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Fellow Shareholders:

Solid execution in each of our businesses translated into good results for CheckFree in fiscal 2005. We maintained
our focus on increasing free cash flow, our key financial metric, while we continued to invest in building out the
company’s advantage in cost and quality efficiency. We continued to drive important innovation and increased
quality within our operating and technology infrastructure and our software solutions, which enabled us to deliver

the competitive advantage our customers require.

A significant part of CheckFree’s core strategy is the belief that, as the market-defining leader in our two
primary service infrastructure markets, we will be advantaged by driving out cost. At the same time, investing
to expand the value we enable our customers to provide to their customers will allow our overall business

volume to continue to accelerate.

We believe this creates growth and expanded opportunity that substantially outpaces the cost reductions we pass
along to our clients. Our results for fiscal 2005 are consistent with previous years in supporting this strategy, as we
were able to meet our targets for increased cost efficiency, extend the reach of our Six Sigma Process Excellence

quality initiatives to each part of our organization, and meet our growth targets.

These are the objectives we suggested our shareholders track as we began fiscal 2005. These are also the objectives
that allowed CheckFree to further strengthen our core competency of making it easier for financial services

organizations and corporations to manage their complex transaction systems.

Fiscal 2005: Strengthen the Foundation for Growth

Throughout each of our operating divisions, we saw strong performance during the year. We achieved consolidated
revenue of $757.8 million, which represents a 25 percent increase over fiscal 2004, and reported earnings per share

of $0.50 on a GAAP basis, which represents substantial year-over-year improvement.

In Electronic Commerce, we managed the successful integration of the walk-in payments operation into the
unit. We saw consistent growth in both transactions processed, with 905 million for the year, and the number
of bills we delivered electronically, with about 140 million for the year. We achieved broader acceptance of
our flagship electronic billing and payment solution, implementing the latest version of CheckFree Web™ at
hundreds of financial institutions across the United States, and reaching more than half of our total
subscriber base with this advanced solution for single-point bill management. Having established electronic
connections with a greater number of merchants, we continued to increase our electronic rate, with better

than 84 percent of payments now being processed electronically.



Amidst the improving Separately Managed Accounts industry and the fee-based market overall, our Investment
Services division performed well. We continued to build out CheckFree EPL®, our future platform to support
the managed accounts industry, by introducing early modules for new account workflow and automated
reconciliation. At the same time, we continued to add enhanced functionality to CheckFree APL®, the current
infrastructure for our money manager and broker/dealer clients. We saw a 20 percent lift in portfolios under

management year-over-year, with a final tally of 1.9 million portfolios at the end of fiscal 2005.

I believe one of our greatest achievements this year was the successful expansion of our Software division.
With a more sharply focused strategy targeting the highly complex back-end financial transaction services
market, this division now has the opportunity to become a more meaningful contributor to our corporate
growth. The acquisition of UK-based Accurate Software expanded our international presence, giving us
critical expertise and market reach. This business complements our existing reconciliation and compliance
software offerings, and positions us as the global leader in operational risk management and trade process

management solutions that deliver greater efficiency and control over financial transactions.

Fiscal 2006: Execute Like Never Before

The strength of our core businesses has put us in a solid position for continued growth in fiscal 2006. Maintaining

this foothold will require that we execute even better than we have in the past.

We are still early in the market maturity of both electronic billing and payment and Separately Managed
Accounts. Over the next 36 months, you should see developments that, when completed, will make today’s
services look simple by comparison. We have set our sights on speeding up the rate of development, and you
should hold us accountable to widening our lead in these important markets. To that end, we have

formed a new corporate-wide technology and operations group headed by our new Chief Information Officer,

Steve Olsen, and have armed him with the resources to increase both speed and scale.

We continue to hold to our goal of improving overall efficiency to sustain bottom-line growth as we drive to
increase both productivity and ease-of-use throughout our products and services across all three operating
divisions. We also recognize that in complex, high-value, high-risk financial transaction services markets, there is
increasing focus on the part of buyers to acquire technology and services that guarantee full, value-added
solutions, rather than simply buying and implementing “good technology.” We lead our markets in this capability

and intend to continue to invest in this “full-solution” approach.



Just as aggressively as we want our customers to upgrade to our new and higher value services, we want to
continue to drive down the costs for them. Our push to innovate and drive costs out of our customers’ services
so they can aggressively expand their participation in our targeted markets is the positive win-win result of
increasing return economics. Managing market cost and value is fundamental to leveraging the full competitive

advantage of being a strong market leader.

In fiscal 2006, we are prepared for the expiration of the TransPoint guaranteed minimum revenues, which have
been in place for five years. The expiration of these agreements with First Data Corp. and Microsoft does not
change our underlying business objectives: to improve scalability and efficiency, to lower operating costs and
to continuously innovate to meet the needs of our customers. We have stated consistently throughout the life
of the TransPoint contracts that we have been investing steadily to expand our markets to increase the growth
of our businesses in anticipation of those revenue commitments expiring in fiscal 2006. You should hold us

accountable for proving that we have done a good job in investing that cash.

In our Electronic Commerce division, we have tremendous leverage given our considerable scale efficiencies and
deep, ongoing investment in innovation that creates low-cost and market-leading — actually, market-defining —
service and value levels. Electronic billing and payment is serving the financial services market well, with most
segments of the retail financial services industry recognizing real increases in profitability from their retail base
through their electronic billing and payment channels. We believe we can continue to increase that profitability
for our clients, and will continue to drive consumer adoption while we enhance the value we deliver to our

Consumer Service Provider clients and billing organizations.

We plan significant investments in increasing scale, and improving industry security and redundancy capabilities
within the entire market. As a primary infrastructure service provider for the U.S. financial services system, we
believe it is a requirement to have the security and disaster recovery capabilities to deal with the potential for
both natural disasters and intentional attacks on our systems. We intend to lead the industry in providing

assurances that our systems are secure.

Fiscal 2006 will also be a big year for investment in the next-generation platform for the Separately Managed
Accounts market. We have shown our Investment Services clients how CheckFree EPL will reach deeper into their
costly manual operations, reducing the costs of managing client portfolios by more than 50 percent — while
increasing their ability to customize investment services for their customers. We've made big claims for this new
platform, and while Multiple Strategy Portfolios and New Account Workflow are early winners, we still have
much to do. The coming year will be the most significant one in CheckFree EPL development, as we build out the
largest portion of the infrastructure. We will also continue to improve our existing APL platform, increasing its

security and back-up capabilities, as well as making incremental improvements in scale efficiency.



In our Software division, we will be focused on the successful integration of the Accurate Software business.
We are positioned to take advantage of our unique global strength in complex financial transaction services,
with a greatly expanded capability to serve this growing international market. Increased regulatory standards
and demands for near-immediate speed in financial transaction management are creating a growing market
opportunity for us. CheckFree’s Software division will continue to look for opportunities to grow both

organically and externally to expand our leadership in this space.

Across the enterprise, we also will keep driving our quality initiatives through Six Sigma Process Excellence.
As transaction volumes and complexities increase, our customers’ need for accuracy and reliability has never
been more important. We have set the standard for quality in our markets, but we must continue to demand
more of ourselves. Consumer trust and client satisfaction both reached high levels for us during fiscal 2005.

We will pursue even higher levels for all business units.

I am pleased with the company’s performance to this point. Moving forward, we have the strength to increase
our investment in each division and grow the business in every key category. At the same time, we are
setting high expectations for each of our divisions, requiring each to execute even better than we have in the

past — raising the bar, as always.

Pete Kight

Chairman and Chief Executive Officer
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Part 1

Item 1. Business.

Py 6«

All references to “we,” “us,” “our,” “CheckFree” or the “Company” in this Annual Report on
Form 10-K mean CheckFree Corporation and all entities owned or controlled by CheckFree Corporation,
except where it is made clear that the term only means the parent company.

We own many trademarks and service marks. This Annual Report on Form 10-K contains trade
dress, trade names and trademarks of other companies. Use or display of other parties’ trademarks, trade
dress or trade names is not intended to, and does not, imply a relationship with the trademark or trade
dress owner.

Overview

CheckFree was founded in 1981 as an electronic payment processing company and has become a
leading provider of financial electronic commerce products and services. Our current business was
developed through the expansion of our core electronic payments business and the acquisition of
companies operating in similar or complementary businesses.

Through our Electronic Commerce Division, we enable consumers to receive and pay bills. For the
year ended June 30, 2005, we processed approximately 905 million transactions, and delivered
approximately 140 million electronic bills (“e-bills”’). For the quarter ended June 30, 2005, we processed
approximately 245 million payment transactions and delivered more than 41 million e-bills. The number of
transactions we process each year continues to grow. For the year ended June 30, 2005, growth in the
number of transactions processed exceeded 55%. The Electronic Commerce Division accounted for
approximately 76% of our consolidated revenues.

Through our Investment Services Division, we provide a range of portfolio management services to
financial institutions, including broker dealers, money managers and investment advisors. As of
June 30, 2005, our clients used the CheckFree APL®" portfolio accounting system (“CheckFree APL”)
to manage 1.9 million portfolios, representing more than $1 trillion in assets. The Investment Services
Division accounted for approximately 13% of our consolidated revenues.

Our Software Division provides financial software, maintenance, support and professional services
under five product lines — bank payments, operational risk management/reconciliation, financial
messaging/corporate actions, compliance and electronic billing — to large financial service providers and
other companies across a range of industries. The Software Division accounted for approximately 11% of
our consolidated revenues. On April 30, 2005, we acquired Accurate Software Limited (“Accurate”),

a U.K.-based provider of reconciliation, exception management, workflow and business intelligence
solutions. As part of the Software Division, Accurate enables us to further solidify our leadership in
financial software and services, expand our global presence and client base, and drive continued product
innovation in operational risk management solutions for banks, securities firms and corporations.

Electronic Commerce Division

Introduction. The Electronic Commerce Division enables consumers to receive and pay bills
electronically. Its products enable consumers to:

« receive e-bills through the Internet;
e pay any bill — whether it arrives over the Internet or through traditional mail — to anyone; and
* make payments not related to bills — to anyone.

Consumers using our services access CheckFree’s system primarily through Consumer Service
Providers (“CSPs”). CSPs are organizations, such as banks, brokerage firms, Internet portals and content
sites, Internet-based banks, Internet financial sites, and personal financial management software providers,
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that use our products to enable consumers to receive and/or pay bills electronically. We have relationships
with hundreds of CSPs. Some of our largest CSPs, as determined by type of CSP and number of
consumers using our products, are Bank of America, Charles Schwab & Co., Navy Federal Credit Union,
msn.com, PNC Bank, SunTrust Banks, Wachovia Bank, Washington Mutual, Inc. and U.S. Bank. This list
of our CSPs is not exhaustive and does not fully represent our customer base. Consumers can also access
our system through CheckFree hosted biller direct sites or through www.mycheckfree.com.

Industry Background. 1In 2004, 16.7 billion consumer bills were sent and 14.4% of those were
delivered online, according to TowerGroup. On average, the cost to a biller of submitting a paper bill,
including printing, postage and billing inserts, is $1.10 per bill according to a Gartner Group study. In
contrast, electronic bills reduce that cost by over half. Today, approximately 55% of major billers present
electronic bills in one fashion or another, and an additional 30% of major billers have firm plans to do so,
according to the same Gartner study.

According to Tower Group and the Federal Reserve, an estimated 35 billion paper checks were
written in the United States in 2004, down from about 41.9 billion in 2000. The use of checks for bill
payment imposes significant costs on financial services organizations, businesses and their customers.
These costs include the writing, mailing, recording and manual processing of checks. The majority of
today’s consumer bill payments are completed using traditional paper-based methods. According to Tower
Group, of an estimated 20.7 billion consumer bill payments that occurred in 2004, 68.2% were paid by
paper check, 20.4% were paid by electronic means and the remainder were paid by other means (cash,
payroll deduction, money order, etc.). By comparison, in 2003, consumers used checks to pay 72.1% of
bills, and paid electronically 16% of the time. Many financial services organizations and businesses have
invested in the infrastructure for recording, reporting and executing electronic transactions. We believe the
broad impact of the Internet, the relatively high cost of producing, printing and mailing a paper bill and
the cost to financial services organizations, businesses and customers of processing paper checks will
continue the trend toward increased usage of electronic methods to execute financial transactions.

Products and Services. We provide a variety of products that allow consumers to receive and pay
bills. CSPs can offer our services to customers either through a hosted application, known as CheckFree
Web™, or through various protocols that link online banking applications to our Genesis billing and
payment engine. Through our CSPs, we support both Microsoft’s Money and Quicken® for electronic bill
payment. In addition, we offer a small business-based version of CheckFree Web optimized for business
users, CheckFree Web for Small Business®™. All products feature the ability to “pay anyone, anytime,
anywhere” and the ability to receive hundreds of different bills electronically. The most recent version of
CheckFree Web was released in August 2004 and further advanced the capabilities available to consumers,
including same day and next day payments, and substantial ease-of-use improvements.

 Electronic Billing or e-Bill Services. As of June 30, 2005, consumers could view 312 different
e-bills through CSP websites or directly at our website. The following billers are some of our largest
electronic billing customers, as determined by the number of consumers viewing and paying their
e-bills: Bank of America Credit Card, JC Penney Card Services, SBC Communications, Sam’s
Club Credit, Macy’s, Home Depot Consumer Accounts, Lowe’s Consumer Credit Card, Sprint
PCS, Verizon Corporation and Texaco. Actual e-bills delivered in the fourth quarter ended
June 30, 2005, approached 41 million, which is an increase of 11% over the approximately
36.8 million e-bills distributed in the third quarter ended March 31, 2005, and an increase of more
than 58% over the approximately 25.9 million e-bills delivered in the fourth quarter ended
June 30, 2004. For the year, we delivered about 140 million e-bills.

e Electronic Payment or the CheckFree PayAnyone®™ Service. Our PayAnyone service allows
consumers to literally pay anyone electronically. Once a consumer has accessed the system, he or
she can either elect to pay an electronic bill delivered by us or can instruct the system to pay any
individual or company within the United States. We complete this payment request either
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electronically, using the Federal Reserve’s Automated Clearing House (“ACH”), or in some
instances other electronic methods such as Visa ePay, or by issuing a paper check or draft.

o Automated Clearing House. The Federal Reserve’s ACH is the primary batch-oriented
electronic funds transfer system financial services organizations use to move funds electronically
through the banking system. We access the ACH through an agreement with SunTrust Bank.
Additional information on the ACH can be found at the Federal Reserve Commission’s website
at www.federalreserve.gov.

e Paper Checks or Drafts. When we are unable to move the funds electronically, we issue a paper
check, drawn on our trust account, or a paper draft, drawn on the consumer’s bank account.

e Payment Method Selection. Our Genesis system contains patented technology that determines
the preferred method of payment to balance processing costs, operational efficiencies and risk of
loss. We have been able to manage our risk of loss by using this technology to adjust the mix of
electronic and paper transactions in individual cases such that, overall, we have not incurred
losses in excess of 0.41% of our revenues in any of the past five years.

o Walk-in Payment Services. Through our acquisition of American Payment Systems, Inc.
(““APS”) in June 2004, we are able to offer walk-in payment services at more than 10,000 retail
and agent locations throughout the United States. The acquisition combines the APS footprint
with our current electronic billing and payment infrastructure to offer billing organizations a
wider number of payment processing services from a single company.

