of Statement of Financial Accounting Standards No. 123 (�SFAS 123�) �Accounting for Stock-Based
Compensation.�  SFAS 148 provides alternative methods of transition for a voluntary change to the fair value based method of accounting for
stock-based employee compensation.  In addition, SFAS 148 amends the disclosure requirements of SFAS 123 to require prominent disclosure
in both annual and interim financial statements about the method of accounting for stock-based compensation and the effect of the method used
on reported results.
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The Company elected to account for its employee stock options under Accounting Principles Board Opinion No. 25 (�APB 25�), �Accounting for
Stock Issued to Employees.�  No compensation expense was recognized for options granted under the Company�s employee stock option plan in
all periods presented.  Had compensation cost for the Company�s employee stock option plan been determined based on fair value at the grant
date consistent with SFAS 123, the Company�s net income (loss) and earnings (loss) per share would have been reduced to the pro forma
amounts indicated below:

Three Months Ended
June 30,

Nine Months Ended
June 30,

2003 2002 2003 2002

(in thousands, except per share data)
Net income (loss), as reported $ 2,127 $ 2,415 $ 5,432 $ (10,295 )
Deduct:  Pro forma employee
compensation cost related to stock
options, net of tax (596 ) (672 ) (2,193 ) (2,386 )
Pro forma net income (loss) $ 1,531 $ 1,743 $ 3,239 $ (12,681 )

Net income (loss) per basic share:

As reported $ 0.11 $ 0.13 $ 0.29 $ (0.62 )
Pro forma $ 0.08 $ 0.09 $ 0.17 $ (0.76 )

Net income (loss) per diluted share:

As reported $ 0.11 $ 0.12 $ 0.28 $ (0.57 )
Pro forma $ 0.08 $ 0.09 $ 0.17 $ (0.71 )

NOTE 7 �  COMMITMENTS AND CONTINGENCIES

In May 2003, we received a notice of demand for arbitration in connection with a dispute over payments related to an acquisition.  The claim is
for an amount not less than $700,000 plus interest, attorneys� fees and associated costs.  As of the date of this report, we have not evaluated the
merits, if any, of the claim.

In June 2003, the Company announced that it had received a subpoena from a grand jury in the Southern District of New York to produce certain
documents pursuant to an investigation involving the child support payment processing industry by the United States Department of Justice,
Antitrust Division.  The Company is cooperating fully with the subpoena.  Other charges reported on the condensed consolidated statements of
operations consist primarily of legal expenses incurred in complying with the grand jury subpoena.
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NOTE 8 � NET INCOME (LOSS) PER SHARE

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

Three Months Ended
June 30,

Nine Months Ended
June 30,

2003 2002 2003 2002

(in thousands, except per share data)
Numerator:
Income from continuing operations, net of
income taxes $ 2,127 $ 2,415 $ 5,432 $ 6,063
Loss from discontinued operation, net of
income taxes � � � (16,358)
Net income (loss) $ 2,127 $ 2,415 $ 5,432 $ (10,295)
Denominator for basic income (loss) per
share-weighted average common shares
outstanding 18,600 18,386 18,829 16,705
Effects of dilutive securities:
Common stock options 221 954 514 1,198
Contingently issuable shares � 27 � 41
Denominator for diluted income (loss) per
share-adjusted weighted average common
shares and assumed conversions 18,821 19,367 19,343 17,944
Income from continuing operations, net of
income taxes:
Per basic share $ 0.11 $ 0.13 $ 0.29 $ 0.36
Per diluted share $ 0.11 $ 0.12 $ 0.28 $ 0.34
Loss from discontinued operation, net of
income taxes:
Per basic share $ � $ � $ � $ (0.98)
Per diluted share $ � $ � $ � $ (0.91)
Net income (loss):
Per basic share $ 0.11 $ 0.13 $ 0.29 $ (0.62)
Per diluted share $ 0.11 $ 0.12 $ 0.28 $ (0.57)

For the three and nine months ended June 30, 2003, options to purchase approximately 1,801,000 and 1,331,000 shares of Class B common
stock, respectively, at prices ranging from $8.53 to $20.70 per share and $13.75 to $20.70 per share, respectively, were outstanding but were not
included in the computation of diluted income per share because the options� exercise prices were greater than the average market price of the
shares for these periods.  For the three and nine months ended June 30, 2002, options to purchase approximately 375,000 and 198,000 shares of
Class B common stock, respectively, at prices ranging from $17.00 to $20.70 per share and $17.75 to $20.70 per share, respectively, were
outstanding but were not included in the computation of diluted income (loss) per share because the options� exercise prices were greater than the
average market price of the shares for this period.
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NOTE 9�COMPREHENSIVE INCOME (LOSS)

The Company�s comprehensive income (loss) was as follows:

Three Months Ended
June 30,

Nine Months Ended
June 30,

2003 2002 2003 2002

(in thousands)
Net income (loss) $ 2,127 $ 2,415 $ 5,432 $ (10,295)
Net change in unrealized gain on
available-for-sale investments (33) 106 (17) 106
Foreign currency translation adjustments 102 112 (34) 955
Comprehensive income (loss) $ 2,196 $ 2,633 $ 5,381 $ (9,234)

NOTE 10�SEGMENT INFORMATION

The Company is managed through four reportable segments: U.S. Commercial Services, U.S. Government Services, Official Payments and
United Kingdom Operations.  The Company evaluates the performance of its operating segments based on net revenue and gross profit (net
revenue less direct costs), while other operating costs are evaluated on a geographical basis.  Accordingly, the Company does not include selling
and marketing expenses, general and administrative expenses, depreciation and amortization expense not attributable to state child support 
payment processing centers, interest income (expense), other income (expense) and income tax expense in segment profitability.  The table
below presents financial information for the four reportable segments:

U.S.
Commercial

Services

U.S.
Government

Services
Official

Payments

United
Kingdom

Operations Total

(in thousands)
Three Months Ended June 30,
2003:
Net revenues $ 2,490 $ 24,494 $ 18,225 $ 317 $ 45,526
Gross profit 962 7,602 4,153 132 12,849

Three Months Ended June 30,
2002:
Net revenues $ 3,811 $ 21,978 $ � $ 541 $ 26,330
Gross Profit 1,798 8,472 � 130 10,400

Nine Months Ended June 30,
2003:
Net revenues $ 7,600 $ 71,048 $ 30,927 $ 1,374 $ 110,949
Gross profit 3,251 24,007 8,362 559 36,179

Nine Months Ended June 30,
2002:
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Net revenues $ 13,378 $ 56,165 $ � $ 1,861 $ 71,404
Gross profit 6,425 21,665 � 563 28,653

NOTE 11�NEW ACCOUNTING PRONOUNCEMENTS

In November 2002, FASB issued Interpretation No. 45 (�FIN 45�), �Guarantor�s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness to Others.� FIN 45 elaborates on the disclosures to be made by a guarantor in its interim and
annual financial statements about its obligations under the guarantees it has issued. The disclosure requirements are effective for financial
statements of interim or annual periods ending after December 15, 2002. These disclosure provisions require a guarantor to disclose certain types
of guarantees, even if the likelihood of requiring the guarantor�s performance is remote. The following is a description of arrangements which the
Company is currently required to disclose in accordance with FIN 45.
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The Company has various agreements pursuant to which it may be obligated to indemnify the other party with respect to certain matters. 
Generally, these indemnification clauses are included in contracts arising in the normal course of business under which the Company
customarily agrees to hold the other party harmless against losses arising from a breach of representations related to such matters as title to
assets sold and licensed or certain intellectual property rights.  Payment by the Company under such indemnification clauses is generally
conditioned on the other party making a claim that is subject to challenge by the Company and dispute resolution procedures specified in the
particular contract.  Further, the Company�s obligations under these agreements may be limited in terms of time and/or amount, and in some
instances, the Company may have recourse against third parties for certain payments made by the Company.  It is not possible to predict the
maximum potential amount of future payments under these indemnification agreements due to the conditional nature of the Company�s
obligations and the unique facts of each particular agreement.  Historically, payments made by the Company under these agreements have not
been material.  As of June 30, 2003, management was not aware of any indemnification agreements that would require material payments.

As disclosed in Note 8 to the consolidated financial statements for the fiscal year ended September 30, 2002, the Company may be required to
make contingent payments related to the achievement of future performance targets by certain acquisitions.  As of June 30, 2003, contingent
payments of approximately $8.2 million may be made over the next 23 months upon the achievement of certain performance targets.  These
amounts are not included in liabilities at June 30, 2003.  If it is determined that these contingent payments are earned in the future, the Company
will record the liability at that time.

FIN 45 also requires that a guarantor recognize a liability at the inception of certain guarantees. The initial recognition and measurement
provisions of FIN 45 are applicable to guarantees issued or modified after December 31, 2002. The adoption of the initial recognition and
measurement provisions of FIN 45 did not have a material effect on the Company�s financial statements.

In January 2003, the FASB issued Interpretation No. 46 (�FIN 46�), �Consolidation of Variable Interest Entities.� An entity is subject to the
consolidation rules of FIN 46 and is referred to as a variable interest entity (�VIE�) if the entity�s equity investors lack the characteristics of a
controlling financial interest or do not have sufficient equity at risk for the entity to finance its operations without additional subordinated
financial support. FIN 46 applies immediately to VIEs created after January 31, 2003. For VIEs created prior to February 1, 2003, the Company
is required to apply the provisions beginning July 1, 2003. Additionally, FIN 46 requires disclosure of VIEs in financial statements issued after
January 31, 2003 if it is reasonably possible that as of the transition date: 1) the enterprise will be the primary beneficiary of an existing VIE that
will require consolidation or 2) the enterprise will hold a significant variable interest in, or have significant involvement with, an existing VIE.
The Company does not currently have any VIEs that it will need to consolidate or disclose.

In November 2002, the Emerging Issues Task Force issued a final consensus on Issue 00-21:  �Accounting for Revenue Arrangements with
Multiple Deliverables.�  Issue 00-21 provides guidance on how and when to recognize revenues on arrangements requiring delivery of more than
one product or service.  Issue 00-21 is effective prospectively for arrangements entered into in fiscal periods beginning after June 15, 2003.  The
Company has decided not to elect to apply the provisions of Issue 00-21 to existing arrangements and record the income statement impact as the
cumulative effect of a change in accounting principle.  The adoption of Issue 00-21 is not anticipated to have a material impact on the Company�s
operating results.
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ITEM 2.   MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Private Securities Litigation Reform Act Safe Harbor Statement

Certain statements contained in this report, including statements regarding the development of and demand for our services and our markets and
other statements that are not historical facts, are forward-looking statements within the meaning of the federal securities laws. These
forward-looking statements relate to future events or our future financial and/or operating performance and can generally be identified as such
because the context of the statement will include words such as �may�, �will�, �intends�, �plans�, �believes�, �anticipates�, �expects�, �estimates�, �shows�,
�predicts�, �potential�, �continue�, or �opportunity�, the negative of these words or words of similar import. These forward-looking statements are
subject to risks and uncertainties, including the risks and uncertainties described and referred to under �Factors That May Affect Future Results�
beginning on page 23, that could cause actual results to differ materially from those anticipated as of the date of this report.

Overview

We are a vertically focused provider of end-to-end business solutions to public sector, national and multinational clients. We formulate, evaluate
and implement solutions that allow clients to rapidly channel emerging technologies into their business operations. We combine our
understanding of enterprise-wide systems with domain knowledge in four primary vertical markets�government, healthcare, insurance and
utilities. We focus on markets that are driven by forces that create demand for our services and are anticipated to provide us with recurring
long-term revenue streams. Our net revenues increased to $110.9 million in the nine months ended June 30, 2003 from $71.4 million in the nine
months ended June 30, 2002. A significant portion of our net revenue is derived from sales to government agencies. For the nine months ended
June 30, 2003, approximately 91.9% of our net revenues were derived from sales to government agencies, including convenience fees earned by
the Company�s subsidiary, Official Payments Corporation (�OPAY�), on payments made by citizens to government agencies, as compared to
79.9% for the nine months ended June 30, 2002.  In addition, we have a teaming agreement with ACS State and Local Solutions, Inc. (�ACS�)
pursuant to which we jointly pursue child support payment processing contracts and currently perform services for three state governments as a
subcontractor to ACS.  For the nine months ended June 30, 2003, work performed under these three subcontracts accounted for 8.3% of total net
revenues.  Our workforce, composed of employees, independent contractors and subcontractors, increased to 804 on June 30, 2003 from 763 on
June 30, 2002, excluding our Australian discontinued operation

We derive net revenues primarily from transaction processing services, software development services, software license and maintenance fees,
IT consulting and professional consulting.  We bill clients on a per-transaction basis, a fixed price basis or a time and materials basis.  We
recognize net revenues from transaction-based contracts based on fees charged on a per-transaction basis or fees charged as a percentage of
dollars processed.  We recognize fixed price net revenues for software development, implementation, and customization using the
percentage-of-completion method, based upon the ratio of costs incurred to total estimated project costs. We recognize net revenues from
software licenses that do not include significant implementation or customization services upon delivery to the licensee when the fees are fixed
and determinable, collection is probable and vendor specific evidence exists to determine the value of any undelivered elements of the
arrangement. We recognize time and materials net revenues and professional consulting services under fixed fee arrangements as we perform
services and incur expenses and, if applicable, obtain acceptance from our clients. We recognize revenues from software maintenance contracts
ratably over the term of the contract, typically one year. The percentage of our net revenues generated on a fixed price basis was 30.8% for the
nine months ended June 30, 2003 and 48.1% for the nine months ended June 30, 2002. The percentage of our net revenues generated on a
per-transaction basis was 52.3% for the nine months ended June 30, 2003 and 31.8% for the nine months ended June 30, 2002.  We believe that
the percentage of total net revenues attributable to fixed price and per-transaction based contracts will continue to be significant.  Substantially
all of our contracts are terminable by the client following limited notice and without significant penalty to the client. From time to time, in the
regular course of our business, we negotiate the modification, termination, renewal or transition of time and materials, fixed price and
per-transaction based contracts that may involve an adjustment to the scope, duration or nature of the project, billing rates or price.  If we
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significantly overestimate the volume for transaction-based contracts or underestimate the resources, costs or time required for fixed price or
per-transaction based contracts, our financial condition and results of operations would be materially and adversely affected.  Unsatisfactory
performance of services or proprietary software, or unanticipated difficulties or delays in completing projects may result in client dissatisfaction
and a reduction in payment to us, termination of a contract, a claim against a performance bond posted by us, or payment of damages or
penalties by us as a result of litigation or otherwise, which could have a material adverse effect upon our business, financial condition and results
of operations.
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We have derived a significant portion of our net revenues from a small number of large clients. For some of these clients, we perform a number
of different projects pursuant to multiple contracts or purchase orders. For the nine months ended June 30, 2003, the Internal Revenue Service
accounted for 14.1% of our net revenues.  We anticipate that a substantial portion of our net revenues will continue to be derived from a small
number of large clients. The completion, cancellation or significant reduction in the scope of a large project would have a material adverse effect
on our business, financial condition and results of operations.

As our clients face pressure to control costs under continuing uncertain economic and political conditions, we face increasing pricing pressures. 
We continue to see clients reduce or defer their expenditures or defer the start of work already contracted.  Some of our competitors are capable
of operating at significant losses for extended periods of time, increasing pricing pressure on our products and services.

Personnel, facility and depreciation and amortization expenses represent a significant percentage of our operating expenses and are relatively
fixed in advance of any particular quarter. We manage our personnel utilization rates by carefully monitoring our needs and anticipating
personnel increases based on specific project requirements. To the extent net revenues do not increase at a rate commensurate with these
additional expenses, our results of operations could be materially and adversely affected. In addition, to the extent that we are unable to hire and
retain salaried employees to staff new or existing client engagements or retain hourly employees or  contractors, our business, financial condition
and results of operations would be materially and adversely affected.

From December 1996 through June 30, 2003, we made 19 acquisitions for a total cost of approximately $140.6 million using cash, shares of
Class B common stock and debt. We also incurred $3.1 million in cumulative compensation charges related to business combinations and $1.2
million in cumulative business combination integration charges resulting from these acquisitions. Generally, we record contingent payments as
additional goodwill at the time the payment can be determined beyond a reasonable doubt. If a contingent payment is based, in part, on a seller�s
continuing employment with us, the payments are recorded as compensation expense under U.S. generally accepted accounting principles over
the vesting period when the amount is deemed probable.  Business combination integration costs are comprised of transitional salaries and
benefits, travel, consulting and allocated facility costs related to the acquisition of OPAY and are expensed as incurred.  These acquisitions
helped us to expand our operations, to broaden our client base, delivery offerings and technical expertise and to supplement our human
resources.

In June 2003, we announced that we had received a subpoena from a grand jury in the Southern District of New York to produce certain
documents pursuant to an investigation involving the child support payment processing industry by United States Department of Justice,
Antitrust Division.  We continue to cooperate fully with the investigation. Due to the preliminary nature of the government�s inquiry, we are not
able to assess its impact on our financial condition or results of operations. Any proceedings that may be brought against us, even if we are
ultimately successful in defending ourselves, could have a material adverse effect on our business. Over the near term, we anticipate that we will
incur additional expenses as we undertake to comply with the subpoena.

International operations, primarily from European contracts, accounted for 1.2% of our net revenues for the nine months ended June 30, 2003
and 2.6% of our net revenues for the nine months ended June 30, 2002, excluding our Australian discontinued operation.  We believe that the
percentage of total net revenues attributable to international operations will be insignificant due to the sale of substantially all of the assets of our
Australian operation in September 2002. International operations subject us to foreign currency translation adjustments and transaction gains and
losses for amounts denominated in foreign currencies.
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The discussion and analysis of our financial condition and results of operations are based upon consolidated financial statements, which have
been prepared in accordance with U.S. generally accepted accounting principles.  The preparation of these financial statements requires us to
make estimates and judgments that affect our reported assets, liabilities, net revenues and expenses, and our related disclosure of contingent
assets and liabilities.  On an ongoing basis, we evaluate our estimates, including those related to revenue recognition, cost of revenues,
collectibility of receivables, goodwill and intangible assets, income taxes, restructuring obligations and discontinued operations.  We base our
estimates on historical experience and on various other assumptions that are believed to be reasonable under the circumstances.  Such experience
and assumptions form the basis of judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. 
Actual results may differ from these estimates under different assumptions or conditions.
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We believe the following critical accounting policies and the related judgments and estimates significantly affect the preparation of our
consolidated financial statements:

Basis of Presentation.  During the quarter ended March 31, 2002, we adopted a plan to sell our Australian operations, and
in September 2002, we completed the sale. The Australian operations are accounted for as a discontinued operation,
and, accordingly, amounts in the consolidated financial statements and related notes for all periods presented reflect
discontinued operation accounting.

Revenue Recognition.  Certain judgments affect the application of our revenue recognition policy.   Net revenues from
transaction-based contracts are generally recognized based on fees charged on a per-transaction basis or fees charged
as a percentage of total dollars processed.  We establish the per-transaction fee or transaction fee percentage in our
clients� contracts based on estimated future costs and the estimate of transaction volume over the life of the contract. 
Any significant variance from the estimated number of transactions or average transaction dollars processed could
significantly impact the resulting gross profit.  Net revenues from fixed price software development, implementation
and customization contracts are generally recognized using the percentage-of-completion method of accounting based
upon the ratio of costs incurred to total estimated project costs.  The total estimated cost is calculated based on
historical experience.  Any significant changes in total estimated costs could significantly impact the recognition of
net revenue.  Net revenues from professional consulting services under fixed price contracts are recognized as services
are provided and accepted by our clients, if applicable.  Any significant difference between the timing of revenues
recognized and costs incurred has a significant impact on the gross profit.  For OPAY�s electronic credit card payment
transactions, we estimate sales returns and allowances attributable to credit card reversals and chargebacks in
determining net revenues. The amount and timing of our net revenue is difficult to predict, and any shortfall in net
revenue or delay in recognizing net revenue could cause our operating results to vary significantly from quarter to
quarter and could result in future operating losses.

Revenue recognition rules for software contracts are very complex.  Software license net revenue is recognized when there is persuasive
evidence of an arrangement, the fee is fixed or determinable, collectibility is probable and delivery to the client has occurred, provided the
arrangement does not require significant implementation or customization of the software.  When significant implementation or customization
services are included, software license net revenue is recognized on the percentage-of-completion method of accounting.  Net revenues from
software maintenance contracts are recognized ratably over the term of the contract, typically one year.  Implementation services are periodically
performed under fixed-fee arrangements and, in such cases, net revenues are recognized on a percentage-of-completion basis.

Generally our government contracts are subject to �fiscal funding� clauses, which entitle the client, in the event of budgetary constraints, to reduce
or eliminate the services we are to provide, with a corresponding reduction in the fee the client must pay.  Net revenues are recognized under
such contracts only when we consider the likelihood of cancellation of funding to be remote.