Usage Metrics. We report usage metrics in several ways. We report global numbers showing the total
number of transactions. For the year ended June 30, 2005, we processed 905 million transactions, an
increase of 55% over the previous year, and delivered about 140 million e-bills, which represented growth
of 72% over e-bills delivered in the prior year. We also report usage based on the relationship we have
with the CSP, either a “Full Service” relationship or a “Payment Services” relationship. A Full Service
relationship is one with a CSP that outsources the complete electronic billing and payment process to us.
A Payment Services relationship is one with a CSP that utilizes only a subset of our electronic billing and
payment services or uses one of our other Electronic Commerce Division products. Using these metrics,
for the year ended June 30, 2005, we processed approximately 592 million transactions related to Full
Service consumers and approximately 313 million transactions in the Payment Services category. This
compares to approximately 440 million Full Service transactions and approximately 143 million Payment
Services transactions in the year ended June 30, 2004.

The CheckFree Advantage. We have developed numerous systems and programs to enhance our
billing and payment products.

» Scalable Genesis Platform. The Genesis platform is an open infrastructure created to process
e-bills and payments. Prior to the acquisition of APS, all transaction processing for all consumers
using our services was performed on the Genesis platform, enabling us to improve our economies of
scale.

e Sigma Quality. In fiscal year 2000, we began an internal Sigma quality program, which ties
employee performance evaluations and compensation to the achievement of process and system
improvements which drive customer satisfaction. The program links key drivers of satisfaction to an
internal set of metrics of system availability and payment accuracy and timeliness, to take our
quality performance to 99.9%, or 4.6 Sigma. As a result of our Sigma quality program, in 2003, we
voluntarily raised our service level agreements across our entire base of CSPs.

o Electronic Payment Rate. Electronic payments are more efficient than paper payments, less
expensive to process initially, result in fewer errors and result in fewer customer inquiries. As of
June 30, 2005, we completed over 84% of our payments electronically. This compares to 79% as of
June 30, 2004. In addition to sending a large majority of our payments electronically, we also have
developed a process by which we include with the payment additional information the receiving
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merchant has given us about how its payment should be transmitted. We have established
connectivity with thousands of merchants to provide this additional information.

o Experienced Customer Care. We have approximately 800 trained, experienced customer care staff
located in facilities in Phoenix, Arizona; Dublin, Ohio; Aurora, Illinois; and Wallingford,
Connecticut. The level and types of customer care services we provide vary depending upon the
customer’s or CSP’s requirements. We provide both first- and second-tier support. When we
provide first-tier customer care, we handle all inbound customer calls, in some cases under the
CSP’s name. When we provide second-tier customer support, we provide payment research and
support, and the CSP handles its own inbound customer calls. To maintain our customer care
standards, we employ extensive internal monitoring systems, conduct ongoing customer surveys and
provide comprehensive training programs.

* Real-Time Payment Processing for Walk-In Payments. We offer billers a “real-time” payment
solution, meaning that billers can receive customer payment information as soon as payments are
made at one of our retail agent locations, assuring that unnecessary service shut-offs of customers
who pay their bills at the last minute are avoided. Real-time payments also have the advantage of
minimizing calls to a biller’s call center by providing the biller’s customer with the confidence that
the biller has already received his payment even before the customer leaves the agent location.

Our Business Strategy. Our business strategy is to provide an expanding range of convenient, secure
and cost-effective electronic commerce services and related products to financial services organizations,
Internet-based information sites, businesses that generate recurring bills and statements, and their
customers. We have designed our services and products to take advantage of opportunities we perceive in
light of current trends and our fundamental strategy. The key elements of our business strategy are to:

* Drive increased adoption of electronic commerce services by consumers. We believe that consumers
will move their financial transactions from traditional paper-based to electronic methods if they
have an easy-to-access, easy-to-use, secure, and cost-effective method for receiving and paying their
bills electronically. To drive this transition, we make our e-bill and payment services available
directly, through CSPs and through biller sites so that e-bills are available wherever consumers feel
most comfortable viewing and paying them. We also price our services to our customers in such a
way as to facilitate their offering electronic billing and payment to a broad array of consumers.
CSPs and billers pay us based on the number of their consumers enabled to use our system, the
number of transactions we process, or some combination of both. The price charged for each
consumer or each transaction is negotiated individually with each CSP and may vary depending on:

* the services provided to the consumers;
* the nature of the transactions processed; and
e the volume of consumers, transactions, or both.

We believe this flexibility equips our CSPs and billers to provide consumers with services that will
meet their needs, and that this flexibility makes it more attractive for CSPs and billers to promote our
electronic billing and payment service.

» Continue to improve operational efficiency and effectiveness. We believe that as our business
grows and the number of transactions we process increases, we will be able to take advantage of
operating efficiencies associated with increased volumes, thereby reducing our unit costs. Our
Sigma quality program, high electronic rate, consolidation of platforms, the scalability of the
Genesis system and high-quality customer care centers all help us achieve greater efficiencies.

 Drive new forms of electronic commerce services. We intend to leverage our infrastructure and
distribution channels to address the requirements of consumers and businesses in new electronic
commerce applications. For example, through our purchase of APS, we now offer a more complete
suite of payment services to meet the needs of consumers and billers. In addition, our core payment
and processing network can manage person-to-person and small business payments.
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Technology, Research and Development. Our core technology capabilities were developed to handle
settlement services, merchant database services and online inquiry services on a traditional mainframe
system with direct communications to businesses. We have implemented a logical, nationwide “n-tier”
internetworking infrastructure, which networks together any number of other networks, passing transaction
data among them. For example, we internetwork together networks of billers, consumers, CSPs, retail
agents and financial institutions to complete electronic billing and payment transactions. Consumers,
businesses and financial services organizations access our electronic billing and payment transaction
internetworking infrastructure through the Internet, dial-up telephone lines, privately leased lines or various
types of communications networks. Our computing complex in Norcross, Georgia, houses a wide variety of
application servers that capture transactions and route them to our back-end banking, billing and payment
applications for processing. The back-end applications are run on IBM mainframes, Intel platforms or
Unix servers. We have developed databases and information files that allow accurate editing and initiation
of payments to billers. These databases have been constructed over the past 24 years as a result of our
transaction processing experience.

As part of our disaster recovery systems, we utilize IBM Business Recovery Services and EMC
Corporation’s remote disk mirroring technology. Using this system, we are able to recover technical
infrastructure, client communications, in-flight payments and first-tier customer care within 24 hours.

We maintain a research and development group with a long-term perspective of planning and
developing new services and related products for the electronic commerce and financial application
software markets. Additionally, we use independent third party software development contractors as
needed.

Sales, Marketing and Distribution. Our marketing and distribution strategy has been to create and
maintain distribution alliances that maximize access to potential customers for our services. We do not, for
the most part, market to, or have a direct relationship with, consumers or end-users of our products and
services. We believe that these alliances enable us to offer services and related products to a larger
customer base than can be reached through stand-alone marketing efforts. We seek distribution alliances
with companies who have maximum penetration and leading reputations for quality with our target
customers. These alliances include our relationship with CSPs, billers and value-added resellers such as
Fiserv, FundsXpress, Digital Insight, PSCU Financial Services and S1 Corporation. This list of resellers is
not exhaustive and does not fully represent our customer base.

In order to foster a better understanding of the needs of our CSPs, billers and resellers, we employ a
number of relationship managers assigned to each of these specific customers. We also employ marketing
personnel to facilitate joint consumer acquisition programs with each of these customer groups, and to
share industry knowledge and previously developed campaigns with their marketing departments. Our
alliance partners market our services in numerous ways, including television, radio and print advertising, in
some cases offering bill payment services for free.

Competition. We face significant competition for all of our products. Our primary competition is the
continuance of traditional paper-based methods for receiving and paying bills, both on the part of
consumers and billers. In addition, the possibility of billers and CSPs using internal development and
management resources to create in-house systems to handle electronic billing and payment remains a
competitive threat.

Metavante, a division of Marshall and Ilsley Corporation, competes with us most directly from the
perspective of providing pay anyone solutions to financial services organizations. A number of other
companies compete with us by providing some, but not all, of the services that make up our complete
e-bill and electronic pay anyone service. For example, MasterCard International provides a service which
allows electronic payment to certain merchants.

Western Union, a division of First Data Corporation (“FDC”), and MoneyGram compete with our
walk-in payment services. Each has a national network of retail and agent locations. We also compete with
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smaller walk-in payment providers in different regions of the United States and with billers who have
created in-house systems to handle walk-in payments.

Other Products and Services. In addition to the electronic billing and payment service products, the
Electronic Commerce Division also offers a credit card account balance transfer product, a credit card
refund balance product, an automated recurring payments and software service, which is primarily installed
at health clubs throughout the United States, and other forms of wholesale and retail payment solutions.

Acquisitions. Our current business was developed through expansion of our core Electronic
Commerce business and the acquisition of companies operating in similar or complementary businesses.
Our major acquisitions related to the Electronic Commerce Division include Servantis Systems Holdings,
Inc. in February 1996, Intuit Services Corporation in January 1997, and MSFDC, L.L.C. (“TransPoint”)
in September 2000. In October 2000, we completed a strategic agreement with Bank of America, under
which we acquired certain of Bank of America’s electronic billing and payment assets. In June 2004, we
acquired APS.

Investment Services Division

Introduction. The Investment Services Division provides a range of portfolio management services to
help more than 275 financial institutions, including broker dealers, money managers and investment
advisors, deliver portfolio management, performance measurement and reporting services to their clients,
primarily for processing separately managed accounts (“SMA” or “SMASs”).

Our client base includes investment advisors, brokerage firms, banks and insurance companies. Our
fee-based money manager clients are typically sponsors or managers of “wrap,” or SMAs, money
management products, or institutional money managers, managing investments of institutions and high net
worth individuals. We also support a growing number of third party vendors providing turnkey solutions.

Investment Services’ primary product is CheckFree APL, a real-time portfolio management system
used by 40 of the top 50 brokers in the United States and 36 of the top 40 money managers. As of
June 30, 2005, our clients used CheckFree APL to manage 1.9 million portfolios representing more than
$1 trillion in assets.

Industry Background. Industry analysts (including Cerulli Associates and Financial Research
Corporation (2003)) predict a compound annual growth in the SMA business to exceed 20% over the next
several years. This projected growth is due primarily to the marketing of fee-based services, like SMAs by
brokerage companies, and consumers’ desire to more efficiently manage the tax implications of their
investments by leveraging SMAs.

Products and Services. Our portfolio management products and services provide the following
functions:

* proposal generation;

* account opening and trading capabilities;
 performance measurement and reporting;
* decision support tools;

* tax lot accounting;

» multiple strategy portfolios;

* straight through processing; and
 Depository Trust Corporation interfacing.

In fiscal 2003, we enhanced our CheckFree APL product by creating a Multiple Strategy Portfolio
(“MSP”) solution. This solution allows our clients to track, on a combined basis, the portfolios of their
customers, even when multiple portfolios are managed by different asset managers.
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Revenues in our portfolio management services are generated per portfolio under management through
multiple year agreements that provide for monthly revenue on a volume basis. Revenue from our
information services and software is typically generated through multi-year or annual agreements.

Technology. Our Investment Services Division utilizes IBM technology to run the portfolio
management software on a Unix platform. Services are provided primarily as a service bureau offering with
the data center residing in Chicago, Illinois and four concentration hub sites located in Jersey City,
Newark, Boston and San Diego. In addition to the dedicated private network, clients use frame relay
services from several companies to access services. We plan to introduce a new technology platform based
on Microsoft .NET technology in late 2006 that will include enhanced functionality and further drive
reductions in processing costs. We refer to this platform as CheckFree EPL™ (Enhanced Portfolio
Lifecycle). We have contracted with Satyam Computer Services Ltd. as our development partner for
CheckFree EPL.

Sales, Marketing and Distribution. We market CheckFree APL through our direct sales force. We
generate new customers through direct solicitation, user groups and advertisements. We also participate in
trade shows and sponsor industry seminars for distribution alliances.

Competition. Investment Services competes with potential customers building their own internal
portfolio accounting systems. We also compete with providers of portfolio accounting software and services
like Advent Software, DST, Vestmark, and Integrated Decision Systems, and service bureau providers like
SunGard Portfolio Solutions and Financial Models Company, as well as smaller competitors partnering
with large outsourcers in our space.

Other Products and Services. In addition to our CheckFree APL portfolio management products, the
Investment Services Division also offers proposal generation, investment performance, and reporting
products and services. Marketed under M-Pact, M-Search® and M-Watch®, these products manage data
for approximately 1,300 managers and 5,600 investment products.

Acquisitions. Our current business was developed through the acquisition of Security APL, Inc. in
May 1996, and Mobius Group, Inc. in March 1999.

Software Division

The Software Division provides financial software and services, including software, maintenance,
support and professional services, through five product lines. These product lines are bank payment,
operational risk management/reconciliation, financial messaging/corporate actions, compliance, and
electronic billing.

e Bank Payment. The Software Division provides ACH and account reconciliation software and
services to banks and bank holding companies. ACH is the primary batch-oriented electronic funds
transfer system financial services organizations use to move funds electronically through the banking
system. Approximately 75% of the nation’s top 50 ACH originators use our solutions for ACH
processing, and more than two-thirds of the nation’s ten billion ACH payments are processed each
year through institutions using our software systems.

Our ACH software is marketed under the product name CheckFree PEP+™ (Paperless Entry
Processing System). PEP+ is an online, real-time system that enables the originating and receiving
of payments through the ACH system. These electronic transactions are substitutes for paper
checks and are typically used for recurring payments such as direct deposit payroll payments;
corporate payments to contractors and vendors; debit transfers that consumers make to pay
insurance premiums, mortgages, loans and other bills; and business-to-business payments. Our
CheckFree PEP+ reACH™ product, that can be used with our PEP+ software, allows returned
checks, checks at the point-of-sale, and checks sent to a lockbox to be converted to electronic
payments.
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Our account reconciliation software is marketed under the product name CheckFree ARP/SMS™
(Account Reconciliation Package/Service Management System). ARP/SMS is an online, real-time
positive pay and reconcilement system. We also provide add-on positive pay modules that enable
banks/financial institutions to reduce exposure to check fraud and manage electronic check
conversion.