Cost of Revenues and Transaction Volume Estimates.  We establish the per-transaction fee or transaction fee percentage in our
client contracts based on estimated future costs and estimated transaction volume over the life of the contract. 
Included in our cost estimates for certain child support payment processing contracts are estimates regarding
misapplied payments and payments that are rejected due to insufficient funds to the extent we are to bear these costs.
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Any significant variance from our estimates could significantly impact our gross profit and gross profit margin.  We
recognize fixed price net revenues for software development, implementation and customization projects using the
percentage-of-completion method, based upon the ratio of costs incurred to total estimated project costs.  Any
significant changes in total project costs could significantly affect our gross profit and gross profit margin.

Collectibility of Receivables.  A considerable amount of judgment is required to assess the ultimate realization of
receivables, including assessing the probability of collection and the current credit worthiness of our clients. 
Probability of collection is based upon the assessment of the client�s financial condition through the review of its
current financial statements or credit reports.  For follow-on sales to existing clients, prior payment history is also
used to evaluate probability of collection. We maintain an allowance for doubtful accounts for accounts receivable
balances and a sales return and allowance provision for reversals and chargebacks from consumers who use our credit
card payment services. We have not experienced significant credit losses historically, except for the write-off of
approximately $2,020,000 due to a contract dispute during the fiscal year ended September 30, 1999.  However, there
is no assurance that we will not need to record increases to these balances in the future.  We have several large
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accounts receivable and unbilled receivable balances, and any dispute, early contract termination or other collection issues could have a material
adverse impact on our financial condition and results of operations.

As of June 30, 2003, one client accounted for 62.1%, or $12.8 million, of total unbilled receivables.  We are in negotiation with the client to
obtain a contract change order that we believe we need to be able to invoice the client for the unbilled receivable amount and to complete the
original contract.  As of June 30, 2003, we also had recorded $532,000 of costs associated with the change order in other current assets. Should
all negotiation options fail to reach an amicable solution, we might not be able to collect up to the entire unbilled receivable amount which could
have a material adverse impact on our financial condition and results of operations.  During the three and nine months ended June 30, 2003,
approximately 6.2% and 8.5% of our net revenues were derived from this client.  We are in negotiation with the client to reach an amicable
solution, but should this contract be terminated by the client, the loss of additional revenues from this project would have a material adverse
impact on the results of our operations.

We are currently pursuing further legal action against a former client against which we have received court judgments.  The total outstanding
receivable is approximately $709,000.  We believe we have adequate reserves against this balance.  However, if we are unsuccessful in
collecting on these judgments, the write-off of this receivable could have a material adverse impact on our results of
operations.

Goodwill and Other Intangible Assets.  Consideration paid in connection with acquisitions is required to be allocated to the
acquired assets, including identifiable intangible assets, and liabilities acquired.  Acquired assets and liabilities are
recorded based on our estimate of fair value, which requires significant judgment with respect to future cash flows and
discount rates.  For intangible assets, we are required to estimate the useful life of the asset and recognize its cost as an
expense over the useful life.  We regularly evaluate acquired businesses for potential indicators of impairment of
goodwill and other intangible assets.  Our judgments regarding the existence of impairment indicators are based on
market conditions, operational performance of our acquired businesses and identification of reporting units.  Future
events could cause us to conclude that impairment indicators exist and that goodwill and other intangible assets
associated with our acquired businesses are impaired.  Beginning October 1, 2002, we adopted Statement of Financial
Accounting Standards No. 142 (�SFAS 142�) �Goodwill and Other Intangible Assets.�  Accordingly, our goodwill and
other intangible assets that have an indefinite useful life are no longer amortized but instead are reviewed at least
annually for impairment.  During the quarter ended December 31, 2002, we completed the initial impairment test and
the results did not indicate any impairment loss.  Impairment tests involve the use of estimates related to the fair
market value of the business operations with which goodwill is associated.  If we do not meet our long-term forecasts,
or if the trading price of our Class B common stock does not sufficiently improve, we could be required to record
impairment charges related to goodwill and other intangible assets, which could adversely affect our financial results. 
In the fourth quarter of fiscal year 2003, we will perform our annual impairment test to determine if goodwill
associated with our segments is impaired. Any resulting impairment loss could have a material adverse impact on our
financial condition and results of operations.

Income Taxes.  We are required to estimate our income taxes in each of the jurisdictions in which we operate as part of
the process of preparing our consolidated financial statements.  This process involves estimating our actual current tax
liability, including assessing temporary differences resulting from differing tax treatment of items, such as the
difference in amortizable lives for intangible assets for tax and accounting purposes.  These differences result in
deferred tax assets and liabilities.  We must then assess the likelihood that our net deferred tax assets will be recovered
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from future taxable income and, to the extent we believe that recovery is not likely, we must establish a valuation
allowance.

Determination of Restructuring Obligations.  As a result of our acquisition of OPAY, we assumed certain liabilities for
restructuring costs that OPAY had previously recognized in connection with the involuntary termination of employees
and the consolidation of facilities.  The restructuring liability for involuntary terminations consists of compensation
and benefits costs incurred under severance agreements.  To the extent that employees scheduled for involuntarily
termination are in fact retained, or severance agreements are modified, adjustments to the established restructuring
liability may be required.  The restructuring liability for consolidation of facilities is the estimated net obligation
payable on office facilities scheduled for abandonment.  The estimated net obligation includes the gross obligation
payable under existing lease agreements through estimated disposition dates, estimated costs of abandonment or lease
transfer, as offset by estimated sublease income.  To the extent we are unable to sublease or otherwise dispose of the
facilities on the dates estimated, or the estimated sublease income or estimated costs differ from our estimates, the
restructuring liability may require adjustment.
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Results of Operations

The following table summarizes our operating results as a percentage of net revenues for each of the periods indicated:

Three Months Ended
June 30,

Nine Months Ended
June 30,

2003 2002 2003 2002

Net revenues 100.0 % 100.0 % 100.0 % 100.0 %

Cost of revenues 71.8 60.5 67.4 59.9

Gross profit 28.2 39.5 32.6 40.1

Costs and expenses:

Selling and marketing 4.3 5.2 5.2 5.6

General and administrative 13.1 16.3 15.7 16.9

Other charges 0.6 � 0.2 �

Business combination integration 0.4 � 0.8 �

Depreciation and amortization 2.8 5.2 3.7 5.7

Income from continuing operations 7.0 12.8 7.0 11.9

Interest income (expense), net 0.6 1.8 0.9 1.6
Income from continuing operations before
income taxes 7.6 14.6 7.9 13.5

Provision for income taxes 2.9 5.4 3.0 5.0
Income from continuing operations, net of
income taxes 4.7 % 9.2 % 4.9 % 8.5 %

Three Months Ended June 30, 2003 and June 30, 2002

Net Revenues.  We generate net revenues primarily by providing transaction processing services, software development
services and professional consulting on client engagements and from software license and maintenance fees. For
OPAY�s electronic credit card payment transactions, we estimate sales returns and allowances attributable to credit
card reversals and chargebacks in determining net revenues. Net revenues increased 72.9% to $45.5 million for the
three months ended June 30, 2003 from $26.3 million in the three months ended June 30, 2002. This increase resulted
primarily from net revenues of approximately $18.2 million attributable to OPAY, which we acquired in late July
2002, and an increase in U.S. Government Services net revenues of approximately $2.5 million, partially offset by a
decrease in U.S. Commercial Services net revenues of approximately $1.3 million.  The increase in net revenues from
U.S. Government Services operations resulted primarily from the new public pension software systems projects and
new child support payment processing contracts under our agreement with ACS. The decrease in net revenues from
U.S. Commercial Services operations resulted primarily from the completion of several large projects in prior periods,
reduced net revenues in the current year from a large commercial customer and the reduction in corporate IT spending
resulting from the general weakness in the U.S. Commercial Services sector.
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Net revenues include reimbursements from clients for out-of-pocket expenses.  Reimbursement revenues for each period
represented were less than 10% of total net revenues for the respective period.  We expect reimbursement revenues to
increase in absolute dollars in future periods primarily due to new contracts and anticipated future contracts primarily
in our child support payment processing operations.

Gross Profit.   Gross profit represents net revenues less cost of revenues.  Cost of revenues consists primarily of those
costs directly attributable to providing service to a client, including employee salaries and incentive compensation,
independent contractor and subcontractor costs, credit card discount fees, out-of-pocket expenses, employee benefits,
payroll taxes, travel-related expenditures, amortization of certain intellectual property and costs of project-related
equipment, hardware or software purchases. For state child support payment processing center operations, cost of
revenues also includes facility, depreciation and amortization expenses and direct overhead costs.  Cost of revenues
includes $607,000 of depreciation and amortization for the three months ended June 30, 2003 and $600,000 for the
months ended June 30, 2002.  Gross profit increased 23.5% to $12.8 million for the three months ended June 30, 2003
from $10.4 million for the three months ended June 30, 2002. Gross profit margin decreased to 28.2% for the three
months ended June 30, 2003 from 39.5% for the three months ended June 30, 2002. The decrease in the gross profit
margin resulted primarily from the addition of OPAY�s net revenues in the current fiscal year and an increase in net
revenues from U.S. Government operations, both of which historically have had lower
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gross profit margins than our average gross profit margin, and a decrease in the percentage of our net revenues derived from U.S. Commercial
Services operations, which has historically had higher gross profit margins than our average gross profit margin.  Additionally, the gross profit
margin was negatively affected by unexpected project costs on a large systems integration project.  Our gross profit margin has also decreased
due to lower gross profit margins on contracts where we are a subcontractor or where we have an increased use of subcontractors for services or
technology.

Selling and Marketing.   Selling and marketing expenses consist primarily of personnel costs, sales commissions,
advertising and marketing expenditures, and travel-related expenditures. Selling and marketing expenses increased
45.1% to $2.0 million for the three months ended June 30, 2003 from $1.4 million for the three months ended June 30,
2002.  As a percentage of net revenues, selling and marketing expenses decreased to 4.3% for the three months ended
June 30, 2003 from 5.2% for the three months ended June 30, 2002.  The increase in selling and marketing expenses
in total dollars was primarily attributable to the addition of OPAY�s sales and marketing costs in the current fiscal
year.  We expect sales and marketing expenses to fluctuate from quarter to quarter due to items such as seasonal
advertising and marketing expense for OPAY during the April 15th tax season and increased FICA tax expense at the
beginning of a new calendar year. We expect selling and marketing expenses in the fourth quarter to decrease slightly
from the third quarter.

General and Administrative.   General and administrative expenses consist primarily of personnel costs related to general
management and administrative functions, human resources, resource management, OPAY�s engineering, client
service and customer service departments, staffing, accounting and finance, legal, facilities and information systems,
as well as business insurance costs, facility costs and professional fees related to legal, audit, tax, external financial
reporting and investor relations matters. General and administrative expenses increased 39.1% to $6.0 million for the
three months ended June 30, 2003 from $4.3 million for the three months ended June 30, 2002. As a percentage of net
revenues, general and administrative expenses decreased to 13.1% for the three months ended June 30, 2003 from
16.3% for the three months ended June 30, 2002. The increase in general and administrative expenses in total dollars
was primarily attributable to the addition of OPAY�s general and administrative costs in the current fiscal year.
General and administrative expenses include compensation charges related to business combinations of approximately
$167,000 for the three months ended June 30, 2003 resulting from contingent payments earned in accordance with the
acquisition agreement for Chayet Communications Group, Inc. (�Chayet�).  We expect general and administrative
expenses will increase in absolute dollars for fiscal year 2003 as we will have a full year of general and administrative
expenses from the OPAY and Government Solutions Center (�GSC�) operations, as well as increased business
insurance costs, increased employee benefit costs, increased rent expense due to expansion of our facilities and
anticipated costs to comply with the requirements of the Sarbanes-Oxley Act of 2002.

Other Charges.  Other charges consist primarily of legal expenses incurred in complying with the grand jury subpoena
announced in June 2003.  Other charges were $260,000 for the three months ended June 30, 2003, which represented
0.6% of net revenues.  We expect to incur additional expenses in future quarters to comply with the subpoena.

Business Combination Integration.  Business combination integration costs consist of expenses attributable to employees
and consultants of OPAY who were retained on a short-term basis following our acquisition of OPAY, solely for the
purpose of providing training and completing other transition tasks in connection with the integration of OPAY into
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our operations. These costs consist of compensation, employee benefits, travel, consulting and allocated facilities
costs and are expensed in the period in which they are incurred.  Business combination integration costs were
$192,000 for the three months ended June 30, 2003 which was 0.4% of net revenues and consisted primarily of
compensation, benefits and consulting costs.  We expect business combination integration costs attributable to OPAY
to decrease in the fourth quarter.

Depreciation and Amortization.   Depreciation and amortization consists primarily of expenses associated with depreciation
of equipment and improvements and amortization of intangible assets resulting from acquisitions and intellectual
property not directly attributable to client projects.  Project-related depreciation and amortization is included in cost of
revenues.  Depreciation and amortization was $1.3 million for the three months ended June 30, 2003 and $1.4 million
for the three months ended June 30, 2002. As a percentage of net revenues, depreciation and amortization decreased to
2.8% for the three months ended June 30, 2003 from 5.2% for the three months ended June 30, 2002.  The decrease in
amortization expense resulting from the adoption of SFAS 142 was offset by increased amortization of acquired
intangibles from the OPAY acquisition.

Interest Income  (Expense), Net.   Net interest income decreased 44.3% to $263,000 for the three months ended
June 30, 2003 compared to net interest income of $472,000 for the three months ended June 30, 2002.  This decrease
was primarily attributable to interest earned on a lower average investment balance and lower investment yields.
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Provision for Income Taxes.  The provision for income taxes was $1.3 million for the three months ended June 30, 2003
and $1.4 million for the three months ended June 30, 2002.  Our effective tax rate was 38.0% for the three months
ended June 30, 2003 and 37.0% for the three months ended June 30, 2002.  The future tax rate may vary due to a
variety of factors, including, but not limited to, the relative income contribution by tax jurisdiction, the amount of tax
exempt interest income generated during the year, changes in statutory tax rates, the ability to utilize foreign tax
credits and foreign net operating losses, and any non-deductible items related to acquisitions or other nonrecurring
charges. We will continue to monitor the effective tax rate on a quarterly basis.

Nine Months Ended June 30, 2003 and June 30, 2002

Net Revenues.   Net revenues increased 55.4% to $110.9 million for the nine months ended June 30, 2003 from $71.4
million in the nine months ended June 30, 2002.  This increase resulted primarily from net revenues attributable to the
acquisition of OPAY of approximately $30.9 million and an increase in U.S. Government operations of approximately
$14.9 million, partially offset by a decrease in U.S. Commercial Services net revenues of approximately $5.8 million. 
The increase in net revenues from U.S. Government Services operations resulted primarily from the new public
pension software systems projects, new child support payment processing contracts under the ACS teaming agreement
and the acquisition of certain assets of GSC.  The decrease in net revenues from U.S. Commercial Services operations
resulted primarily from the completion of several large projects in the prior year, reduced net revenues in the current
year from a large commercial customer and the reduction in corporate IT spending resulting from the general
weakness in the U.S. Commercial Services sector.

Gross Profit.   Gross profit increased 26.3% to $36.2 million for the nine months ended June 30, 2003 from $28.7
million in the nine months ended June 30, 2002. The gross profit margin decreased to 32.6% for the nine months
ended June 30, 2003 from 40.1% in the nine months ended June 30, 2002.  The decrease in gross margin was
primarily attributable to the addition of OPAY�s net revenues in the current fiscal year period and an increase in net
revenues from U.S. Government Services operations, both of which historically have had lower gross profit margins
than our average, and a decrease in net revenues derived from U.S. Commercial Services operations, which have
historically had higher gross profit margins than our average. Cost of revenues includes $1.8 million of depreciation
and amortization for the nine months ended June 30, 2003 and $1.7 million for the nine months ended June 30, 2002.

Selling and Marketing.   Selling and marketing expenses increased 43.9% to $5.8 million for the nine months ended
June 30, 2003 from $4.0 million in the nine months ended June 30, 2002. As a percentage of net revenues, selling and
marketing expenses decreased to 5.2% for the nine months ended June 30, 2003 from 5.6% in the nine months ended
June 30, 2002.  The increase in selling and marketing expenses in total dollars was primarily attributable to the
addition of OPAY�s sales and marketing costs in the current fiscal year period.

General and Administrative.   General and administrative expenses increased 44.6% to $17.4 million for the nine months
ended June 30, 2003 from $12.0 million in the nine months ended June 30, 2002. As a percentage of net revenues,
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general and administrative expenses decreased to 15.7% for the nine months ended June 30, 2003 from 16.9% in the
nine months ended June 30, 2002.  General and administrative expenses include compensation charges related to
business combinations of approximately $167,000 for the nine months ended June 30, 2003 resulting from contingent
payments earned in accordance with the acquisition agreement for Chayet.  The increase in general and administrative
expenses in total dollars was primarily attributable to the acquisitions of OPAY and GSC, as well as increases in
business insurance costs, increased employee benefit costs and increased rent expense due to the expansion of our
facilities.

Other Charges.   Other charges were $260,000 for the nine months ended June 30, 2003, which represented 0.2% of net
revenues.  We expect to incur additional expenses in future quarters to comply with the subpoena.

Business Combination Integration.  Business combination integration costs were approximately $872,000 for the nine
months ended June 30, 2003, which was 0.8% of net revenues.

Depreciation and Amortization.   Depreciation and amortization was $4.1 million for the nine months ended June 30, 2003
and 2002. As a percentage of net revenues, depreciation and amortization decreased to 3.7% for the nine months
ended June 30, 2003 from 5.7% in the nine months ended June 30, 2002.  The decrease in amortization resulting from
the adoption of SFAS 142 was offset by increased amortization of other intangible assets acquired in the OPAY and
GSC acquisitions.
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Interest Income (Expense), Net.   We had net interest income of $956,000 for the nine months ended June 30, 2003
compared to net interest income of $1.1 million for the nine months ended June 30, 2002.  This decrease was
primarily attributable to interest earned on lower average investment balances and lower investment yields.

Provision for Income Taxes.   Provision for income taxes decreased 6.5% to $3.3 million for the nine months ended
June 30, 2003 from $3.6 million in the nine months ended June 30, 2002.  For the nine months ended June 30, 2003,
our effective tax rate was 38.0% and for the nine months ended June 30, 2002, our effective tax rate was 37.0%. The
future tax rate may vary due to a variety of factors, including, but not limited to, the amount of tax exempt interest
income generated during the year, the relative income contribution by tax jurisdiction, changes in statutory tax rates,
the ability to utilize foreign tax credits and foreign net operating losses, and any non-deductible items related to
acquisitions or other nonrecurring charges.  We will continue to closely monitor our effective tax rate on a quarterly
basis.

Discontinued operation.  The loss from operations of discontinued operation represents the historical operating losses
incurred by our Australian operation. The loss from operations of discontinued operation was $1.3 million for the nine
months ended June 30, 2002.  The loss on disposal of discontinued operation represented the estimated loss on the
disposal of our Australian operations and the estimated future operating losses through the disposal period. The loss
on disposal of discontinued operation was $15.1 million for the nine months ended June 30, 2002.

Liquidity and Capital Resources

Our principal capital requirement is to fund working capital to support our growth, including potential future acquisitions and potential
contingent payments due to prior acquisitions.  We maintain a $15.0 million revolving credit facility that expires on January 31, 2005, of which
$15.0 million may be used for letters of credit.  The credit facility bears interest at the adjusted LIBOR rate plus 2.5% or the lender�s announced
prime rate plus 0.25%, at our option. The credit facility is collateralized by first priority liens and security interests in our assets.  The credit
facility contains certain restrictive covenants including, but not limited to, limitations on the amount of loans we may extend to officers and
employees and the incurrence of additional debt.  The credit facility requires the maintenance of certain financial covenants, including a
minimum quarterly net income requirement, minimum tangible net worth, a minimum ratio of debt to tangible net worth and a minimum ratio of
liquid assets to current liabilities.  As of June 30, 2003, we were in compliance with the covenants of the credit facility. There were no
outstanding borrowings or standby letters of credit under this facility as of June 30, 2003.

At June 30, 2003, we also had a $2.5 million non-revolving line of credit for financing capital expenditures that may be drawn upon until
January 29, 2004.  Principal payments must be made in 36 equal monthly payments commencing February 29, 2004.  This credit facility has a
maturity date of January 31, 2007.  Interest is based on either the LIBOR rate plus 2.75% or the lender�s announced prime rate plus 0.5%, at our
option and is payable monthly.  As of June 30, 2003, we had no borrowings under this line of credit.