 Operational Risk Management/Reconciliation. The Software Division provides software that
enables organizations to reduce operational risk and perform automated reconciliation. Banks, bank
holding companies, securities and insurance firms, corporations, and government agencies use our
operational risk management and reconciliation products and services. Our reconciliation solutions
are marketed under the CheckFree RECON-Plus™ and CheckFree RECON Securities™ brands.
These systems reconcile high volumes of complex transactions that are spread across multiple
internal and external systems and include securities transaction processing, automated deposit
verification, consolidated bank account reconciliation and cash mobilization, and improved cash
control. In fiscal 2002, we released RECON-Plus Frontier™, a multi-tier reconciliation system that
operates over the Internet. In April 2005, we acquired Accurate, whose NXG software provides a
comprehensive, enterprise-wide operational control framework and system for reconciliation,
exception management, workflow and business intelligence.

o Financial Messaging/Corporate Actions. The Software Division provides software that enables the
management, monitoring and measurement of the flow of securities and cash transactions across a
local or global enterprise. Securities firms, insurance companies, custodian banks, brokerage firms
and asset managers use our financial messaging and corporate actions products and services. These
products are marketed under the names CheckFree TradeFlow TPM™, CheckFree Message
Broker™, CheckFree Message Workstation™ and CheckFree eVent™. In June 2005, we released
TradeFlow TPM 2.0™, a system that enables securities firms to manage transaction processing
across an enterprise via a single, integrated platform.

e Compliance. The Software Division provides solutions that enable banks, bank holding companies,
securities and insurance firms, corporations, and government agencies to maintain compliance with
federal and state regulations. These products support unclaimed property management and
government tax-related compliance reporting. Our compliance software solutions are marketed
under the names CheckFree APECS™, CheckFree IRS™, CheckFree LCR™ and CheckFree
RRS™,

e Electronic Billing. CheckFree i-Solutions software enables billers to create online bills and
statements and distribute them to their customers for viewing and payment. Our software and
outsourced application hosting services provide e-bill and e-statement creation and delivery, e-bill
payment transaction management, security, tracking and history, online marketing from the biller to
its customers, and customer care.

Licenses. We generally grant non-exclusive, non-transferable perpetual licenses to use our application
software. Our standard license agreements contain provisions designed to prevent disclosure and
unauthorized use of our software. License fees vary according to a number of factors, including the types
of software and levels of services we provide.

Maintenance, Support and Professional Services. Maintenance includes enhancements to our
software. Customers who obtain maintenance generally retain maintenance service from year to year. To
complement customer support, we also offer consulting and professional services at a separate charge.

Sales, Marketing and Distribution. We market software products through our direct and indirect
sales force. Salespersons have specific product responsibility and receive support from technical personnel
as needed. We generate new customers through direct solicitations, user groups, advertisements, direct mail
campaigns and strategic alliances. We also participate in trade shows and sponsor industry technology
seminars for prospective customers. Existing customers are often candidates for sales of additional products
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or for enhancements to products they have already purchased. We also market through resellers for certain
geographies and vertical markets.

Competition. The computer application software industry is highly competitive. We believe that
there is at least one direct competitor for most of our software products, but no competitor competes with
us in all of our software product areas.

Our RECON-Plus, RECON-Plus Frontier, Accurate NXG and operational risk management
products compete with SmartStream and SunGard. Our PEP+ products compete with Troy ACH
Processing.

Acquisitions. Our current business was developed through the acquisition of Servantis Systems
Holdings, Inc. in February 1996, BlueGill Technologies, Inc. (which we renamed CheckFree i-Solutions)
in April 2000, HelioGraph, Ltd. (“HelioGraph) in November 2003, and Accurate in April 2005.

For further financial information about our segments, revenue derived from foreign sales and
geographic locations of our long-lived assets, please see Note 20 to our consolidated financial statements.

Government Regulation

We perform certain services for federally-insured banks and thus we are subject to examination by
such banks’ principal federal regulator pursuant to the Bank Service Company Act. As we perform these
services for federal thrifts (regulated by the Office of Thrift Supervision), state non-member banks
(regulated by the Federal Deposit Insurance Corporation), state member banks (regulated by the Board of
Governors of the Federal Reserve System), and national banks (regulated by the Office of the
Comptroller of the Currency), among others, the Federal Financial Institutions Examination Council
(“FFIEC”) will coordinate which federal regulator will perform these examinations, and the timing and
frequency of those examinations. In addition, because we use the Federal Reserve’s ACH Network to
process many of our transactions, we are subject to Federal Reserve Board’s rules with respect to its ACH
Network.

In conducting our business, we are also subject to various laws and regulations relating to the
electronic movement of money. In 2001, the USA Patriot Act amended the Bank Secrecy Act (“BSA”)
to expand the definition of money services businesses so that it may include businesses such as ours. We
submitted a request for an administrative ruling from the Financial Crimes Enforcement Network
(“FinCEN") on September 9, 2002, with respect to whether FinCEN believes us to be a money services
business. To date, we have not received a ruling from FinCEN. If our business is determined to be a
money services business, then we will have to register with FinCEN as a money services business with the
attendant regulatory obligations. Also, 45 states and the District of Columbia have legislation regulating or
licensing check sellers, money transmitters or service providers to banks, and we have, where required,
registered under this legislation. In addition, as are all U.S. citizens, we are subject to the regulations of
the Office of Foreign Assets Control (“OFAC’) which prohibit transactions between U.S. citizens and
either Special Designated Nationals (“SDNs”) or targeted countries in furtherance of U.S. foreign policy
objectives. The processing of a “prohibited transaction,” as such is defined by OFAC may lead to
significant civil and criminal penalties. Further, we are a “financial institution” within the meaning of the
Gramm-Leach-Bliley Act (“GLB”) as implemented by the Federal Trade Commission’s Financial Privacy
Rule and, as such, we must give our customers notice and the right to “opt out” of any sharing of non-
public personal information (“NPPI”) we may do with unaffiliated third parties. Moreover, as a services
provider to banks, which are also “financial institutions” under GLB, we are likewise bound to certain
restrictions under GLB with respect to third party service providers who receive NPPI from financial
institutions. Finally, we are also subject to the electronic funds transfer rules embodied in Regulation E,
promulgated by the Federal Reserve Board. The Federal Reserve’s Regulation E implements the
Electronic Fund Transfer Act, which was enacted in 1978. Regulation E protects consumers engaging in
electronic transfers, and sets forth the basic rights, liabilities, and responsibilities of consumers who use
electronic money transfer services and of financial services organizations that offer these services.
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Our walk-in payment service conducted through APS is considered a money services business and as
such is registered with FinCEN. In consideration of certain risks posed, the nature of the products and
services, the customer base served and the size of APS’ operations, we have established and we maintain a
program to provide a system of controls and procedures reasonably designed to detect, prevent and report
actual or suspected violations of the BSA, money laundering statutes, anti-terrorism statutes and other
illicit activity while assuring daily adherence to the BSA. In addition, APS currently maintains 35 state
licenses to comply with the various state legislations mentioned above that regulate money transmitters,
and is subject to annual audits by such states.

Intellectual Property Rights

We regard our financial transaction services and related products as proprietary and rely on a
combination of patent, copyright, trademark and trade secret laws, employee and third party nondisclosure
agreements, and other intellectual property protection methods to protect our services and related products.
We have been issued 24 patents in the United States and abroad. The majority of these patents cover
various facets of electronic billing and/or payment. We also have 146 pending patent applications. We own
more than 70 domestic and foreign trade and service mark registrations related to products or services and
have additional registrations pending.

Employees

As of June 30, 2005, we employed approximately 3,050 full-time employees, including approximately
560 in research and development, approximately 800 in customer care, approximately 315 in sales and
marketing and approximately 1,375 in administration, financial control, corporate services, human resources
and other processing and service personnel. We are not a party to any collective bargaining agreement and
are not aware of any efforts to unionize our employees. We believe that our relations with our employees
are good. We believe our future success and growth will depend in large measure upon our ability to
attract and retain qualified management, technical, marketing, business development and sales personnel.

Business Risks

We desire to take advantage of the “safe harbor” provisions of the Private Securities Litigation
Reform Act of 1995. Many of the following important factors discussed below have been discussed in our
prior filings with the Securities and Exchange Commission. In addition to the other information in this
report, readers should carefully consider that the following important factors, among others, in some cases
have affected, and in the future could affect, our actual results and could cause our actual consolidated
results of operations for the fiscal year ending June 30, 2006 (and the individual fiscal quarters therein),
and beyond, to differ materially from those expressed in any forward-looking statements made by us, or on
our behalf.

Risks Related to Our Business

The market for our electronic commerce services is evolving and may not continue to develop or grow
rapidly enough for us to sustain profitability.

If the number of electronic commerce transactions does not continue to grow or if consumers or
businesses do not continue to adopt our services, it could have a material adverse effect on our business,
financial condition and results of operations. We believe future growth in the electronic commerce market
will be driven by the cost, ease-of-use, and quality of products and services offered to consumers and
businesses. In order to consistently increase and maintain our profitability, consumers and businesses must
continue to adopt our services.
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Our future profitability depends upon our ability to implement our strategy successfully to increase
adoption of electronic billing and payment methods.

Our future profitability will depend, in part, on our ability to implement our strategy successfully to
increase adoption of electronic billing and payment methods. Our strategy includes investment of time and
money during fiscal 2006 in programs designed to:

e drive consumer awareness of electronic billing and payment;

 encourage consumers to sign up for and use our electronic billing and payment services offered by
our distribution partners;

 address consumer concerns regarding privacy and security of their data in using electronic billing
and payment services;

« continue to refine our infrastructure to handle seamless processing of transactions;
 continue to develop state-of-the-art, easy-to-use technology; and
* increase the number of bills we can present and pay electronically.

If we do not successfully implement our strategy, revenue growth may be minimal, and expenditures
for these programs will not be justified.

Our investment in these programs will have a negative impact on our short-term profitability.
Additionally, our failure to implement these programs successfully or to substantially increase adoption of
electronic commerce billing and payment methods by consumers could have a material adverse effect on
our business, financial condition and results of operations.

It is also possible that the significant amount of press connecting identity theft and online activities
might decrease the growth of consumers using the Internet, which could decrease the demand for our
products or services, increase our cost of doing business or could otherwise have a material adverse effect
on our business, financial condition and results of operations.

Competitive pressures we face may have a material adverse effect on us.

We face significant competition in our each of our Divisions — Electronic Commerce, Investment
Services and Software. Increased competition or other competitive pressures may result in price reductions,
reduced margins or loss of business, any of which could have a material adverse effect on our business,
financial condition and results of operations. Further, competition will persist, and may increase and
intensify in the future.

In Electronic Commerce, our primary competition remains the traditional paper-based methods of
paying and receiving bills. In addition, a number of banks have developed their own internal solutions for
all or portions of the electronic bill presentment and payment process. Citigroup, Wells Fargo & Co., Bank
One and JPMorgan Chase currently have in-house solutions for all or a portion of the integrated services
we provide. We do not know whether other banks that currently outsource their bill presentment and
payment process to us will decide to construct in-house solutions in the future. Although the banks who
decide to use an in-house solution may continue to use our services for some portion of their electronic bill
presentment and payment product, we may not provide the same range of services to those banks as we
currently do and, therefore, we may not receive the same amount of revenue from these banks.

We also compete directly with Metavante, a division of Marshall and Ilsley Corporation, which
currently offers a pay anyone solution to financial service organizations. Over the past several years,
Metavante has completed or announced several acquisitions in the electronic bill presentment and payment
area, including the purchase of CyberBills, Derivion, Paytrust and Spectrum. We also face potential
competition from MasterCard International. We cannot assure you that we will be able to compete
effectively against Metavante and MasterCard, or against financial services organizations and billers
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building their own electronic billing and payment solutions internally, or against other current and future
electronic commerce competitors.

In addition, we cannot assure you that we will be able to compete effectively against current and
future competitors in the investment services and software products markets. The markets for our
Investment Services and Software products are also highly competitive. In Investment Services, our
competition comes from providers of portfolio accounting software and outsourced services and from
in-house solutions developed by large financial institutions. In Software, our competition comes from
several different market segments and geographies, including large diversified computer software and
service companies and independent suppliers of software products.

Security and privacy breaches in our electronic transactions may damage customer relations and inhibit
our growth.

Any failures in our security and privacy measures could have a material adverse effect on our
business, financial condition and results of operations. We electronically transfer large sums of money and
store personal information about consumers, including bank account and credit card information, social
security numbers, and merchant account numbers. If we are unable to protect, or consumers perceive that
we are unable to protect, the security and privacy of our electronic transactions, our growth and the growth
of the electronic commerce market in general could be materially adversely affected. A security or privacy
breach may:

e cause our customers to lose confidence in our services;

 deter consumers from using our services;

e harm our reputation;

 expose us to liability;

* increase our expenses from potential remediation costs; and

» decrease market acceptance of electronic commerce transactions.

New trends in criminal acquisition and use of personally identifiable data make maintaining the
security and privacy of such data more costly and time intensive. The increased cost, along with the
increased ability of organized criminal elements focusing on identity theft and identity fraud, may
materially impact our reputation as a provider of secure electronic billing and payment services.

While we believe that we utilize proven applications designed for data security and integrity to process
electronic transactions, there can be no assurance that our use of these applications will be sufficient to
address changing market conditions or the security and privacy concerns of existing and potential
subscribers.

We rely on third parties to distribute our electronic commerce and investment services products, which
may not result in widespread adoption.

In Electronic Commerce, we rely on our contracts with financial services organizations, businesses,
billers, Internet portals and other third parties to provide branding for our electronic commerce services
and to market our services to their customers. Similarly, in Investment Services, we rely upon financial
institutions, including broker dealers, money managers and investment advisors to market investment
accounts to consumers and thereby increase portfolios on our CheckFree APL system. These contracts are
an important source of the growth in demand for our electronic commerce and investment service
products. If any of these third parties abandons, curtails or insufficiently increases its marketing efforts, it
could have a material adverse effect on our business, financial condition and results of operations.
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Consolidation in the financial services industry may adversely affect our ability to sell our electronic
commerce services, investment services and software.

Mergers, acquisitions and personnel changes at key financial services organizations have the potential
to adversely affect our business, financial condition and results of operations. This consolidation could
cause us to lose:

e current and potential customers;

* business opportunities, if combined financial services organizations were to determine that it is more
efficient to develop in-house services similar to ours or offer our competitors’ products or
services; and

 revenue, if combined financial services organizations were able to negotiate a greater volume
discount for, or discontinue the use of, our products and services.

One customer accounts for a significant percentage of our consolidated revenues.

We have one customer, Bank of America that accounts for 17.7% of our total consolidated revenues
for fiscal year 2005, which reflects their use of products in all three of our business segments. The loss or
renegotiation of our contract with Bank of America or a significant decline in the number of transactions
we process for them could have a material adverse effect on our business, financial condition and results of
operations. No other customer accounts for more than 10% of our consolidated revenues.

If we do not successfully renew or renegotiate our agreements with our customers, our business may
suffer.

Our agreements for electronic commerce services with financial services organizations generally
provide for terms of two to five years. Similarly, our agreements with our portfolio management customers
are generally long term. If we are not able to renew or renegotiate these agreements on favorable terms as
they expire, it could have a material adverse effect on our business, financial condition and results of
operations.

The profitability of our Software Division depends, to a substantial degree, upon our software
customers electing to annually renew their maintenance agreements. If a substantial number of our
software customers declined to renew these agreements, our revenues and profits in this business segment
would be materially adversely affected.