In addition to the credit facilities mentioned above, we had letters of credit totaling approximately $3,346,000, which were collateralized by
certain securities in our long-term investment portfolio at June 30, 2003.  Furthermore, our subsidiary, OPAY, had a letter of credit outstanding
in the amount of approximately $138,000 secured by a certificate of deposit.  These letters of credit were issued to secure performance bonds
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and to meet various facility lease requirements.

During the nine months ended June 30, 2003, we repurchased 568,000 shares of Class B common stock at a total cost of approximately $6.7
million under the stock repurchase program authorized by our Board of Directors in October 1998.  These purchases were funded through
current holdings of cash and investments.  In April 2003, the Board increased the number of shares authorized for repurchase to a total of 2.0
million shares.  Of the 2.0 million shares authorized for repurchase under this program, a total of approximately 884,000 shares have been
repurchased as of June 30, 2003. The timing and volume of our future purchases under this program will depend on market conditions.

Net cash from continuing operations provided by operating activities was $7.2 million in the nine months ended June 30, 2003 as compared to
$11.6 million in the nine months ended June 30, 2002.  The decrease in net cash from continuing operations provided by operating activities is
largely attributable to the increase in unbilled receivables balance resulting from work performed on contracts with milestone based billings and
payments of OPAY restructuring liabilities in the current year.
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Net cash from continuing operations used in investing activities was $6.0 million in the nine months ended June 30,
2003 as compared to $54.4 million in the nine months ended June 30, 2002. The net cash from continuing operations
used in investing activities for the nine months ended June 30, 2003 was primarily attributable to contingent earnout
payments related to business combinations, net purchases of securities available for sale and capital expenditures.  
The net cash from continuing operations used in investing activities for the nine months ended June 30, 2002 was
primarily attributable to increased net investments in marketable securities resulting from the investment of the
proceeds of our follow-on stock offering, payments related to business combinations and capital expenditures.

Capital expenditures, including equipment and software acquired under financing arrangements but excluding assets acquired or leased through
business combinations, were approximately $1.5 million in the nine months ended June 30, 2003 and $3.6 million in the nine months ended June
30, 2002.  We anticipate that in fiscal year 2003, our capital expenditures will be less than in fiscal year 2002 and relate to, among other things,
purchases of computer equipment to enhance our operations and support our growth, as well as potential expenditures related to new office
leases and the establishment or expansion of child support payment processing and OPAY transaction processing centers.

Net cash from continuing operations used in financing activities totaled $5.7 million in the nine months ended June 30, 2003 as compared to net
cash from continuing operations provided by financing activities of $77.3 million in the nine months ended June 30, 2002.  The net cash from
continuing operations used in financing activities for the nine months ended June 30, 2003 resulted primarily from the repurchase of Class B
common stock under our stock repurchase program.  The net cash from continuing operations provided by financing activities for the nine
months ended June 30, 2002 resulted primarily from the proceeds of our follow-on stock offering and the exercise of employee stock options.

As of June 30, 2003, one client accounted for 62.1%, or $12.8 million, of total unbilled receivables.  We are in negotiation with the client to
obtain a contract change order that we believe we need to be able to invoice the client for the unbilled receivable amount and to complete the
original contract.  As of June 30, 2003, we also had recorded $532,000 of costs associated with the change order in other current assets. Should
all negotiation options fail to reach an amicable solution, we might not be able to collect up to the entire unbilled receivable amount which could
have a material adverse impact on our financial condition and results of operations.  During the three and nine months ended June 30, 2003,
approximately 6.2% and 8.5% of our net revenues were derived from this client.  We are in negotiation with the client to reach an amicable
solution, but should this contract be terminated by the client, the loss of additional revenues from this project would have a material adverse
impact on the results of our operations.

We expect to generate cash flows from operating activities over the long-term; however, we may experience significant fluctuations from quarter
to quarter resulting from the timing of the billing and collection of large project milestones, particularly for our pension software systems
projects.  We anticipate that our existing capital resources, including our cash balances, cash that we anticipate will be
provided by operating activities and our available credit facilities, will be adequate to fund our operations for at least
the next 12 months. There can be no assurance that changes will not occur that would consume available capital
resources before such time.  Our capital requirements and capital resources depend on numerous factors, including
potential acquisitions; contingent payments earned; new and existing contract requirements; the timing of the receipt
of accounts receivable, including unbilled receivables; our ability to draw on our bank facility and employee growth. 
To the extent that our existing capital resources are insufficient to meet our capital requirements, we will have to raise
additional funds. There can be no assurance that additional funding, if necessary, will be available on favorable terms,
if at all.  The raising of additional capital may dilute our shareholders� ownership in us.
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Due to the current economic climate, the performance bond market has substantially changed, resulting in reduced availability of bonds,
increased cash collateral requirements and increased premiums.  Some of our government contracts require a performance bond and future
requests for proposal may also require a performance bond.  Our inability to obtain performance bonds, increased costs to obtain such bonds or a
requirement to pledge significant cash collateral in order to obtain such bonds would adversely affect our business and our capacity to obtain
additional contracts.  Increased premiums or a claim made against a performance bond could adversely affect our earnings and cash flow and
impair our ability to bid for future contracts.

Disclosures About Contractual Obligations And Commercial Commitments as of June 30, 2003

As of June 30, 2003, we had the following obligations and commitments to make future payments under contracts, contractual obligations and
commercial commitments (in thousands):

22

Edgar Filing: TIER TECHNOLOGIES INC - Form 10-Q

Critical Accounting Policies and Estimates 41



Payments due by period

Contractual Cash Obligations Total
Less than

1 year 2 � 3 years 4 � 5 years After 5 years
Debt, including interest $ 477 $ 223 $ 236 $ 18 $ �
Operating leases 11,101 3,884 4,927 2,241 49
Restructuring liability 1,555 720 701 134 �

Amount of commitment expiration per period

Other Commercial Commitments

Total
amounts

committed
Less than

1 year 2 � 3 years 4 � 5 years After 5 years
Standby letters of credit $ 3,484 $ 3,000 $ 289 $ � $ 195
Performance bonds 36,550 29,819 6,731 � �

New Accounting Pronouncements
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In November 2002, the Emerging Issues Task Force issued a final consensus on Issue 00-21:  �Accounting for Revenue Arrangements with
Multiple Deliverables.�  Issue 00-21 provides guidance on how and when to recognize revenues on arrangements requiring delivery of more than
one product or service.  Issue 00-21 is effective prospectively for arrangements entered into in fiscal periods beginning after June 15, 2003.  We
have decided not to elect to apply the provisions of Issue 00-21 to existing arrangements and record the income statement impact as the
cumulative effect of a change in accounting principle.  The adoption of Issue 00-21 is not anticipated to have a material impact on our operating
results.

Factors That May Affect Future Results

The following factors and other risk factors could cause our actual results to differ materially from those contained in forward-looking
statements in this Form 10-Q.

Our quarterly net revenues, operating results and cash flows are volatile, may fluctuate significantly from quarter to quarter and may
be difficult to forecast, which may cause the market price of our Class B common stock to decline.

Our net revenues, operating results and cash flows are subject to significant variation from quarter to quarter due to a
number of factors, many of which are outside our control.  Among other things, these factors include:

�  the number, size and scope of projects in which we are engaged;

�  the accuracy of estimated resources and costs required to complete our fixed price contracts;

�  dependence on our technology partners;

�  the adequacy of provisions for losses, including provisions for accounts receivable, unbilled receivables and
other receivables;

�  economic conditions in the vertical and geographic markets we serve;

�  demand for our services generated by strategic partnerships and certain prime contractors;
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�  revenues recognized and costs incurred on projects before we have the right to invoice and ultimately collect
cash from our clients;

�  the accuracy of estimated transaction volume and transaction dollars processed in computing transaction net
revenues from our child support payment processing center operations and OPAY�s payment processing center
operations;
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�  our consultant utilization rates and the number of billable days in a particular quarter which may be
significantly impacted by increased vacations and public holidays;

�  the seasonality of OPAY�s business, due primarily to the fact that the majority of federal and state personal
income tax payments are made in March and April and real estate and personal property tax payments may be made
annually or semi-annually in many jurisdictions;

�  the contractual terms and degree of completion of projects;

�  any delays or costs incurred in connection with, or early termination of, a project;

�  our ability to staff projects with salaried employees versus hourly employees, hourly independent contractors
and sub-contractors;

�  the amount and timing of costs related to our sales and marketing and other initiatives;

�  legal expenses incurred in complying with the grand jury subpoena;

�  variability of software license fee revenue in a particular quarter;

�  start-up costs incurred in connection with the initiation of large projects; and

�  any assessment of potential penalties or contingent obligations in connection with a project.

The timing and realization of opportunities in our sales pipeline make the timing and variability of net revenues difficult
to forecast. A high percentage of our operating expenses, particularly personnel, facility and depreciation and
amortization, are fixed in advance. We also typically reach the annual limitation on FICA contributions for many of
our U.S. employees before the end of the calendar year. As a result, U.S. employer payroll taxes will vary
significantly from quarter to quarter during the fiscal year and will generally be higher at the beginning of the calendar
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year and net revenues will vary from quarter to quarter during the fiscal year.  Because of the variability of our
quarterly operating results, we believe that period-to-period comparisons of our operating results are not necessarily
meaningful, should not be relied upon as indications of future performance and may result in volatility and declines in
the price of our Class B common stock. In addition, our operating results may from time to time be below the
expectations of analysts and investors.  If so, the market price of our Class B common stock may decline significantly.

As discussed in Note 5 to our Condensed Consolidated Financial Statements, we adopted SFAS 142 as of October 1, 2002.  This standard
requires that goodwill no longer be amortized, and instead, be tested for impairment on a periodic basis.  Impairment tests involve the use of
estimates related to the fair market value of the business operations with which goodwill is associated.  If we do not meet our long-term
forecasts, or if the trading price of our Class B common stock does not improve, we could be required to record impairment charges related to
goodwill and other intangible assets, which could adversely affect our financial results.   In the fourth quarter of fiscal year 2003, we will
perform our annual impairment test to determine if goodwill associated with our segments is impaired. This analysis may result in a non-cash
impairment charge of up to approximately $47.6 million, which represents the balance of goodwill at June 30, 2003.  The impairment charge, if
any, would depend on the estimated value of the business units to which the goodwill relates and the value of other assets and liabilities at that
time.  In addition, other acquired intangible assets are tested for impairment as a result of an event or circumstance that may indicate the carrying
value of other acquired intangible assets may not be recoverable.  If we were required to test other acquired intangible assets for impairment, this
may result in an additional non-cash impairment charge of up to $25.7 million, which represents the net balance of other acquired intangible
assets at June 30, 2003.  Any resulting impairment loss could have a material adverse impact on our financial condition and results of operations.