Our future profitability depends on a decrease in the cost of processing payment transactions.

If we are unable to continue to decrease the cost of processing transactions, our margins could
decrease, which could have a material adverse effect on our business, financial condition and results of
operations. Many factors contribute to our ability to decrease the cost of processing transactions, including
our Sigma quality program, our customer care efficiency program, our processing technology optimization
program, and our focus on continually increasing the number of transactions we process electronically. Our
electronic rate, or percentage of transactions processed electronically, was more than 75% at the end of
fiscal year 2003, more than 79% at the end of fiscal year 2004 and more than 84% at the end of fiscal year
2005.

The transactions we process expose us to fraud and credit risks.

Losses resulting from returned transactions, merchant fraud or erroneous transmissions could result in
liability to financial services organizations, merchants or subscribers, which could have a material adverse
effect on our business, financial condition and results of operations. Although ameliorated by reversibility
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arrangements with many billers, the electronic and conventional paper-based transactions we process
expose us to credit risks. These include risks arising from returned transactions caused by:

« insufficient funds;

e unauthorized use;

* stop payment orders;

* payment disputes;

* closed accounts;

o theft;

» frozen accounts; and

* fraud.

We are also exposed to credit risk from merchant fraud and erroneous transmissions.

The attempts by both federal and state governments to combat identity fraud may impose restrictions
on the financial community which make the appropriate sharing of data for fraud prevention impractical
and over-burdensome. In the event of legislation, our ability to mitigate fraud costs and write-offs may be
negatively impacted.

We could experience significant losses due to our reliance on agents for walk-in payment services.

Through our contractual relationships with billers, we guarantee consumer payments made at our
retail or agent locations regardless of whether an agent makes timely deposits of funds collected. We could
suffer significant losses if we are unable to manage and control agents making correct and timely deposits.

We may experience breakdowns in our processing systems that could damage customer relations and
expose us to liability.

We depend heavily on the reliability of our processing systems in both our Electronic Commerce and
Investment Services Divisions. A system outage or data loss could have a material adverse effect on our
business, financial condition and results of operations. Not only would we suffer damage to our reputation
in the event of a system outage or data loss, but we may also be liable to third parties. Many of our
contractual agreements with financial institutions require the payment of penalties if our systems do not
meet certain operating standards. In addition, in our Electronic Commerce Division, we guarantee the
delivery of payments, and any failure on our part to perform may result in late payments or penalties to
third parties on behalf of our subscribers. In our Investment Services Division, a failure of our system
could result in incorrect or mistimed stock trades that may result in third party liability. To successfully
operate our business, we must be able to protect our processing and other systems from interruption by
events that are beyond our control. Events that could cause system interruptions include but are not
limited to:

« fire;

e natural disaster;

* unauthorized entry;

e power loss;
 telecommunications failure;
e computer viruses;

* terrorist acts; and

* war.
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Although we have taken steps to protect against data loss and system failures, there is still risk that
we may lose critical data or experience system failures. Furthermore, our property and business
interruption insurance may not be adequate to compensate us for all losses or failures that may occur.

We may experience software defects, computer viruses and development delays, damaging customer
relations, decreasing our potential profitability and exposing us to liability.

Our products are based on sophisticated software and computing systems that often encounter
development delays, and the underlying software may contain undetected errors, viruses or defects. Defects
in our software products and errors or delays in our processing of electronic transactions could result in:

« additional development costs;

« diversion of technical and other resources from our other development efforts;
* loss of credibility with current or potential customers;

 harm to our reputation; or

* exposure to liability claims.

In addition, we rely on technologies supplied to us by third parties that may also contain undetected
errors, viruses or defects that could have a material adverse effect on our business, financial condition and
results of operations. Although we attempt to limit our potential liability for warranty claims through
disclaimers in our software documentation and limitation-of-liability provisions in our license and customer
agreements, we cannot assure you that these measures will be successful in limiting our liability.

We experience seasonal and other fluctuations in our revenues causing our operating results to fluctuate.

We have historically experienced seasonal fluctuations in our software sales, and we expect to
experience similar fluctuations in the future. Our software sales and associated license revenue have
historically been affected by calendar year end, our fiscal year end, buying patterns of financial services
organizations and our sales compensation structure, which measures sales performance at our June 30
fiscal year end. Further, in our Electronic Commerce Division, we often experience fluctuations in
transaction volume and revenue on a quarterly basis. Such fluctuations are not tied to seasonality and it is
not possible to predict when such fluctuations are likely to occur. Seasonality and other quarterly
fluctuations can impact our quarterly revenue and possibly cause our stock price to decrease unexpectedly.

If we do not respond to rapid technological change or changes in industry standards, our services could
become obsolete and we could lose our customers.

If competitors introduce new products and services embodying new technologies, or if new industry
standards and practices emerge, our existing product and service offerings, proprietary technology and
systems may become obsolete. Further, if we fail to adopt or develop new technologies or to adapt our
products and services to emerging industry standards, we may lose current and future customers, which
could have a material adverse effect on our business, financial condition and results of operations. The
financial services industry is changing rapidly. To remain competitive, we must continue to enhance and
improve the functionality and features of our products, services and technologies.

We may be unable to protect our intellectual property and technology, permitting competitors to
duplicate our products and services.

Our success and ability to compete depends, in part, upon our proprietary technology, which includes
several patents for our electronic billing and payment processing system and our operating technology. We
rely primarily on patent, copyright, trade secret and trademark laws to protect our technology. We also
enter into confidentiality and assignment agreements with our employees, consultants and vendors, and
generally control access to and distribution of our software documentation and other intellectual property.
We also limit customer use of our intellectual property by entering into license agreements which limit the
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scope of a customer’s use of the intellectual property. We cannot assure you that these measures will
provide all of the protection that we need.

Because our means of protecting our intellectual property rights may not be adequate, it may be
possible for a third party to copy, reverse engineer or otherwise obtain and use our technology without
authorization. In addition, the laws of some countries in which we sell our products do not protect software
and intellectual property rights to the same extent as the laws of the United States. Unauthorized copying,
use or reverse engineering of our products could have a material adverse effect on our business, financial
condition and results of operations.

A third party could also claim that our technology infringes its proprietary rights. As the number of
software products in our target markets increases and the functionality of these products overlap, we
believe that software developers may increasingly face infringement claims. These claims, even if without
merit, can be time-consuming and expensive to defend. A third party asserting infringement claims against
us in the future may require us to enter into costly royalty arrangements or litigation.

Our business could become subject to increased government regulation, which could make our business
more expensive to operate.

Although our business is currently subject to numerous rules and regulations of governmental entities,
it is likely that this regulation and the enforcement thereof, may increase or change in the future. Such
increase or change might make our business more expensive to operate and our products less desirable to
use. In particular, due to increased focus by the government on terrorist activities, we may see additional
regulation and enforcement targeted at money laundering or making payments to certain prohibited
individuals. Due to our many business relationships with banks, we have noticed an increased focus by the
federal banking regulators, as well as OFAC, on the processing of electronic payments and this focus may
shift to us, and other businesses like ours, in the future. FinCEN, the principal federal regulator charged
with regulating money services businesses, continues to provide further interpretation on the meaning of
“money transmission.” If those interpretations become applicable to our business, then we may be
obligated to comply with significant additional regulatory obligations. Also, due to a number of security
breaches in the past few months, various governmental entities have become even more interested in
further regulating the use and sharing of data and protection of the privacy of this data, both in relation to
consumer protection as well as in relation to identity theft. This interest will likely result in increased
regulation around security and privacy of personally identifiable information. It is also possible that new
laws and regulations may be enacted with respect to the Internet, including taxation of electronic
commerce activities. Because electronic commerce in general, and most of our products and services in
particular, are so new, the effect of an increase in regulation or amendment to existing regulation is
uncertain and difficult to predict. Any such changes, however, could lead to increased operating costs and
reduce the convenience and functionality of our products or services, possibly resulting in reduced market
acceptance. It is also possible that new laws and regulations involving the Internet might decrease the
growth of consumers using the Internet, which could in turn decrease the demand for our products or
services, increase our cost of doing business or could otherwise have a material adverse effect on our
business, financial condition and results of operations.

The Federal Reserve rules with respect to its ACH Network incorporate the National Automated
Clearinghouse Association (“NACHA”) Rules which provide that we can only access the ACH Network
through a bank. If the NACHA Rules, which are incorporated into the Federal Reserves rules governing
its ACH Network, were to change to further restrict our access to the ACH Network or limit our ability
to provide ACH transaction processing services, it could have a material adverse effect on our business,
financial condition and results of operations.
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Our walk-in payment business is subject to government regulation and any violation of such regulations
could result in civil or criminal penalties or a prohibition against providing money transmitter services in
particular jurisdictions.

We conduct our walk-in payment business through APS. In many states in which APS operates, it is
licensed as a money transmitter. These licenses require APS to demonstrate and maintain certain levels of
net worth and liquidity and also require APS to file periodic reports. In addition to state licensing
requirements, APS is subject to regulation in the United States by FinCEN, including anti-money
laundering regulations and certain restrictions on transactions to or from certain individuals or entities.
APS has developed a compliance program to monitor its business for compliance with regulatory
requirements and has developed and implemented policies and procedures to monitor all of its transactions
in order to comply with federal reporting and recordkeeping requirements. Notwithstanding these efforts,
the complexity of these regulations will continue to increase our cost of doing business. In addition, any
violations of law may result in civil or criminal penalties against us and our officers or the prohibition
against us providing money transmitter services in particular jurisdictions.

A weak economy could have a materially adverse impact on our business.

A weak United States economy could have a material adverse impact on our business. In a weak
economy, companies may postpone or cancel new software purchases or limit the amount of money they
spend on technology and marketing. In our Investment Services Division, growth depends upon individuals
and companies continuing to invest in the United States equity markets.

Our quarterly operating results fluctuate and may not accurately predict our future performance.

Our quarterly results of operations have varied significantly and probably will continue to do so in the
future as a result of a variety of factors, many of which are outside our control. These factors include:

 changes in our pricing policies or those of our competitors;
* loss of customers due to competitors or in-house solutions;
« relative rates of acquisition of new customers;

* seasonal patterns;

* delays in the introduction of new or enhanced services, software and related products by us or our
competitors or market acceptance of these products and services; and

« other changes in operating expenses, personnel and general economic conditions.

As a result, we believe that period-to-period comparisons of our operating results are not necessarily
meaningful, and you should not rely on them as an indication of our future performance. In addition, our
operating results in a future quarter or quarters may fall below expectations of securities analysts or
investors and, as a result, the price of our common stock may fluctuate.

We have not consistently operated profitably in the past and may experience net losses in the future.

We have not consistently operated profitably to date. Since our inception, our accumulated losses
have totaled approximately $1.13 billion. We incurred:

* a loss from operations of $535.5 million and net loss of $441.0 million for the fiscal year ended
June 30, 2002; and

* a loss from operations of $73.5 million and net loss of $52.2 million for the fiscal year ended
June 30, 2003.

We experienced operating income of $66.5 million and net income of $46.8 million in fiscal 2005, but
we could experience net losses or may not be able to sustain profitability in the future. For the fiscal year
ended June 30, 2005, we invested about $82.6 million in research and development and $70.1 million in
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sales and marketing. We intend to continue to make significant investments in research and development
and sales and marketing. If the investment of our capital is not successful to grow our business, it will
have a material adverse effect on our business and financial condition, as well as negatively impact an
investment in our business and limit our ability to pay dividends in the future to our stockholders.

Risks Related to Our Common Stock
Our common stock has been volatile since December 31, 2000.

Since December 31, 2000, our stock price has been volatile, trading at a high of $58.25 per share and
a low of $7.45 per share. The volatility in our stock price has been caused by but not limited to:

« actual or anticipated fluctuations in our operating results;
« actual or anticipated fluctuations in our transaction and consumer growth;
+ announcements by us, our competitors or our customers;

« announcements of the introduction of new or enhanced products and services by us or our
competitors;

 announcements of joint development efforts or corporate partnerships in the electronic commerce
market;

» market conditions in the banking, telecommunications, technology and other emerging growth
sectors;

 rumors relating to our competitors or us; and

 general market or economic conditions.

Availability of significant amounts of our common stock for sale in the future could adversely affect our
stock price.

The availability for future sale of a substantial number of shares of our common stock in the public
market or otherwise, or issuance of common stock upon the exercise of stock options or warrants could
adversely affect the market price for our common stock. As of June 30, 2005, we had outstanding
90,257,704 shares of our common stock, of which 84,018,404 shares were held by non-affiliates. The
holders of the remaining 6,239,300 shares were entitled to resell them only by a registration statement
under the Securities Act of 1933 or an applicable exemption from registration. As of June 30, 2005, we
also had:

e up to 10,466,156 shares available for issuance under our stock option and stock incentive plans,
under which there are (1) outstanding options to purchase 5,142,248 shares of our common stock,
of which options for 3,793,662 shares were fully vested and exercisable at an average weighted
exercise price of approximately $28.81 per share, and (2) 459,656 outstanding shares of restricted
stock;

e issued warrants to purchase 7,500,000 shares of our common stock, of which warrants for
2,500,000 shares were fully vested and exercisable at a weighted exercise price of approximately
$28.86 per share;

e up to 791,983 shares available for issuance under our Associate Stock Purchase Plan; and

e up to 965,469 shares available for issuance under our 401 (k) Plan.
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As of June 30, 2005, the following entities held shares or warrants to purchase shares of our common
stock in the following amounts:

e Microsoft, which held 8,567,250 shares;

e The former members of Integrion Financial Network, L.L.C. (“Integrion”) and their assignees
collectively held warrants to purchase up to 1,500,000 shares which were fully vested and
exercisable;

e Bank One, which held warrants to purchase 1,000,000 shares, which were fully vested and
exercisable; and

e Bank of America, which held 480,608 shares of record, 450,000 of the vested Integrion warrants
and warrants to purchase up to 5,000,000 shares, which warrants were not currently vested.

Each of Bank One, Bank of America and the former members of Integrion may be entitled to
registration rights. If the former members of Integrion, Bank One or Bank of America, by exercising their
registration rights, cause a large number of shares to be registered and sold in the public market, these
sales may have an adverse effect on the market price of our common stock.

In connection with the TransPoint acquisition, we filed a shelf registration statement on behalf of
Microsoft, FDC and Citibank that allows continuous resales of the shares that each received as a result of
the TransPoint acquisition. Citibank was not restricted in its ability to transfer its shares of our common
stock, and we believe Citibank and FDC have sold all of the shares that they acquired as a result of this
acquisition. Microsoft was limited in its ability to transfer its shares of our common stock through
September 1, 2002, pursuant to stockholder agreements with us. Microsoft continues to hold its shares of
our common stock but as of September 1, 2003, could sell up to the greater of 1% of our average weekly
trading volume or 1% of our outstanding common stock in reliance on registration exemptions. In addition,
Microsoft is permitted to a limited extent to engage in hedging transactions with respect to our common
stock.

Sales of substantial amounts of our common stock by any of the parties described above, or the
perception that these sales could occur, may adversely affect prevailing market prices for our common
stock.

Anti-takeover provisions in our organizational documents and Delaware corporation law make any
change in control more difficult.

Our certificate of incorporation and by-laws contain provisions that may have the effect of delaying or
preventing a change in control, may discourage bids at a premium over the market price of our common
stock and may adversely affect the market price of our common stock and the voting and other rights of
the holders of our common stock. These provisions include:

« division of our board of directors into three classes serving staggered three-year terms;
» removal of our directors by the stockholders only for cause upon 80% stockholder approval;
* prohibiting our stockholders from calling a special meeting of stockholders;

« ability to issue additional shares of our common stock or preferred stock without stockholder
approval;

* prohibiting our stockholders from unilaterally amending our certificate of incorporation or by-laws
except with 80% stockholder approval; and

 advance notice requirements for raising business or making nominations at stockholders’ meetings.

We also have a stockholder rights plan that allows us to issue preferred stock with rights senior to
those of our common stock without any further vote or action by our stockholders. The issuance of our
preferred stock under the stockholder rights plan could decrease the amount of earnings and assets
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available for distribution to the holders of our common stock or could adversely affect the rights and
powers, including voting rights, of the holders of our common stock. In some circumstances, the issuance
of preferred stock could have the effect of decreasing the market price of our common stock.

We also are subject to provisions of the Delaware corporation law that, in general, prohibit any
business combination with a beneficial owner of 15% or more of our common stock for five years unless
the holder’s acquisition of our stock was approved in advance by our board of directors.

Available Information

We make available free of charge on our corporate website, www.checkfreecorp.com, our Annual
Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and, if applicable,
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended (the “Exchange Act), as soon as reasonably practicable after such
reports are electronically filed with or furnished to the Securities and Exchange Commission. Our Code of
Business Conduct, which is applicable to all of our directors, officers and associates, including our principal
executive officer, principal financial officer and principal accounting officer, is also available at the
“Corporate Governance” section of the Investor Center page of our corporate website,
www.checkfreecorp.com.
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Item 2. Properties.

We lease the following office facilities:

approximately 251,000 square feet in Norcross, Georgia;

approximately 150,000 square feet in Dublin, Ohio;

approximately 100,000 square feet in Phoenix, Arizona;

approximately 78,000 square feet in Aurora, Illinois;

approximately 59,000 square feet in Wallingford, Connecticut;

approximately 49,000 square feet in Jersey City, New Jersey;

approximately 35,000 square feet in Raleigh, North Carolina;

approximately 30,000 square feet in Ann Arbor, Michigan;

approximately 29,000 square feet in Waterloo, Ontario, Canada;
approximately 26,000 square feet in Owings Mills, Maryland;

approximately 22,000 square feet in Worthington, Ohio;

approximately 21,000 square feet in Newark, New Jersey;

approximately 15,000 square feet in Chicago, Illinois;

approximately 13,000 square feet in Wokingham, Berkshire, United Kingdom;
approximately 8,000 square feet in London, United Kingdom;

approximately 5,000 square feet in San Diego, California;

approximately 2,000 square feet in Slough, Berkshire, United Kingdom;
approximately 2,000 square feet in Boston, Massachusetts;

approximately 2,000 square feet in Henderson, Nevada;

approximately 1,000 square feet in North Sydney, New South Wales, Australia; and

approximately 300 square feet in Windhof, Luxembourg.

We own a 51,000-square-foot conference center in Norcross, Georgia that includes lodging, training,
and fitness facilities for our customers and employees. Although we own the building, it is on land that is
leased through June 30, 2015. We believe that our facilities are adequate for current and near-term growth
and that additional space is available to provide for anticipated growth.

Item 3. Legal Proceedings.

There are no material legal proceedings pending against us.

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

None.
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Part 11

Item 5. Market for the Registrant’s Common Equity and Related Stockholder Matters and Issuer
Purchases of Equity Securities.

Our common stock is traded on the Nasdaq National Market under the symbol “CKFR.” The
following table sets forth the high and low sales prices of our common stock for the periods indicated as
reported by the Nasdaq National Market.

Common Stock

Price

Fiscal Period _High _Low
Fiscal 2004

First QuUarter. . ..ot $30.10  $19.75
Second QUATTET . . ..ottt e e $29.90 $20.30
Third QUATTET . . . ..ottt e e e e e $35.25  $26.07
Fourth Quarter . . ... ... $33.40  $28.06
Fiscal 2005

First QUarter. .. ...ttt e $31.95  $24.56
Second QUATTET ... ..ottt e e $39.23  $27.42
Third QUATTET . . . .ottt e e e e e e e $42.12  $34.68
Fourth QUarter . ... ... ... e $41.25  $32.59
Fiscal 2006

First Quarter (through August 23, 2005) .. .. ... it $41.60  $32.33

On August 23, 2005, the last reported bid price for our common stock on the Nasdaq National
Market was $37.55 per share. As of August 23, 2005, there were approximately 1,746 holders of record of
our common stock. We currently anticipate that all of our future earnings will be retained for the
development of our business and do not anticipate paying cash dividends on our common stock for the
foreseeable future. In addition, our current credit facility does not allow for the payment of cash dividends
on our common stock. Our board of directors will determine future dividend policy based on our results of
operations, financial condition, capital requirements and other circumstances. During the last ten years, we
have not paid cash dividends.

During fiscal year 2003, our board of directors approved up to $40.0 million for the purpose of
repurchasing shares of our common stock through August 2003. The board of directors twice extended
such stock repurchase plan, most recently through August 31, 2005. During the month of June 2005, we
purchased a total of 891,200 shares at an average purchase price of $37.52 per share, or $33.5 million in
the aggregate. The repurchased shares were retired and cancelled immediately. As of June 30, 2005, the
dollar value of shares that remained available for repurchase under this program as of June 30, 2005, was
$6.5 million. These repurchases are reflected in the following table:

(c) (d)
(a) (b) Total Number of Shares Approximate Dollar Value
Total Number Average Purchased as Part of of Shares that May Yet
of Shares Price Paid Publicly Announced Be Purchased Under the
Period Purchased per Share Plans or Programs Plans or Programs
June 1-30,2005............. 891,200 $37.52 891,200 $6.5 million
Total ..................... 891,200 $37.52 891,200 $6.5 million

On August 3, 2005, we announced that our board of directors had approved a new, separate stock
repurchase program under which we may repurchase up to $60.0 million of our common stock through
July 31, 2006 (exclusive of the $6.5 million worth of shares that remained under our previous stock
repurchase program).
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Item 6. Selected Financial Data.

The following selected financial data should be read in conjunction with Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” and Item 8, “Financial

Statements and Supplementary Data.”

Consolidated Statements of Operations:
Revenues:
Processing and servicing

Third parties ...,
Related parties () ......................

Total processing and servicing . ..........

License fees .. .......... ..
Maintenance fees..........................
Other ... ...

Total revenues ........................

Expenses:
Cost of processing, servicing and support . .. ...
Research and development..................
Sales and marketing .......................
General and administrative .................
Depreciation and amortization...............

In-process research and development (b) .....

Impairment of intangible assets (¢) ..........
Reorganization charge (d) ..................

Total eXpenses . ..........c.ooveuuneenn..

Income (loss) from operations ..............

Equity in net loss of joint venture (e) ......
Interest income ............ ... ... ...
Interest expense.............oiiiiiin...
Gain (loss) on investments (f) ............

Income (loss) before income taxes and

cumulative effect of accounting change .. ...

Income tax expense (benefit) ...............

Income (loss) before cumulative effect of

accounting change . ......................

Cumulative effect of accounting change (g) ...

Net income (loss) ... ..

Year Ended June 30,

Diluted net income (loss) per common share . . ..
Weighted average shares outstanding (h) ......

Consolidated Balance Sheet Data:

Working capital ..........................
Total assets ........coviiiiiiinieiinn..
Long-term obligations, less current portion . . ..
Total stockholders’ equity..................

2005 2004 2003 2002 2001
(In thousands, except per share data)

$ 635353 $ 488,705 $ 397,435 $ 339,424 $ 308,548
33,000 41,500 78,981 82,813 53,503
668,353 530,205 476,416 422,237 362,051
28,458 23,931 24,163 25,020 30,180
31,265 28,271 25,733 24,298 21,332
29,756 24,057 25,334 18,922 19,757
757,832 606,464 551,646 490,477 433,320
297,256 244811 237,978 262,105 255,528
82,550 66,288 52,717 55,172 55,621
70,054 51,910 57,170 58,030 90,283
59,272 45,759 39,030 43,687 50,474
176,598 177,582 226,638 435,565 427,495
— 324 — — 18,600

— — 10,228 155,072 —

5,585 — 1,405 16,365 —
691,315 586,674 625,166 1,025,996 898,001
66,517 19,790 (73,520) (535,519) (464,681)
(2,984) (593) — — —
8,810 5,697 7,327 8,486 15,415
(1,094) (13,164) (12,975) (12,788) (13,154)
592 — (3,228) — (16,077)
71,841 11,730 (82,396) (539,821) (478,497)
25,040 1,195 (33,106) (98,871) (115,362)
46,801 10,535 (49,290) (440,950) (363,135)

— — (2,894) — —

$ 46801 $ 10,535 $ (52,184) $ (440,950) $(363,135)
$ 050 $ 0.11 $ (0.59) $ (5.04) $ (4.49)
92,915 91,864 88,807 87,452 80,863

$ 337,529 $ 263,813 $ 304,286 $ 201,741 $ 142,661
1,569,916 1,548,932 1,587,270 1,637,477 2,183,953
25,389 25,504 176,692 176,377 176,541
1,336,415 1,299,182 1,268,149 1,305,661 1,732,186
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(a) During fiscal year 2001 through January 2003, all revenues generated from Bank of America are
classified as related party. During fiscal years 2001 through 2004, all revenues generated from Microsoft
and FDC are classified as related party. During fiscal year 2005, only the revenues generated from
Microsoft are classified as related party.

(b) During fiscal years ended June 30, 2001 and 2004, we recorded charges related to in-process research
and development that were capitalized by entities before we acquired them.

(¢) During the fiscal year ended June 30, 2002, we recorded an impairment charge related to the goodwill
associated with CheckFree i-Solutions and technology assets associated with TransPoint. During fiscal year
ended June 30, 2003, we recorded an impairment charge related to other intangible assets and goodwill of
CheckFree i-Solutions.

(d) During the fiscal year ended June 30, 2002, we recorded a reorganization charge in order to
streamline operations in our Electronic Commerce Division, refine our strategy for CheckFree i-Solutions
within our Software Division, and discontinue certain product lines associated with our Investment
Services Division. For the fiscal year ended June 30, 2003, we adjusted our estimate of the total
reorganization charge that was recorded in the previous fiscal year. During fiscal year ended June 30, 2005,
we recorded a reorganization charge relating to the re-scoping of many positions with the intent to re-hire
as quickly as possible, the elimination of some other positions and the relocation of our Electronic Billing
and Payment operations from our Waterloo, Ontario, Canada to our headquarters in Norcross, Georgia.

(e) During the fiscal year ended June 30, 2004, we entered into an agreement with Voca, Ltd. to form
the joint venture OneVu located in the United Kingdom, which has incurred losses since inception.

(f) During the fiscal year ended June 30, 2005, we recorded a gain on the sale of stock. We received
shares of stock from an insurance vendor that demutualized. We sold the shares shortly after we received
them, and recorded the proceeds as a gain on investments. During the fiscal years ended June 30, 2001
and 2003, we recorded losses on certain investments resulting from an other-than-temporary decline in
their fair value.

(g) On July 1, 2002, we adopted SFAS 142, “Goodwill and Other Intangible Assets.” Upon adoption, we
performed a transitional impairment test and recorded an impairment charge related to the goodwill
associated with CheckFree i-Solutions.

(h) In June 2005, we purchased a total of 891,200 shares of our own common stock at an average
purchase price of $37.52 per share, or $33.5 million in the aggregate. The shares were immediately retired
and cancelled.

The preparation of our financial statements in conformity with Generally Accepted Accounting Principles
in the United States of America requires us to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Overview

CheckFree was founded in 1981 as an electronic payment processing company and has become a
leading provider of financial electronic commerce products and services. Our current business was
developed through the expansion of our core electronic payments business and the acquisition of
companies operating in similar or complementary businesses.

We operate our business through three independent but inter-related divisions:
e Electronic Commerce;

e Investment Services; and

e Software.

Through our Electronic Commerce Division, we enable consumers to receive and pay bills. For the
year ended June 30, 2005, we processed approximately 905 million payment transactions and delivered
approximately 140 million electronic bills (“e-bills”’). For the quarter ended June 30, 2005, we processed
approximately 245 million payment transactions and delivered more than 41 million e-bills. The number of
transactions we process each year continues to grow. For the year ended June 30, 2005, growth in the
number of transactions processed exceeded 55%. The Electronic Commerce Division accounted for
approximately 76% of our consolidated revenues.

Through our Investment Services Division, we provide a range of portfolio management services
to financial institutions, including broker dealers, money managers and investment advisors. As of
June 30, 2003, our clients used the CheckFree APL*™ portfolio management system (“CheckFree APL”)
to manage 1.9 million portfolios, representing more than $1 trillion in assets. The Investment Services
Division accounted for approximately 13% of our consolidated revenues.

Through our Software Division, we deliver software, maintenance, support and professional services to
large financial service providers and other companies across a range of industries. Through fiscal 2005, the
Software Division was comprised of three units, each with its own distinct set of software products. The
ACH Solutions unit provides software and services that are used to process more than two-thirds of the
nation’s ten billion annual Automated Clearing House (“ACH”) payments. The CheckFree Financial and
Compliance Solutions (“CFACS”) unit enables organizations to handle their reconciliation and
compliance requirements and provides a financial transactions management solution with straight through
processing. The CheckFree i-Solutions unit provides software and services that enable end-to-end e-billing
and e-statement creation, delivery and payment. Beginning in fiscal 2006, our discussion of our Software
Division will reference our five product lines — bank payment, operational risk management/reconciliation,
financial messaging/corporate actions, compliance, and electronic billing. Refer to the Software Division
description within the “Business” section of this Annual Report on Form 10-K for a further discussion of
these product lines. The Software Division accounted for approximately 11% of our consolidated revenues.

Executive Summary

Due to growth in all of our business segments, including the contribution from acquisitions in fiscal
2004 and 2005, our consolidated revenues grew 25% in the year ended June 30, 2005. We earned net
income of $46.8 million in the year ended June 30, 2005, compared to net income of $10.5 million for the
same period last year. Through continued efforts to improve quality and efficiency, we generated
approximately $172.0 million of free cash flow in fiscal year 2005, an increase of $24.3 million, or 16%,
over fiscal year 2004. This free cash flow, combined with cash, cash equivalents, and investments of
$276.4 million as of June 30, 2004, allowed us to acquire Accurate Software Limited, (“Accurate”) for
$57.0 million in cash (approximately $51.9 million net of cash received), and to repurchase 891,200 shares
of our common stock for $33.5 million. Increasingly positive operating results allowed us to invest in all of
our businesses in order to take full advantage of anticipated growth opportunities. We define free cash flow
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as net cash provided by operating activities, exclusive of the net change in settlement accounts, less capital
expenditures. See “Use of Non-GAAP Financial Information” for further discussion of this measure.