A continued decline in the current economic climate could adversely affect our net revenues and cash flows.

We continue to experience increasing pricing pressures from competitors as well as from clients facing pressure to control costs under
continuing uncertain economic and political conditions.  We continue to see clients reduce or defer their expenditures or defer the start of work
already contracted.  Some of our competitors are capable of operating at significant losses for extended periods of time, increasing pricing
pressure on our products and services.  If we do not maintain competitive pricing, the demand for our products and services, as well as our
market share, may decline, having an adverse effect on our business.  From time to time, in responding to competitive
pressures,
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we lower the prices of our products and services.  If we are unable to reduce our costs or improve operating efficiencies when we offer such
lower prices, our net revenues and margins will be adversely affected.

OPAY�s net revenues are generated primarily based on convenience fees charged as a percentage of dollars processed for income taxes and other
payments.  Income taxes are dependent on the amount of income earned by taxpaying citizens and the prevailing tax rates.  A continued decline
in economic conditions could reduce the per capita income of citizens, and thus reduce the amount of income tax payments consumers remit to
government entities, which may reduce OPAY�s revenues from convenience fees.  A reduction in income tax rates may
also reduce the amount of income tax payments consumers remit to government entities, which may reduce OPAY�s
revenues from convenience fees. In addition, continued decline in the economy may result in a reduction in consumer
spending, particularly for non-essential goods and services, which may result in a reduction in consumers� use of
OPAY�s services.  If the economy continues to decline, our results of operations and cash flows could be adversely
affected.

We depend on government agencies for a majority of our net revenues and the loss or decline of existing or future government agency
funding would adversely affect our net revenues and cash flows.

For the nine months ended June 30, 2003, approximately 91.9% of our net revenues were derived from services provided to government
agencies, including convenience fees earned by OPAY with respect to payments made by citizens to government agencies.  These government
agencies may be subject to budget cuts, budgetary constraints, a reduction or discontinuation of funding or changes in the political or regulatory
environment that may cause government agencies to terminate projects, divert funds or delay implementation. These government agencies may
terminate most of these contracts at any time without cause. In addition, revisions to or repeals of mandated statutes and regulations, including
changes to the timing of required compliance, may cause government agencies to divert funds. A significant reduction in funds available for
government agencies to purchase professional services or business solutions would significantly reduce our net revenues and cash flows.  The
loss of a major government client, or any significant reduction or delay in orders by that client, would also significantly reduce our net revenues
and cash flows. Additionally, government contracts are generally subject to audits and investigations by government agencies.  If the results of
these audits or investigations are negative, our reputation could be damaged, contracts could be terminated or significant penalties could be
assessed.  If a contract is terminated for any reason, our ability to fully recover certain amounts may be impaired resulting in a material adverse
impact on our financial condition and results of operations.

We rely on small numbers of projects, clients and target markets for significant portions of our net revenues, and our operating results
and cash flows may decline significantly if we cannot keep or replace these projects or clients or if conditions in our target markets
deteriorate.

The completion, cancellation or significant reduction in the scope or imposition of significant penalties for our failure
to meet scheduled delivery requirements of a large project would significantly reduce our net revenues and cash
flows.  Most of our contracts are terminable by the client following limited notice and without significant penalty to
the client. We have derived, and believe that we will continue to derive, a significant portion of our net revenues from
a limited number of clients. For the nine months ended June 30, 2003, the Internal Revenue Service accounted for
14.1% of our net revenues.  Under our agreement with ACS, we currently perform services for three different state
governments as a subcontractor to ACS.  For the nine months ended June 30, 2003, work performed under these three
subcontracts accounted for 8.3% of total net revenues.  The volume of work performed for specific clients or prime
contractors is likely to vary from period to period, and a major client in one period may not use our services in a
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subsequent period.  If any of our large clients or prime contractors terminates its relationship with us, we will lose a
significant portion of our net revenues and cash flows.  Many of our contracts with clients and prime contractors can
be terminated at any time without cause. In addition, as a result of our focus in specific vertical markets, economic and
other conditions that affect the companies and government agencies in these markets could also result in a reduction in
our net revenues and cash flows.   Because we derive a significant portion of our net revenues from a limited number
of clients, we have several large accounts receivable and unbilled receivable balances. At June 30, 2003, unbilled
receivables for three clients accounted for 62.1%, 14.5% and 6.9% of total unbilled receivables.  At June 30, 2003,
total accounts receivable, including unbilled receivables, for these three clients accounted for 38.3%, 12.8% and
10.2%, respectively of total net accounts receivable, including unbilled receivables.  Any dispute, early contract
termination or other collection issues could have a material adverse impact on our financial condition and results of
operations.

With respect to the one client that accounted for 62.1% or $12.8 million of total unbilled receivables as of June 30, 2003, we are in negotiation
with the client to obtain a contract change order that we believe we need to be able to invoice the client for the unbilled receivable amount and to
complete the original contract.  As of June 30, 2003, we also had recorded $532,000 of costs associated with the change order in other current
assets. Should all negotiation options fail to reach an amicable solution, we might not be able to collect up to the entire unbilled receivable
amount which could have a material adverse impact on our financial condition and results of operations.  During the three and nine months
ended June 30, 2003, approximately 6.2% and 8.5% of our net revenues were derived from this client.  We are in negotiation with the client to
reach an amicable solution, but should this contract be terminated by the client, the loss of additional revenues from this project would have a
material adverse impact on the results of our operations.
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For the nine months ended June 30, 2003, the IRS accounted for 50.6% of OPAY�s net revenues.  The existing contract with the IRS allows the
IRS to terminate OPAY�s services at any time for any or no reason.  The loss of the IRS as a client, or a decrease in IRS-related transactions
because of increased competition from another IRS-authorized service provider, could result in a reduction in our net revenues and cash flows.

An investigation involving the child support payment processing industry may negatively affect our business and operating results.

In June 2003, we announced that we had received a subpoena from a grand jury in the Southern District of New York to produce certain
documents pursuant to an investigation involving the child support payment processing industry by the United States Department of Justice,
Antitrust Division.  We continue to cooperate fully with the investigation. Due to the preliminary nature of the government�s inquiry, we are not
able to assess its impact on our financial condition and results of operations.  Any proceedings that may be brought against us, even if we are
ultimately successful in defending ourselves, could have a material adverse effect on our business. Over the near term, we anticipate that we will
incur additional expenses as we undertake to comply with the subpoena.

Because we sometimes work with third parties and/or use third party software in providing products and services to clients, our
reputation, operating results and competitiveness could be adversely affected by those third parties.

We frequently join with other organizations to bid and perform an engagement. In these engagements, we may engage subcontractors or we may
act as a subcontractor to the prime contractor of the engagement. We also use third-party software or technology providers to jointly bid and
perform engagements. Our ability to service some of our clients depends to a large extent on our use of various software programs that we
license from a small number of primary software vendors. In these situations, we depend on the software, resources and technology of these
third parties in order to perform work under the engagement. Actions or failures attributable to these third parties or their products or to the
prime contractor or subcontractor could adversely impact a project, damage our reputation and adversely affect our ability to attract new
business. In addition, the refusal or inability of these third parties to permit continued use of their software, services or technology by us, our
inability to gain access to software that has been placed in escrow by third parties, or the discontinuance or termination by the client or prime
contractor of our services or the services of a key subcontractor, would harm our operating results and the competitiveness of our products and
services.  If we are unable to meet our contractual requirements with our clients, we could be subjected to claims by our clients.

Our operating results may be adversely affected if we fail to accurately estimate the resources necessary to meet our obligations under
fixed price contracts or the volume of transactions or transaction dollars processed under our transaction-based contracts.

Underestimating the resources, costs or time required for a fixed price project or a transaction-based contract or overestimating the expected
volume of transactions or transaction dollars processed under a transaction-based contract would cause our costs under fixed price contracts to
be greater than expected and our fees under transaction-based contracts to be less than expected, and our related profit, if any, to be less. Under
fixed price contracts, we generally receive our fee if we meet specified deliverables such as completing certain components of a system
installation. For transaction-based contracts, we receive our fee on a per-transaction basis or as a percentage of dollars processed, such as the
number of child support payments processed or income tax dollars processed. To earn a profit on these contracts, we rely upon accurately
estimating costs involved and assessing the probability of meeting the specified objectives or realizing the expected number or average dollar
amounts of transactions within the contracted time period.  A failure by a client to adequately disclose in their request for proposal their existing
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systems, current interfaces and complete functional requirements could result in our underestimating the work required to complete a project.  If
we fail to estimate accurately the factors upon which we base our contract pricing, or we are unable to successfully obtain change orders, we
may incur losses on those contracts or be unable to complete our performance obligations.  During the nine months ended June 30, 2003, 30.8%
of our net revenues were generated on a fixed price basis and 52.3% of our net
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revenues were generated from transaction-based contracts. We believe that the percentage of net revenues attributable to fixed price and
transaction-based contracts will continue to be significant for the foreseeable future.

We have completed numerous acquisitions and may complete others, which could increase our costs or be disruptive.

One component of our business strategy is to expand our presence in new or existing markets by acquiring additional businesses. From
December 1996 through June 30, 2003, we acquired 19 businesses using cash, equity and debt, with some of those acquisitions also involving
assumed liabilities and contingent payments. Acquisitions involve a number of special risks, including:

�  failure to realize the value of the acquired assets, businesses or projects;

�  diversion of management�s attention;

�  failure to retain key personnel;

�  entrance into markets in which we have limited or no prior experience;

�  increased general and administrative expenses;

�  client dissatisfaction or performance problems with acquired assets, businesses or projects;

�  write-offs due to impairment of goodwill and other intangible assets and other charges against earnings;

�  assumption of unknown liabilities;

�  the potentially dilutive issuance of our common stock, the use of significant amounts of cash or the
incurrence of substantial amounts of debt; and
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�  other unanticipated events or circumstances.

We may not be able to identify, acquire or profitably manage additional businesses or integrate successfully any acquired businesses without
substantial expense, delay or other operational or financial problems. Without additional acquisitions, we are unlikely to maintain historical
growth rates.

At the end of July 2002, we acquired OPAY, which has a history of losses.  Although OPAY initiated a restructuring plan in November 2001
designed to reduce certain operating expenses and we intend to further reduce operating expenses for OPAY as we integrate this acquisition and
complete the restructuring, there can be no assurance that OPAY will attain profitability.