Our Electronic Commerce business continues to expand, generating revenue of $580.7 million for the
year ended June 30, 2005, which represents growth of 28% over the prior year. During the year ended
June 30, 2005, we processed 905 million transactions, an increase of 55% over the previous year. We
delivered about 140 million e-bills during fiscal 2005, for growth of 72% over e-bills delivered in the
prior year. Our electronic payment rate has improved from 79% as of June 30, 2004, to 84% as of
June 30, 2005. Successful efforts to improve efficiency and quality have resulted in lower costs per
transaction, allowing us to share scale efficiencies with our customers through reduced revenue per
transaction.

Our Investment Services business generated 20% growth in portfolios managed, from about 1.6 million
as of June 30, 2004, to 1.9 million as of June 30, 2005, resulting in revenue growth of 11% over the same
period. During fiscal 2005, we invested heavily in the rewrite of CheckFree APL. Despite the lower than
historical operating margin in the near term, these investments will provide us the opportunity to take
advantage of the rapidly expanding separately managed accounts (“SMAs” and “SMA”) market.

Including the benefits of our acquisitions of HelioGraph, Ltd. (“HelioGraph”) in November 2003,
and Accurate in April 2005, our Software Division experienced revenue growth of 20% during the year
ended June 30, 2005. We believe we are positioned to take advantage of the improving U.S. economy, and
our presence in Europe and the South Pacific with expanded operations in the U.K., Luxembourg, and
Australia resulting from the Accurate acquisition.

As we enter fiscal 2006, we have prepared for the expiration of our five-year agreements with
Microsoft Corporation (‘“Microsoft”) and First Data Corporation (“FDC”), resulting from our acquisition
of MSFDC, L.L.C. (“TransPoint”) in September 2000. Our contracts with both Microsoft and FDC
include monthly minimum revenue guarantees that increased annually over their five-year term. The
following table represents the total annual minimum revenue guarantees throughout the contract periods
with the respective customer (in thousands):

Fiscal Year Ended June 30, Microsoft FDC Total
200 L $ 6,000 $ 5000 $ 11,000
2002 L e 15,000 8,500 23,500
2003 L e 21,000 11,500 32,500
2004 . 27,000 14,500 41,500
20005 33,000 17,500 50,500
2000 .. e 18,000 3,000 21,000
Total ... $120,000  $60,000  $180,000

Our agreement with FDC expired in August 2005. Our agreement with Microsoft expires in
December 2005. During fiscal 2005, both agreements were operating substantially below their minimum
levels. As a result, while we expect limited impact to our subscriber base in fiscal year 2006, we expect to
see a temporary decline in historical quarterly revenue growth rates, initially in the quarter ended
December 31, 2005, but more noticeably in the quarter ended March 31, 2006. We expect to substantially
increase our tax payments in fiscal 2006 and we expect capital expenses of approximately $45.0 million as
we invest heavily in high availability disaster recovery data center operations. As a result of these factors,
we expect free cash flow of approximately $170.0 million for the year. When combined with cash, cash
equivalents, and investments totaling $361.1 million at June 30, 2005, we believe we are positioned to take
advantage of additional opportunities for acquisitions as they arise, and we have authority to repurchase up
to $60.0 million of our common stock through July 31, 2006, should we determine the time and price to
be appropriate.
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The following table sets forth as percentages of total revenues, consolidated statements of operations
data:

Year ended June 30,
2005 2004 2003

Total TEVENUES . . . o o ettt ettt 100.0% 100.0% 100.0%
Expenses:
Cost of processing, servicing and SUPPOTt. .. ... vvvv et 39.2 40.4 43.1
Research and development ......... .. .. ..t 10.9 10.9 9.6
Sales and marketing .. ... 9.2 8.6 10.4
General and administrative ......... ... . 7.8 7.5 7.1
Depreciation and amortization ..............c.. it 23.3 29.2 41.1
In-process research and development . ............. ... ... .. ... — 0.1 —
Impairment of intangible assets ...........c.ouiiiini i — — 1.8
Reorganization Charge . ...ttt 0.8 — 0.2
Total EXPENSES .« v vttt et 91.2 96.7 113.3
Income (loss) from Operations . ...........c.ouiiriineineineeieeennnn.. 8.8 3.3 (13.3)
Equity in net loss of joint venture. ... ...... ...t (04) (0.1) —
Interest iNCOME . . .. .ottt e e e e e 1.2 0.9 1.3
INterest EXPeNnSE . . ...ttt 0.1) (2.2) (2.3)
Gain (10SS) On INVESTMENTS . . ..ottt ettt et et — — (0.6)
Income (loss) before income taxes and cumulative effect of accounting change . .. 9.5 1.9  (14.9)
Income tax expense (benefit) ........... o 3.3 0.2 (6.0)
Income (loss) before cumulative effect of accounting change .................. 6.2 1.7 (8.9)
Cumulative effect of accounting change ............. . oo, — — (0.5)
Net income (10SS) ..ottt e 6.2% 1.7% (9.4)%

Results of Operations
Years Ended June 30, 2005 and 2004

The following table sets forth our consolidated revenues for the years ended June 30, 2005 and 2004,
respectively.

Total Revenues (000’s)

June 30, Change
2005 2004 $ %

Yearended ... ... ... $757,832  $606,464  $151,368 25.0%

Our growth in total revenues of 25% was driven by 28% growth in our Electronic Commerce business,
11% growth in our Investment Services business and 20% growth in our Software business.

Overall growth in Electronic Commerce, including walk-in payments, continues to be driven primarily
by 55% growth in transactions processed, from approximately 583 million in the year ended June 30, 2004,
to 905 million for the year ended June 30, 2005. Additionally, we delivered about 140 million e-bills
during fiscal 2005, a growth rate of 72% over the approximately 82 million e-bills delivered during fiscal
2004. Lastly, with interest rates increasing throughout the year ended June 30, 2005, we experienced
revenue growth in our interest-sensitive products such as Account Balance Transfer (“ABT”). This
combined growth in our Electronic Commerce Division was offset somewhat by our pricing practices. We
have established pricing models that provide volume-based discounts in order to share scale efficiencies
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with our customers. As a result of transaction growth, our average revenue per transaction therefore, has
declined over time with respect to our transaction-based revenue.

Growth in our Investment Services business has been driven primarily by a 20% increase in portfolios
managed, from about 1.6 million at June 30, 2004, to 1.9 million at June 30, 2005. In some cases, we are
adding new portfolios to our CheckFree APL system at a lower price point, driven by the increased
volume coming from lower priced broker dealers, and by conscious price reductions, where we trade off
near-term revenue growth against long-term strategic advantage. We believe that more favorable market
conditions have resulted in resumed growth in portfolios managed, and we remain cautiously optimistic
about resulting growth opportunities.

Growth in our Software business is due primarily to a full year of HelioGraph operations in fiscal
2005 versus seven months in fiscal 2004 and our acquisition of Accurate on April 30, 2005. Additionally,
we have achieved solid growth in our bank products. We believe this to be the combined result of
improved execution within the division and signs of recovery in the U.S. economy.

Across all segments of our business, for the year ended June 30, 2005, Bank of America generated
total revenue of $134.5 million, which exceeds 10% of our consolidated revenues, and remains the only
customer that exceeds 10% of our consolidated revenues. Our agreement with Bank of America has a ten
year term expiring in 2010, includes annual minimum revenue guarantees of $50.0 million, and provides
tiered pricing which reflects the volume of activity provided by Bank of America.

The following tables set forth comparative revenues, by type, for the years ended June 30, 2005 and
2004, respectively.

Processing and Servicing Revenue (000’s)

June 30, Change
2005 2004 $ %

Yearended . .. ..ot $668,353  $530,205  $138,148 26.1%

We earn processing and servicing revenue in both our Electronic Commerce and our Investment
Services businesses. While growth in portfolios managed in our Investment Services business contributed
positively, the increase in processing and servicing revenue is attributed primarily to the aforementioned
transaction growth in our Electronic Commerce business. Annual growth in transactions was heavily
influenced by our new walk-in payments business, resulting from the acquisition of APS with only seven
days remaining in fiscal 2004. A full year of walk-in payments attributed to almost half of our processing
and servicing growth within Electronic Commerce. Our traditional electronic bill payment products
provided the remainder of growth within Electronic Commerce, with consistent sequential quarterly
transaction growth of between 4% and 8% throughout fiscal 2005. During fiscal 2005, we delivered
approximately 140 million e-bills with an average price point of less than $0.20 per e-bill, representing 72%
growth over approximately 82 million e-bills delivered during fiscal 2004. Additionally, with interest rates
rising over the past fiscal year, we have experienced revenue growth from our interest-sensitive products,
such as ABT. Annual volume-based growth in processing and servicing revenue was somewhat offset by
tier-based volume pricing discounts within both our Electronic Commerce and Investment Services
businesses.

License Fee Revenue (000’s)

June 30, Change
2005 2004 $ %

Yearended .. ... o $28,458  $23931 $§ 4,527 18.9%

We derive license fee revenue from product sales in our Software Division. Our acquisitions of
HelioGraph in November 2003 and Accurate in April 2005 contributed about two-thirds of our license
revenue growth in fiscal 2005 as compared to the prior year. Despite moderate growth in our traditional
software businesses during fiscal 2005, and improving sales pipelines for our products, we remain uncertain
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as to whether this represents the beginning of a general trend in continued software growth as our
customers view purchases of our software as generally discretionary in nature.

Maintenance Fee Revenue (000’s)

June 30, Change
2005 2004 $ %

Yearended ... ... $ 31,265 $ 28271 $ 2,994 10.6%

Maintenance fee revenue, which represents annually renewable product support for our software
customers, is isolated to our Software business, and tends to grow with incremental license sales from
previous periods. However, in fiscal 2005, our acquisitions of HelioGraph and Accurate provided
approximately three-fourths of our year-over-year growth in maintenance revenue. The remainder resulted
from annual customer retention rates exceeding 80% and moderate price increases across our software
product lines.

Other Revenue (000’s)

June 30, Change
2005 2004 $ %

Yearended ...... ... .. . $ 29,756  $ 24,057 $ 5,699 23.7%

Other revenue consists mostly of consulting and implementation fees across all three of our
businesses, and with the acquisition of APS, we have added revenue associated with stored value cards to
this revenue category. Our acquisitions of HelioGraph, APS, and Accurate provided over half of our year-
over-year growth in other revenue. Implementation services from traditional software product sales resulted
in the remainder of growth in this category.

The following set of tables provides line-by-line expense comparisons with their relative percentages of
our consolidated revenues for the years ended June 30, 2005 and 2004, respectively.

Cost of Processing, Servicing and Support (000’s)

June 30,
2005 2004
% %
$ Revenue $ Revenue
Yearended . .. ..ot $297,256 39.2%  $244.811 40.4%

Cost of processing, servicing and support, as a percentage of revenue, has improved by about 1% on a
year-over-year basis. In Electronic Commerce, our electronic payment rate has improved from 79% as of
June 30, 2004, to 84% as of June 30, 2005. Electronic payments carry a significantly lower variable cost
per unit than paper-based payments and are far less likely to result in costly customer care claims. The
acquisition of APS brought with it a significant number of exclusively electronic payment transactions,
accounting for over half of the increase we experienced in our electronic payments rate. In addition to
leveraging a significant fixed-cost processing infrastructure, we continue to focus investments on additional
efficiency and quality improvements through Six Sigma-based programs in our Electronic Commerce and
Investment Services customer care and customer support processes, and throughout our technology
infrastructure to drive improvement in our cost per transaction and cost per portfolio managed metrics.
These drivers of expense efficiency were offset somewhat by three factors over fiscal 2005:

e The gross margin of our walk-in payments business is less than our core electronic billing and
payment business;

* Our acquisitions of HelioGraph and Accurate resulted in increased customer support and
implementation services resources that carry a lower gross margin than our core Electronic
Commerce and Investment Services businesses; and

32



 During fiscal 2005, we incurred a charge of approximately $1.6 million for a loss in a services
agreement with a large customer in our Software business.

We expect to continue to focus attention on Six Sigma-based process improvement and quality
programs to lower our costs per payment transaction and portfolios managed in anticipation of continued
price pressure within our Electronic Commerce and Investment Services businesses.

Research and Development (000’s)

June 30,
2005 2004
% %
$ Revenue $ Revenue
Yearended .. ... ..o $ 82,550 109% $ 66,288 10.9%

Including capitalized development costs of $1.7 million for the year ended June 30, 2005, and
$2.8 million for the year ended June 30, 2004, gross expenditures for research and development were
$84.3 million, or 11.1% of consolidated revenues, for the year ended June 30, 2005, and $69.1 million, or
11.4% of consolidated revenues, for the year ended June 30, 2004. Our acquisitions of HelioGraph, APS,
and Accurate provided more than one-third of our incremental research and development costs in fiscal
2005, and we have placed particular emphasis on research and development in our Investment Services
business, as we are in the process of a rewrite of our processing system. We continue to invest heavily in
product enhancement and productivity improvement initiatives across all of our businesses, as evidenced by
the relatively consistent levels of research and development costs as a percentage of revenue on a year-
over-year basis.

Sales and Marketing (000’s)

June 30,
2005 2004
% %
$ Revenue $ Revenue
Yearended . ... ..o $ 70,054 92% $ 51,910 8.6%

Sales and marketing costs, in total and as a percentage of consolidated revenues, have increased
during fiscal 2005. Our acquisitions of HelioGraph, APS, and Accurate contributed approximately 20% of
the incremental costs year-over-year. In addition, license revenue growth, with a strong finish to fiscal
2005, resulted in accelerated commission rates for salespersons exceeding annual quotas for the year.
Finally, in the second half of fiscal 2005, we increased our investment in marketing programs geared
toward future revenue growth. We expect sales and marketing costs, as a percentage of revenue, to fall
back below 9% in fiscal 2006.

General and Administrative (000’s)

June 30,
2005 2004
% %
$ Revenue $ Revenue
Yearended .. ... o $ 59,272 7.8% $ 45,759 7.5%

Increased general and administrative costs in fiscal 2005 have resulted primarily from incremental
facility and other non-redundant expenses related to our acquisitions of HelioGraph, APS and Accurate.
Additionally, we have experienced incremental Sarbanes-Oxley Section 404 compliance costs as we
prepared for our first internal controls certification as of June 30, 2005, and expanded facility costs
supporting our core businesses during fiscal 2005. We continue to expect our general and administrative
costs to run between 7.5% and 8.0% of consolidated revenues and are managing these costs accordingly.
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Depreciation and Amortization (000’s)

June 30,
2005 2004
% %
$ Revenue $ Revenue
Yearended ....... ... ... $176,598 23.3%  $177,582 29.2%

Despite increased intangible amortization resulting from our acquisitions of HelioGraph, APS and
Accurate, depreciation and amortization expense declined during fiscal 2005, as a result of the completion
of intangible amortization from previous acquisitions. Depreciation and amortization expense, net of
acquisition related intangible amortization, remained essentially flat from $41.0 million for the year ended
June 30, 2004, to $42.1 million for the year ended June 30, 2005. We expect a significant drop in
depreciation and amortization expense in fiscal 2006 as we complete the amortization of intangible assets
resulting from our acquisitions of TransPoint in fiscal 2001 and BlueGill Technologies, Inc. in fiscal 2000.

Reorganization Charge (000’s)

June 30,
2005 2004
% %
$ Revenue $ Revenue
Yearended . ... $ 5,585 0.8% $ — —

Late in the quarter ended June 30, 2005, we terminated the employment of approximately 200
associates, re-scoping many positions with the intent to re-hire quickly, and eliminating some others. As
part of this action, we announced that our electronic billing and payment operations in Waterloo, Ontario,
Canada, will move to Norcross, Georgia, and we expect to close the Canadian facility in October 2005.
These actions resulted in a charge of $5.6 million.

In-Process Research & Development (000’s)

June 30,
2005 2004
% %
$ Revenue $ Revenue
Yearended ....... ... .. .. $ — — 3 324 0.1%

We recorded immaterial in-process research and development costs totaling $0.3 million related to our
acquisition of HelioGraph in the quarter ended December 31, 2003. There were no such costs associated
with our acquisitions of either APS or Accurate.

Equity in Loss of Joint Venture (000’s)

June 30,
2005 2004
% %
$ Revenue $ Revenue
Yearended ....... ... $(2,984) 0.H% $ (593) (0.1)%

In April 2004, we announced a joint venture, OneVu Limited (“OneVu”), with Voca Limited
(“Voca”), designed to create an integrated electronic billing and payment network for billers and banks in
the United Kingdom. We provide 100% of OneVu’s necessary working capital requirements during its
formative stage. We record the operations of the joint venture on the equity basis of accounting and the
equity in net loss of the joint venture represents our portion of the loss incurred by the joint venture during
the periods displayed. The joint venture is still in its formative stage and, therefore, we do not expect it to
become profitable in the near term.
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Net Interest (000’s)

June 30,
2005 2004
% %
$ Revenue $ Revenue
Year ended:

Interest inCOmMe. . ... .ot $ 8,810 $ 5,697

Interest expense .............. i (1,094) (5,944)
Call premium eXpense .. .........veuvernernennnnn.. — (4,813)
Unamortized note issuance costs .................... — (2,407)

Netinterest. . ...t $ 7,716 1.1% $ (7,467) (1.3)%

As a result of an increase in average cash and invested assets, combined with rising interest rates
during fiscal 2005, our interest income increased from $5.7 million for the year ended June 30, 2004, to
$8.8 million for the year ended June 30, 2005.

Our interest expense decreased significantly on a year-over-year basis. We carried our 6.5%
Convertible Subordinated Notes due 2006 at a balance of $172.5 million through the quarter ended
September 30, 2003. We redeemed the notes in full on December 12, 2003. As a result, in the year ended
June 30, 2004, we incurred a cash charge of $4.8 million for a 2.79% call premium to redeem the notes
prior to their scheduled maturity date, and we incurred a non-cash charge of $2.4 million to write off the
remaining unamortized note issuance costs.

Gain on Investments (000’s)
June 30,
2005 2004
% %
$ Revenue $ Revenue

Yearended .. ... $ 592 — 3 — —

In the quarter ended March 31, 2005, we recorded a $0.6 million gain on the sale of stock. While we
do not typically invest in equity securities, we received shares of stock from an insurance vendor that
demutualized. We sold the shares shortly after we received them, and recorded the proceeds as a gain on
investments.

Income Tax Expense (000’s)

June 30,
2005 2004
% %
$ Revenue $ Revenue
Yearended ....... ... ... . . $ 25,040 349% $ 1,195 10.2%

Our federal statutory tax rate is 35%, and our overall blended statutory rate (federal, state and foreign
combined) approached 39% without the benefit of tax planning strategies. Our effective rate of 34.9% for
the year ended June 30, 2005, was lower than our blended statutory rate due to research and
experimentation tax credits, tax-free municipal interest income and foreign tax credits recorded during the
year. Our effective tax rate of 10.2% for the year ended June 30, 2004, was lower than our blended
statutory rate due to research and experimentation tax credits and foreign tax credits, offset by the federal
alternative minimum tax and the temporary suspension of state-level net operating loss carryover credits.
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Years Ended June 30, 2004 and 2003

The following table sets forth our total revenues for the years ended June 30, 2004 and 2003,
respectively.

Total Revenues (000’s)

June 30, Change
2004 2003 $ %

Yearended . ... ... . $606,464  $551,646 $ 54,818 9.9%

Our total revenue growth of 9.9% was driven by 12% growth in our Electronic Commerce business,
6% growth in our Investment Services business and 4% growth in our Software business.

Growth in our Electronic Commerce business was driven primarily by growth in transactions
processed from approximately 434 million for the year ended June 30, 2003, to approximately 583 million
for the year ended June 30, 2004. Additionally, revenue related to minimum guarantees from Microsoft
and FDC increased in total by $9.0 million on a year-over-year basis. We have established pricing models
that provide volume-based discounts to share scale efficiencies with our customers. As a result of
significant transaction growth, our average revenue per transaction has declined by approximately 14% in
our transaction-based revenue. Historically low interest rates throughout fiscal 2004 have also resulted in a
dampening of revenue in our interest sensitive products such as ABT. Our June 22, 2004, acquisition of
APS provided about $1.0 million of revenue in fiscal 2004.

Growth in our Investment Services revenue was driven primarily by growth in the number of
portfolios managed, from approximately 1.2 million as of June 30, 2003, to nearly 1.6 million as of
June 30, 2004. Economic conditions throughout our fiscal year ended June 30, 2003 resulted in portfolios
managed remaining essentially flat at 1.2 million for the year. As the stock market rebound progressed into
our 2004 fiscal year, the number of portfolios we managed increased by about 100,000 per quarter. In
some cases, new portfolios are being added to our APL system at a lower average price point, driven by a
mix shift as increased volume comes from broker dealers at a lower price, and by price reductions, where
we trade off near-term revenue growth against long-term strategic advantage.

Growth in our Software business was driven primarily by our acquisition of HelioGraph in the quarter
ended December 31, 2003. While our sales pipeline remains solid, customers continue to take longer to
evaluate discretionary software purchases than in prior years.

Across all segments of our business, for the year ended June 30, 2004, Bank of America generated
total revenue of $119.0 million, which exceeded 10% of our consolidated revenues, and was the only
customer that exceeds 10% of our total revenue in fiscal 2004. Our agreement with Bank of America has a
ten year term, includes annual minimum guarantees of $50.0 million, and provides for tiered pricing which
reflects the volume of activity provided by Bank of America.

The following tables set forth comparative revenues, by type, for the years ended June 30, 2004 and
2003, respectively.

Processing and Servicing Revenue (000’s)

June 30, Change
2004 2003 $ %

Yearended . ... ... . $530,205  $476,416 $ 53,789 11.3%

We earn processing and servicing revenue in both our Electronic Commerce and our Investment
Services businesses. While growth in portfolios managed in our Investment Services business contributed
nicely, our increase in processing and servicing revenue has come primarily from the aforementioned
growth in transactions processed in our Electronic Commerce business. While expected transaction volume
diverted from CheckFree to in-house solutions by four large bank customers had dampened our growth
during the transition, growth in the remainder of our Electronic Commerce business, including the addition
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of two large bank customers, outpaced diverted transactions. We delivered approximately 82 million e-bills
in the year ended June 30, 2004, with an average price point of approximately $0.20 per e-bill,
representing an increase of 156% over the 32 million bills delivered during the year ended June 30, 2003.
Our commercial agreements with Microsoft and FDC, resulting from our acquisition of TransPoint in
September 2000, include monthly minimum revenue guarantees consistent with other consumer service
providers. The minimums for Microsoft and FDC increase annually over the five-year term of the
agreements. We operated substantially below the minimum revenue levels with both, but as a result of the
increased minimum levels, revenue from Microsoft and FDC grew by approximately $9.0 million on a
year-over-year basis. Somewhat offsetting this growth has been a reduction in market demand for our ABT
products. Finally, contract revisions with Bank of America late in the quarter ended December 31, 2003,
along with other volume-based discounts inherent in our business, further reduced our processing and
servicing revenue growth.

License Fee Revenue (000’s)

June 30, Change
2004 2003 $ %

Yearended ...... ... i $ 23,931 $ 24,163 $§ (232) (1.0)%

Although the software market showed signs of recovery, potential customers continued to extend their
evaluation period on discretionary software spending. Therefore, in spite of a strong sales pipeline and the
addition of HelioGraph in November 2003, we incurred a slight decline in license fee revenue on a year-
over-year basis.

Maintenance Fee Revenue (000’s)

June 30, Change
2004 2003 $ %

Yearended . ... oo $ 28,271 $ 25,733 $ 2,538 9.9%

Maintenance fee revenue, which represents annually renewable product support for our software
customers, is isolated to our Software business, and tends to grow with incremental license sales from
previous periods. Our maintenance base grew as a result of recent license sales, customer retention rates
exceeding 80%, and moderate price increases across all business units, as well as eight months of revenue
from the acquisition of HelioGraph.

Other Revenue (000’s)

June 30, Change
2004 2003 $ %

Yearended .. ... ... ... $ 24,057 $ 25334 $ (1,277) (5.0)%

Other revenue consists mostly of consulting and implementation fees across all three of our
businesses. During our fiscal year ending June 30, 2003, we performed a custom software implementation
project that generated a significant amount of consulting revenue that did not recur in our 2004 fiscal year.

The following set of tables provides line-by-line expense comparisons with their relative percentages of
our consolidated revenues for the years ended June 30, 2004 and 2003, respectively.

Cost of Processing, Servicing and Support (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Yearended . ... ... $244.811 40.4%  $237,978 43.1%



In Electronic Commerce, our electronic payment rate increased from 75% as of June 30, 2003, to
79% as of June 30, 2004. Electronic payments carry a significantly lower variable cost per unit than
paper-based payments and are far less likely to result in a costly customer care claim. In addition to
leveraging a significant fixed-cost processing infrastructure, we continued to focus investment on additional
efficiency and quality improvements within our customer care processes and our information technology
infrastructure to drive cost per transaction improvement.

Research and Development (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Yearended .. ... o $ 66,288 109% $ 52,717 9.6%

Including capitalized development costs of $2.8 million for the year ended June 30, 2004, and
$4.3 million for the year ended June 30, 2003, gross expenditures for research and development were
$69.1 million, or 11.4% of consolidated revenues, for the year ended June 30, 2004, and were
$57.0 million, or 10.3% of consolidated revenues for the year ended June 30, 2003. We continued to invest
heavily in product enhancement and productivity improvement initiatives in all of our business segments,
and we added moderate levels of research and development spending with the acquisition of HelioGraph.

Sales and Marketing (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Yearended .. ... $ 51,910 8.6% $ 57,170 10.4%

The decrease in sales and marketing costs, as a percentage of consolidated revenues, is due primarily
to the fact that the predominance of our revenue growth took place in our Electronic Commerce business,
which has less associated variable sales commissions. On an absolute dollar basis, we have incurred less
general awareness marketing program expense in fiscal 2004 than we had in fiscal 2003. However, these
expenses have historically fluctuated due to the nature and timing of various programs.

General and Administrative (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Yearended .. ... o $ 45,759 7.5% $ 39,030 7.1%

The acquisition of HelioGraph in the quarter ended December 31, 2003, added approximately
$0.8 million of new quarterly general and administrative costs to our cost base. In the quarter ended
March 31, 2004, we incurred approximately $0.5 million of accrued costs associated with a closed facility
in the Ann Arbor, Michigan area.

Depreciation and Amortization (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Yearended . ... ... ... . . $177,582 29.2%  $226,638 41.1%

Depreciation and amortization expense from operating fixed assets and internally capitalized product
costs has decreased from $43.3 million for the year ended June 30, 2003, to $41.0 million for the year
ended June 30, 2004. The remainder of our depreciation and amortization costs represents acquisition
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related amortization. The decrease in non-acquisition-related depreciation and amortization is the result of
investments in replacement assets that carry lower costs than the assets they are replacing. The remaining
reduction in depreciation and amortization is the result of lower acquisition-related intangible amortization
from intangible assets that have fully amortized since last year, and the amortization of lower non-goodwill
intangible assets balances resulting from impairment charges in the prior year.

In-Process Research and Development (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Yearended ..... ... ... . . $ 324 0.1% $ — —

We recorded immaterial in-process research and development costs totaling $0.3 million related to our
acquisition of HelioGraph in the quarter ended December 31, 2003. There were no such costs associated
with our acquisition of APS in June 2004.

Impairment of Intangible Assets (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Yearended .. ... $ — — $ 10,228 1.8%

Throughout fiscal 2004, there were no triggering events that caused us to evaluate the recovery of our
intangible asset balances. In April 2004, we performed our annual evaluation of intangible asset
recoverability and our tests provided no indication of possible impairment. Throughout fiscal 2003, there
were no triggering events that caused us to evaluate the recoverability of our intangible asset balances. In
April 2003, we performed our annual evaluation of intangible asset recoverability. Our initial tests
indicated a potential impairment of goodwill in our CheckFree i-Solutions reporting unit. Our follow-up
tests included an SFAS 86 recoverability test of our technology assets, which indicated no issues, and a
SFAS 144 test, which resulted in an impairment of $4.2 million in one of our non-goodwill intangible
assets. The final SFAS 142 test resulted in a further impairment of $6.0 million in our CheckFree
i-Solutions goodwill balance for a total charge of $10.2 million.

Reorganization Charge (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Yearended ..... ... ... . . $ — — $ 1,405 0.2%

Due primarily to our inability to sublease office space that was abandoned as a result of a prior
reorganization, in the quarter ended June 30, 2003; we recorded $1.4 million of additional reorganization
charges to true-up our estimates from the actions we initiated in fiscal 2002.

Equity in Loss of Joint Venture (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Yearended ......... ... .. $  (593) O0.D)% $ — —

In April 2004, we announced a joint venture, OneVu, with Voca in the United Kingdom, designed to
create an integrated electronic billing and payment network for billers and banks in the United Kingdom.
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We provide 100% of OneVu’s necessary working capital requirements during its formative stage. The
equity in net loss of joint venture represents our portion of the loss incurred by the joint venture since
its inception.

Net Interest (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Year ended:
Interest income. ..........co it $ 5,697 $ 7,327
Interest eXpense .. ........couiiiiiii i (5,944) (12,975)
Call premium eXpense . .. .......overernenenneennn... (4,813) —
Unamortized note issuance costs .................... (2,407) —
Netinterest. ....oovviii i $ (7,467) (1.3)% $ (5,648) (1.0)%

Despite an increase in average cash and invested assets on a year-over-year basis, interest income
declined as a result of lower average yields.