The use of credit cards to make payments to government agencies is still relatively new and evolving.  To date, OPAY�s business has consisted
primarily of providing credit card payment options for the payment of balance due federal and state personal income taxes, real estate and
personal property taxes and fines for traffic violations and parking citations.  Because OPAY has only a limited operating history, it is difficult
to evaluate its business and prospects and the risks, expenses and difficulties that we may face in implementing OPAY�s business model.  OPAY�s
business model is based on consumers� willingness to pay a convenience fee (in addition to their required government or other payment) for the
use of OPAY�s credit card payment option.  Our success with respect to OPAY will depend on maintaining OPAY�s relationship with the IRS and
on maintaining existing, and developing additional, relationships with state and local government agencies, especially state taxing authorities,
and their respective constituents.  There can be no assurances that we will be able to develop new OPAY relationships or maintain existing
OPAY relationships, and the failure to do so could have a material and adverse effect on our business, operating results and financial condition. 
In addition, if consumers are not receptive to paying a convenience fee, if credit card associations change their rules and do not allow us to
charge the convenience fees or, if credit card issuers eliminate or reduce the value of rewards obtained under their respective rewards programs,
demand for OPAY�s services may decline or fail to grow, which would have a material and adverse effect on our business, operating results and
financial condition.  Demand for OPAY�s services would also be adversely impacted by a decline in the use of the Internet.  Factors that could
reduce the level of Internet usage or electronic commerce include the actual or perceived lack of security or privacy of information, traffic
congestion or other Internet access delays, excessive governmental regulation, increases in access costs, or the unavailability of cost-effective
high speed service.

27

Edgar Filing: TIER TECHNOLOGIES INC - Form 10-Q

New Accounting Pronouncements 52



Our failure to deliver error-free products and services could result in reduced payments, significant financial liability or additional costs
to us, as well as negative publicity.

Many of our engagements involve projects that are critical to the operations of our clients� businesses and provide benefits that may be difficult
to quantify. The failure by us, or by third parties on an engagement in which we are a subcontractor, to meet a client�s expectations in the
performance of the engagement could damage our reputation and adversely affect our ability to attract new business. We have undertaken, and
may in the future undertake, projects in which we guarantee performance based upon defined operating specifications or guaranteed delivery
dates. We also have undertaken, and may in the future undertake, projects that require us to obtain a performance bond from a licensed surety
and to post the performance bond with the client. Unsatisfactory performance or unanticipated difficulties or delays in completing such projects
may result in client dissatisfaction and a reduction in payment to us, payment of material penalties or material damages by us as a result of
litigation or otherwise, or claims by a client against the performance bond posted by us. In addition, unanticipated delays could necessitate the
use of more resources than we initially budgeted for a particular project, which could increase our costs for that project.

OPAY�s electronic credit card payment services and our child support payment processing services are designed to provide payment management
functions and to limit our clients� risk of fraud or loss in effecting transactions with their constituents.  As electronic services become more
critical to our clients, we may be subjected to claims regarding our alleged liability for the processing of fraudulent or erroneous transactions.  In
addition, defects or programming errors in the software we use could cause service interruptions.  Our services depend on hardware, software
and supporting infrastructure that is internally developed, purchased and/or licensed from third parties.  Although we conduct extensive testing,
software may contain defects or programming errors, or may not properly interface with third party systems, particularly when first introduced
or when new versions are released.  In addition, we may experience disruptions in service from third-party providers.  To the extent that defects
or errors are undetected in the future and cannot be resolved satisfactorily or in a timely manner, our business could suffer.  If one or more
claims were brought against us, even if unsuccessful, their defense would likely be time consuming, costly and potentially damaging to our
reputation.  Any such liability or claim could have a material and adverse effect on our business, operating results and financial condition.

If we are unable to obtain adequate insurance coverage or sufficient performance bonds for any reason, our business will be adversely
affected.

We maintain insurance to cover a variety of different business risks including, but not limited to, errors and omissions, directors and officers,
general liability and workers� compensation policies.  There can be no assurance that we can maintain the same scope and amount of insurance
coverage on reasonable terms or obtain such insurance at all.  Our inability to renew policies or maintain the same level of coverage would
adversely affect our business and increase our risk exposure.  Any claims against our policies may impact our ability to obtain such insurance on
reasonable terms, if at all.  Increased premiums or a claim made against a policy could adversely affect our earnings and cash flow and impair
our ability to bid for future contracts.

We have undertaken, and may in the future undertake, projects that require us to obtain a performance bond from a licensed surety and post the
performance bond with the client.  There can be no assurance that such performance bonds will continue to be available on reasonable terms, if
at all.  Our inability to obtain performance bonds or a reduction in our bonding capacity would adversely affect our business and our capacity to
obtain additional contracts. Increased premiums or a claim made against a performance bond could adversely affect our earnings and cash flow
and impair our ability to bid for future contracts.

Our business will suffer if we are unable to attract, successfully integrate and retain qualified personnel and key employees.
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If we are unable to attract, retain, train, manage and motivate skilled employees, particularly project managers and other senior technical
personnel, our ability to adequately manage and staff our existing projects and to bid for or obtain new projects could be impaired, which would
adversely affect our business and its growth. The failure of our employees to achieve expected levels of performance could adversely affect our
business. There is significant competition for employees with the skills required to perform the services we offer. In particular, qualified project
managers and senior technical and professional staff are in great demand worldwide. In addition, we require that many of our employees travel
to client sites to perform services on our behalf, which may make a position with us less attractive to potential employees. We may not be able to
identify and successfully recruit and integrate a sufficient number of skilled employees into our operations, which would harm our business and
its growth. Our success also depends upon the
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continued services of a number of key employees, including our chief executive officer and the leaders of our strategic business units. Any of
our employees may terminate their employment at any time. The loss of the services of any key employee could significantly disrupt our
operations. In addition, if one or more of our key employees resigns to join a competitor or to form a competing company, the loss of such
personnel and any resulting loss of existing or potential clients to any such competitor could adversely affect our competitive position and
operating results.

Our markets are highly competitive, and our business and prospects will be adversely affected if we do not compete effectively for any
reason.

The information technology, transaction processing and consulting services markets are highly competitive and are served by numerous
international, national and local firms. We may not be able to compete effectively in these markets. Market participants include systems
consulting and integration firms, including international consulting firms and related entities, the internal information systems groups of our
prospective clients, professional services companies, hardware and application software vendors, and divisions of large integrated technology
companies and outsourcing companies. Many of these competitors have significantly greater financial, technical and marketing resources,
generate greater net revenues and have greater name recognition than we do. In addition, there are relatively low barriers to entry into the
information technology and consulting services markets, and we have faced, and expect to continue to face, additional competition from new
entrants into the information technology and consulting services markets.

We believe that the principal competitive factors in the information technology and consulting services markets include:

�  reputation;

�  project management expertise;

�  industry expertise;

�  speed of development and implementations;

�  technical expertise;

�  competitive pricing; and
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�  the ability to deliver results on a fixed price and transaction basis as well as a time and materials basis.

We believe that our ability to compete also depends in part on a number of competitive factors outside our control, including:

�  the ability of our clients or competitors to hire, retain and motivate project managers and other senior
technical staff;

�  the ownership by competitors of software used by potential clients;

�  the price at which others offer comparable services;

�  the ability of our clients to perform the services themselves; and

�  the extent of our competitors� responsiveness to client needs.

If we do not compete effectively on one or more of these competitive factors, our business and our ability to execute our business strategy will
be impaired.

Our Class B common stock price and trading volume has been and could continue to be volatile, which could result in substantial losses
for investors in our Class B common stock.

Our Class B common stock price has been and could continue to be volatile. These price fluctuations may be rapid and severe and may leave
investors little time to react. Factors that affect the market price of our Class B common stock include:

�  quarterly variations in operating results;

�  announcements of technological innovations or new products or services by us or our competitors;

�  general conditions in the information technology industry or the industries in which our clients compete;
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�  changes in earnings estimates by securities analysts or us; and

�  general economic and political conditions such as recessions and acts of war or terrorism.

Fluctuations in the price of our Class B common stock could contribute to investors losing all or part of their investment.

We could become subject to lawsuits that could result in material liabilities to us or cause us to incur material costs.

Any failure in a client�s system or failure to meet a material deliverable could result in a claim against us for substantial damages, regardless of
our responsibility for such failure. We cannot guarantee that the disclaimers, limitations of warranty, limitations of liability and other provisions
set forth in our contracts will be enforceable or will otherwise protect us from liability for damages. Any claim by a shareholder or derivative
action brought by a shareholder could result in a material liability to us.  Our insurance, which includes coverage for errors or omissions and
directors and officers liability, may not continue to be available on reasonable terms or in sufficient amounts to cover one or more claims, and
the insurer may disclaim coverage as to any future claim. The successful assertion of one or more claims against us that exceed available
insurance coverage or changes in insurance policies, including premium increases or the imposition of large deductible or co-insurance
requirements, would adversely affect our business.

The software products we provide compete in markets that are rapidly changing and we must develop, acquire and introduce new
products and technologies to grow our net revenues and remain competitive.

The markets for products we provide are characterized by rapid technological change, changes in client demands and evolving industry
standards.  As a result, our future success will continue to depend upon our ability to develop new products or product enhancements that
address the future needs of our target markets and to respond to these changing standards and practices.  We may not be successful in
developing, introducing and marketing new products or product enhancements on a timely and cost effective basis, or at all, and our new
products and product enhancements may not adequately meet the requirements of the marketplace or achieve market acceptance.  If we are
unable, for technological or other reasons, to develop and introduce new products or enhancements of existing products in a timely manner in
response to changing market conditions or client requirements, or if new products or new versions of existing products do not achieve market
acceptance, our business would be seriously harmed.  In addition, our ability to develop new products and product enhancements is dependant
upon the products of other software vendors.  If the products of such vendors have design defects or flaws, or if such products are unexpectedly
delayed in their introduction, our business could be seriously harmed.  Software products as complex as those we offer may contain undetected
defects or errors when first introduced or as new versions are released.  Although we have not experienced significant adverse effects resulting
from software errors, we cannot be certain that, despite testing by us and our clients, defects or errors will not be found in new products or
enhancements after general release, resulting in loss of or delay in market acceptance, which could seriously harm our business.

We could suffer material losses if our systems or operations fail or are disrupted.
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Any system failure, including network, software or hardware failure or operations disruptions, whether caused by us, a third party service
provider, unauthorized intruders or hackers, computer viruses, natural disasters, power shortage, capacity constraints, health epidemics or
terrorist attacks, could cause interruptions, delays in our business, loss of data or damage to our reputation.  Any systems failure in our OPAY
business, particularly during income tax season, could have a material adverse impact on our reputation, results of operations and financial
condition.  In addition, if our mail, communications or utilities are disrupted or fail, our operations, including our child support transaction
processing, could be suspended or interrupted, we could incur contractual penalties and our business could be harmed. Our property insurance
and business interruption insurance may not be adequate to compensate us for all losses that may occur as a result of any system or operational
failure or disruption.

If we fail to adapt our business to changes in economic or business conditions, our business may be adversely affected.

Personnel, facility and depreciation and amortization expenses represent a significant percentage of our operating expenses and are relatively
fixed in advance of any particular quarter. We manage our personnel utilization rates by carefully monitoring our needs and anticipating
personnel increases based on specific project requirements. To the extent net revenues do not increase at a rate commensurate with these
additional expenses, our results of operations could be materially and adversely affected.  If we fail to align our operating expenses with
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prevailing economic or business conditions, our operating results and financial condition could be adversely affected.

A constraint in OPAY�s capacity to process transactions could impair the quality and availability of OPAY�s service.  Capacity constraints may
cause unanticipated system disruptions, impair quality and lower the level of service.  Although we believe that OPAY has sufficiently expanded
its system capacity to accommodate anticipated future growth, there are no assurances that OPAY will not suffer capacity constraints caused by
a sharp increase in the use of its services.  Due to the large number of tax payments made in March and April, there is an increased risk that
OPAY will suffer a capacity constraint during that period, which could have an adverse effect on our business, operating results and financial
condition.

If OPAY�s clients and credit card issuers cease to publicize OPAY�s services or adversely change the manner in which they promote
OPAY�s services, consumer use of its services may slow, and we may suffer a large increase in advertising costs.

Currently, OPAY�s government clients and credit card issuers provide a significant portion of the publicity for its services, without any charge to
OPAY.  If these government clients or credit card issuers cease to publicize OPAY�s services, or decide to charge OPAY for this publicity,
advertising costs will increase substantially, resulting in a material and adverse effect on our business, operating results and financial condition.  
While OPAY endeavors in its agreements with its clients to require such clients to undertake such advertising activities, many of the clients and
credit card issuers have no obligation to continue to provide this publicity, and there are no assurances that they will continue to do so.  In
addition, OPAY�s clients may publicize other services, including those of its competitors.  For example, the IRS�s 2001 Form 1040 instruction
booklet and Forms 1040ES and 4868 listed a competitor�s name before OPAY�s name in regard to providers of electronic credit card payment
services, whereas on the 2002 forms (i.e., filing due date of April 15, 2003), OPAY�s name was listed first.

If we are unable to protect our intellectual property and proprietary rights, our business could be adversely affected.

The steps we take to protect our intellectual property rights may be inadequate to avoid the loss or misappropriation of that information, or to
detect unauthorized use of such information. We rely on a combination of trade secrets, nondisclosure agreements, licensing agreements and
other contractual arrangements, and copyright and trademark laws to protect our intellectual property rights. We also enter into nondisclosure
agreements with our employees, subcontractors and the parties we team with for contracts and generally require that our clients enter into such
agreements. We also control and limit access to our proprietary information.

We have proprietary software that is licensed to clients pursuant to licensing agreements and other contractual arrangements. We utilize
intellectual property laws, including copyright and trademark laws, to protect our proprietary rights. Issues relating to the ownership of, and
rights to use, software and application frameworks can be complicated, and there can be no assurance that disputes will not arise that affect our
ability to resell or reuse such software and application frameworks. A portion of our business also involves the development of software
applications for specific client engagements. Ownership of such software is the subject of negotiation with each particular client and is typically
assigned to the client. We also develop software application frameworks and may retain ownership or marketing rights to these application
frameworks, which may be adapted through further customization for future client projects. Some of our clients have prohibited us from
marketing the software and application frameworks developed specifically for them for a specified period of time or to specified third parties,
and others may demand similar or other restrictions in the future.
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Infringement claims may be asserted against us in the future that may not be successfully defended. The loss or misappropriation of our
intellectual property or the unsuccessful defense of any claim of infringement could prevent or delay our providing our products and services,
cause us to become liable for substantial damages, or force us to enter into royalty or licensing agreements.

Compliance with changing regulation of corporate governance and public disclosure may result in additional expenses.

Changing laws, regulations and standards relating to corporate governance and public disclosure, including the Sarbanes-Oxley Act of 2002 (�the
Sarbanes-Oxley Act�), new SEC regulations and Nasdaq Stock Market rules,
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are creating uncertainty for companies such as ours. To maintain high standards of corporate governance and public disclosure, we intend to
invest all reasonably necessary resources to comply with evolving standards. This investment may result in increased general and administrative
expenses and a diversion of management time and attention from revenue-generating activities.

Control of our company by our chief executive officer could make it difficult for another company to acquire us and could depress the
price of our Class B common stock.

Concentration of voting control could have the effect of delaying or preventing a change in control of us and may affect the market price of our
Class B common stock.  The voting power held by Mr. James L. Bildner, our chief executive officer, in Class A and Class B common stock
owned by Mr. Bildner and vested options to acquire Class B common stock held by Mr. Bildner, represented 34.5% of our total common stock
voting power outstanding at June 30, 2003. As a result, Mr. Bildner may be able to control the outcome of all corporate actions requiring
shareholder approval, including changes in our equity incentive plan, the election of a majority of our directors, proxy contests, mergers, tender
offers or other transactions that could give holders of our Class B common stock the opportunity to realize a premium over the then-prevailing
market price for their shares of Class B common stock.

Our issuance of preferred stock could make it difficult for another company to acquire us, thereby depressing the price of our Class B
common stock.

Our board of directors has the authority to issue preferred stock and to determine the preferences, limitations and relative rights of shares of
preferred stock and to fix the number of shares constituting any series and the designation of such series, without any further vote or action by
our shareholders. The preferred stock could be issued with voting, liquidation, dividend and other rights superior to the rights of our Class B
common stock. The potential issuance of preferred stock may delay or prevent a change in control of us, discourage bids for the Class B
common stock at a premium over the market price and adversely affect the market price and the voting and other rights of the holders of our
Class B common stock.

Because we operate in foreign countries, we face additional risks related to foreign political, legal and economic conditions.

Our international business operations are subject to a number of risks, including, but not limited to:

�  fluctuations in the value of foreign currencies;

�  difficulties in building and managing foreign operations;

�  difficulties in enforcing agreements and collecting receivables through foreign legal systems;
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�  longer payment cycles; and

�  unexpected regulatory, economic or political changes in foreign markets.

Our operations could be adversely affected by any of these risks.

ITEM 3.   QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk represents the risk of loss that may impact our financial position, results of operations or cash flows due to adverse changes in
market prices and rates. We are exposed to market risk because of changes in foreign currency exchange rates as measured against the U.S.
dollar and currencies used by our operations in the United Kingdom.

Foreign currency exchange rate risk
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We conduct operations in the United Kingdom through a U.S.-incorporated subsidiary. Net revenues from these operations are typically
denominated in British Pounds and Euros, thereby potentially affecting our financial position, results of operations and cash flows due to
fluctuations in exchange rates.  Net revenues from United Kingdom operations represented 1.2% of our total net revenues for the nine months
ended June 30, 2003. Near-term changes in exchange rates may have a material impact on our future net revenues, earnings, fair values or cash
flows.  We have not engaged in foreign currency hedging transactions during the nine months ended June 30, 2003.
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There can be no assurance that a sudden and significant decline in the value of the British Pound or Euro would not have a material adverse
effect on our financial condition and results of operations.

Interest rate sensitivity

We maintain a portfolio of cash equivalents and investments in a variety of securities, including certificates of deposit, money market funds and
government and non-government debt securities. These available-for-sale securities are subject to interest rate risk and may decline in value if
market interest rates increase. If market interest rates increase immediately and uniformly by 10 percentage points from levels at June 30, 2003,
the fair value of the portfolio would decline by $2.1 million. We anticipate having the ability to hold our fixed income investments until maturity
and, therefore, do not expect our operating results or cash flows to be affected to any significant degree by the effect of a sudden change in
market interest rates on our securities portfolio.

ITEM 4.   CONTROLS AND PROCEDURES
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Our chief executive officer and chief financial officer performed an evaluation of our disclosure controls and procedures (as defined in Rules
13a-14 and 15d-14 of the Securities Exchange Act of 1934, as amended (the �Exchange Act�)) as of the end of the period covered by this report.
Based on the evaluation, the chief executive officer and chief financial officer concluded that our disclosure controls and procedures were
effective and sufficient as of the end of the period covered by this report to ensure that the information required to be disclosed in the reports that
we file under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC�s rules and forms.
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PART II.   OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

In May 2003, we received a notice of demand for arbitration in connection with a dispute over payments related to an acquisition.  The claim is
for an amount not less than $700,000 plus interest, attorneys� fees and associated costs.  As of the date of this report, we have not evaluated the
merits, if any, of the claim.

In June 2003, we announced that we had received a subpoena from a grand jury in the Southern District of New York to produce certain
documents pursuant to an investigation involving the child support payment processing industry by the United States Department of Justice,
Antitrust Division.  We are cooperating fully with the subpoena and the investigation. Due to the preliminary nature of the government�s inquiry,
we are not able to assess its impact on our financial condition and results of operations.

ITEM 6.   EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits.

Exhibit
Number Description

31.1 Certification of Chief Executive Officer pursuant to Rules 13a-14(a) and 15d-14(a) promulgated under the Securities Exchange Act
of 1934, as amended.

31.2 Certification of Chief Financial Officer pursuant to Rules 13a-14(a) and 15d-14(a) promulgated under the Securities Exchange Act
of 1934, as amended.

32.1 Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

32.2 Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

(b) Reports on Form 8-K.

Current Report on Form 8-K, filed April 24, 2003, reporting under Item 12, Results of Operation and Financial Condition. Reference is made to
the press release of Registrant, issued on April 24, 2003, announcing the Company�s second quarter fiscal 2003 results. *

Current Report on Form 8-K, filed June 23, 2003, reporting under Item 5 the receipt of a subpoena from a grand jury in the Southern District of
New York.
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* Designates Form 8-K was furnished rather than filed.
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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.

TIER TECHNOLOGIES, INC.

Dated: August 1, 2003

By: /s/ JEFFREY A. McCANDLESS
Jeffrey A. McCandless
Chief Financial Officer

(Principal Financial and Accounting
Officer)
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