Our interest expense decreased significantly on a year-over-year basis. We carried our 6.5%
Convertible Subordinated Notes due 2006 at a balance of $172.5 million throughout the year ending
June 30, 2003, and through the quarter ended September 30, 2003. We redeemed the notes in full on
December 12, 2003. We incurred a cash charge of $4.8 million for a 2.79% call premium to redeem the
notes prior to their scheduled maturity date, and we incurred a non-cash charge of $2.4 million to write off
the remaining unamortized note issuance costs.

Loss on Investments (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Yearended ....... ... . $ — — $ (3,228) (0.6)%

The fair market value of one of our investments in a private imaging company remained below our
book value for an extended period of time. As a result, we judged this to be an other-than-temporary
decline in the market value based on our evaluation of an expected potential recovery of fair value, and,
accordingly, in the quarter ended March 31, 2003, we recorded a charge of $1.0 million to reflect the loss.
The fair market value of our investment in Payment Data Systems, Inc. (formerly Billserv, Inc.),
remained below our book value for an extended period of time. As a result, we judged this to be an
other-than-temporary decline in the market value based on our evaluation of an expected potential
recovery of fair value, and, accordingly, in the quarter ended December 31, 2002, we recorded a charge of
$1.9 million. The fair market value of this investment continued to decline subsequent to December 31, 2002,
and in the quarter ended March 31, 2003, we recorded an additional charge of $0.3 million.

Income Tax Expense (Benefit) (000’s)

June 30,
2004 2003
Effective Effective
$ Rate $ Rate
Yearended ............ . i $ 1,195 10.2%  $(33,106) 40.2%

We turned profitable for the year ended June 30, 2004. However, because our pre-tax income was
relatively low for the year, earned tax credits significantly reduced our effective tax rate.
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Cumulative Effect of Accounting Change (000’s)

June 30,
2004 2003
% %
$ Revenue $ Revenue
Yearended .. .....ooiiii e $ — —  $ (2,894) (0.5)%

On July 1, 2002, we adopted SFAS 142, which changed the accounting for goodwill and other
intangible assets, as goodwill is no longer subject to amortization over its estimated useful life. Rather,
goodwill is subject to at least an annual assessment for impairment by applying a fair-value-based test.

As a result of the transitional impairment test, under SFAS 142, we determined that goodwill
associated with our CheckFree i-Solutions reporting unit was impaired. We recorded an impairment charge
of $2.9 million, net of tax, which is reflected as a cumulative effect of accounting change in our
consolidated statement of operations for the year ended June 30, 2003.

Segment Information

We evaluate the performance of our segments based on revenues and operating income (loss) of the
respective segments. Segment operating income (loss) excludes acquisition-related intangible asset
amortization, in-process research and development, and significant one-time charges. The following table
sets forth revenues, operating income (loss) and certain other financial information by segment, for the
periods noted:

Year Ended June 30,
2005 2004 2003
(In thousands)

Revenues:
Electronic COMmMEICe . .. ..ottt e $ 580,696 $ 452,732 $ 405,373
Investment SErvices . ...........i i 96,064 86,270 81,562
Software . . ... 81,072 67,462 64,711
Total ..o $ 757,832 $ 606,464 $ 551,646
Segment operating income (loss):
Electronic COmMmerce . ..ot $ 207,796 $ 155,724 $ 115,539
Investment Services . ........... i 18,638 19,911 21,062
SOftWare . ..ot 17,748 14,293 18,008
COTPOTAtE . o . ettt e (37,595) (33,256) (33,798)
Purchase accounting amortization:
Electronic Commerce . . .......vuvinin et (130,175)  (132,699)  (175,028)
Investment Services ... ........uvieininenninennn. (604) (819) (2,300)
SOftWATE . . ot (2,667) (3,040) (6,014)
Reorganization charge:
Electronic Commerce . .........ovieineieieinnnnnn.. (3,208) — (307)
Investment Services .............iiiiiiiiii (313) — 68
Software . . ...t (1,876) — (1,183)
COoTPOrate . . . vttt (188) — 17
Write off of capitalized software — Software ................ (1,039) — —
Impairment of intangible assets — Software ................. — — (10,228)
Impact of warrants — Electronic Commerce................. — — 644
In-process research and development — Software ............ — (324) —
Income (loss) from operations .......................... $ 66,517 $ 19,790 $ (73,520)




Years Ended June 30, 2005 and 2004
Electronic Commerce Segment Information:

Electronic Commerce Revenue (000’s)

June 30, Change
2005 2004 $ %

Yearended ............. ... . ... .. $580,696  $452,732  $127,964 28.3%

Revenue growth in Electronic Commerce was primarily the result of an increase in transactions
processed, including those added by our walk-in payments business, an increase in e-bills distributed, and
an increase in revenue from interest-sensitive products, such as ABT, somewhat offset by volume-based
price increases.

We offer two general levels of electronic billing and payment services to our customers — a “Full
Service” offering and a “Payment Services” offering. Customers that use our Full Service offering
generally outsource their electronic billing and payment process to us. A Full Service customer may or
may not use a CheckFree-hosted user interface, but uses a broad array of services, including payment
processing, payment warehousing, claims processing, e-bill, online proof of payment, various levels of
customer care, and other aspects of our service. While a Full Service customer may have its own payment
warehouse, we maintain a customer record and payment history within our payment warehouse to support
the Full Service customer’s servicing needs. Customers in the Full Service category may contract to pay us
either on a per-subscriber basis, a per-transaction basis, or a blend of both. The distinction between Full
Service and Payment Services is based solely on the types of service the customer receives, not on our
pricing methodology. Customers that utilize our Payment Services offering receive a limited subset of our
electronic billing and payment services, primarily remittance processing, and includes our walk-in payment
business. Additionally, within Payment Services, we provide services to billers for electronic bill delivery,
biller direct hosting and payments, as well as other payment services, such as ABT.

A third category of revenue we simply refer to as “Other Electronic Commerce” includes our Health
and Fitness business and other ancillary revenue sources, such as consumer service provider and biller
implementation and consulting services and fees associated with the issuance of stored value cards.

The following tables provide an historical trend of revenues, underlying transaction metrics, and
subscriber metrics, where appropriate, for our Electronic Commerce business over the periods presented:

Fiscal 2005:

Quarter Ended
6/30/05 3/31/05 12/31/04 9/30/04
(In millions)

Full Service

REVENUE .. oottt e $110.1  $106.4  $102.4  $ 99.1

Active subscribers . ... ... 7.8 7.4 6.9 6.4

Transactions processed .. ...........uuiininireninenann... 161.9 153.6 142.9 133.5
Payment Services

Revenue ......... .. . $ 338 $324 $31.3 $305

Transactions processed .. ...........uuiiinireninenann... 83.0 80.8 76.5 72.3
Other Electronic Commerce

Revenue ......... .. . $ 89 $§ 88 $ 84 § 8.6
Totals

Electronic COmMmMErce revenue . .. .......ooeeeeenneennnn... $152.8 $147.6  $142.1 $138.2

Transactions processed . ...........ouuieiiniiinnineon.. 244.9 234.4 219.4 205.8



Fiscal 2004:

Quarter Ended
6/30/04 3/31/04 12/31/03 9/30/03
(In millions)

Full Service

Revenue . ..... ... . i $962 $940 $91.8 $ 855

Active subscribers . ... ... 5.9 5.5 5.0 4.6

Transactions processed .. ...........uuiiiirirnrninenann... 123.9 115.5 106.1 94.3
Payment Services

Revenue ......... .. . $ 140 $ 128 $ 120 $11.9

Transactions processed .. ...........uuiiinirnrninenann... 41.3 36.7 33.1 324
Other Electronic Commerce

Revenue ......... .. . $ 83 $ 84 $ 87 $ 92
Totals

Electronic COMmMErce revenue . . ... .....ooeeeeenneennn... $118.4  $115.2  $112.5  $106.6

Transactions processed . ...........ouuieiiniiinnineenn. 165.2 152.2 139.2 126.7

The primary driver behind the increase in Full Service revenue from $367.5 million for the year ended
June 30, 2004, to $418.0 million for the year ended June 30, 2005, was 35% growth in Full Service
transactions processed from 439.8 million for the year ended June 30, 2004, to 591.9 million for the year
ended June 30, 2005. The impact of transaction growth was partially offset by general volume-based
pricing tier discounts and particularly by a December 2003 revision to our contract with our largest
customer, Bank of America, where subscriber pricing was replaced with transaction-based pricing including
volume discounts commensurate with this customer’s volume. Since June 30, 2004, Full Service revenue
per transaction has declined from $0.78 to $0.68 as of June 30, 2005.

Payment Services revenue has increased substantially, from $50.7 million for the year ended
June 30, 2004, to $128.0 million for the year ended June 30, 2005. In addition to growth in transactions
processed from our existing customer base, the primary driver of the increase in revenue has been our
acquisition of APS on June 22, 2004. This walk-in payments business contributed significant transaction
volume at a per transaction rate substantially higher than our core Payment Services business. The
addition of walk-in payments can be seen clearly in the increase in both revenue and transactions
processed beginning in the quarter ended September 30, 2004, in the historical trends above.

Electronic Commerce Operating Income (000’s)

June 30, Change
2005 2004 $ %

Yearended ........................ $207,796  $155,724 $ 52,072 33.4%

Our ratio of electronic payments to total payments improved from 79% as of June 30, 2004, to 84% as
of June 30, 2005. Electronic payments carry a significantly lower variable cost per unit than paper
payments and are far less likely to result in a costly customer care inquiry or claim. Due to continued
improvement in quality and efficiency and the leverage we have experienced in our fixed cost base, we
have realized a significant reduction in cost per transaction over the past year, which resulted in an
increase in operating income. Despite our new walk-in payment operations providing a relatively low
operating margin, the overall underlying operating margin in our Electronic Commerce business has
increased from 34.4% for the year ended June 30, 2004, to 35.8% for the year ended June 30, 2005.
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Investment Services Segment Information:

Investment Services Revenue (000’s)

June 30, Change
2005 2004 $ %

Yearended ........................ $ 96,064 $ 86,270 $ 9,794 11.4%

Revenue growth in Investment Services was driven primarily by an increase in portfolios managed,
from about 1.6 million as of June 30, 2004, to 1.9 million as of June 30, 2005. We have provided certain
incentives for customers to sign multi-year contracts and are experiencing a mix shift toward lower-priced
services, both of which we expect to result in lower revenue per average portfolio managed. Growth in
portfolios managed is typically tied to the growth in the U.S. stock market. We have experienced renewed
growth in portfolios, and as a result, we are cautiously optimistic about continued near-term portfolio
growth.

Investment Services Operating Income (000’s)

June 30, Change
2005 2004 $ %

Year ended ... oooiiiii $ 18,638 $ 19911 $ (1,273)  (64)%

Our underlying operating margin has declined from 23.1% for the year ended June 30, 2004, to 19.4%
for the year ended June 30, 2005, due primarily to additional spending on the enhanced operating system
project, CheckFree EPL™ (Enhanced Portfolio Lifecycle), and an investment in resources designed to
improve future operational quality standards through Six Sigma quality programs. We expect our future
margin to remain around 20% until completion of CheckFree EPL.

Software Segment Information:

Software Revenue (000’s)

June 30, Change
2005 2004 $ %

Yearended ........................ $ 81,072 $ 67,462 $ 13,610 20.2%

In addition to incremental revenue provided from our acquisitions of HelioGraph in the quarter ended
December 31, 2003, and Accurate in the quarter ended June 30, 2005, we experienced moderate revenue
growth in our core ACH and reconciliation businesses during the year ended June 30, 2005. We believe
this to be the combined result of improved execution within the division and early signs of recovery in the
U.S. economy.

Software Operating Income (000’s)

June 30, Change
2005 2004 $ %

Yearended ............... ... . ..., $ 17,748 $ 14293 § 3,455 24.2%

The increase in year-over-year operating income is due primarily to the acquisitions of HelioGraph
and Accurate, but is partially dampened by a $1.6 million charge due to a loss on a services contract for a
large customer during the year. Until higher margin license revenues begin to increase at a greater pace,
we would expect operating margins to continue in the low 20% range.
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Corporate Segment Information:

Corporate Operating Loss (000’s)

June 30, Change
2005 2004 $ %

Year ended ... oooiiiiii $(37,595) $(33,256) $ (4,339) (13.0)%

Corporate results represent costs for legal, human resources, finance and various other unallocated
overhead expenses. We have been able to leverage our corporate infrastructure by limiting additional costs
primarily to increased regulatory efforts associated with Sarbanes-Oxley Section 404 compliance.

Purchase Accounting Amortization:

Purchase Accounting Amortization (000’s)

June 30, Change
2005 2004 $ %

Yearended ............... ... . .... $133,446  $136,558 $ (3,112) (2.3)%

Purchase accounting amortization represents amortization of intangible assets resulting from our
various acquisitions from 1998 forward. Despite increased intangible amortization expenses in fiscal 2005
related to our APS and Accurate acquisitions, the decrease in year-over-year purchase accounting
amortization is the result of older intangible assets that have fully amortized. We expect a significant
decrease in purchase accounting amortization in fiscal 2006 as intangible assets resulting from our
acquisition of BlueGill Technologies, Inc. from fiscal 2000 were completely amortized in the quarter ended
June 30, 2005, and from our acquisition of TransPoint, as these become completely amortized in the
quarter ended December 31, 2005.

Reorganization Charge:

Reorganization Charge (000’s)

June 30, Change
2005 2004 $ %

Yearended ........................ $ 5585 §$ — $ 5,585 —

Late in the quarter ended June 30, 2005, we terminated the employment of approximately 200
associates, re-scoping many positions with the intent to re-hire quickly, and eliminating some others. As
part of this action, we announced that our electronic billing and payment operations in Waterloo, Ontario,
Canada, will move to Norcross, Georgia, and we expect to close the Canadian facility in October 2005.
We do not expect to incur any additional significant charges in the future related to this action. These
actions resulted in a charge of $5.6 million.

Write off of Capitalized Software:

Write off of Capitalized Software (000’s)

June 30, Change
2005 2004 $ %

Yearended ........... ... ... .. .... $ 1,039 $ — $ 1,039 —

As a result of our acquisition of Accurate in the quarter ended June 30, 2005, we recorded a charge
of $1.0 million to write down the value of previously capitalized software due to redundancy between
existing company products and those acquired.
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In-Process Research & Development:

In-Process Research & Development: (000’s)

June 30, Change
2005 2004 $ %

Yearended ........................ $ — $ 324 $ (324) —

We recorded immaterial in-process research and development costs totaling $0.3 million related to our
acquisition of HelioGraph in the quarter ended December 31, 2003. There were no such costs associated
with our acquisitions of either APS or Accurate.

Years Ended June 30, 2004 and 2003

Electronic Commerce Segment Information:

Electronic Commerce Revenue (000’s)
June 30, Change
2004 2003 $ %

Yearended ......... ... ... ... ... ... $452,732  $405,373 $ 47,359 11.7%

Revenue growth in Electronic Commerce was primarily the result of an increase in transactions
processed, the addition of two large bank customers, an increase in e-bills distributed, and tiered
TransPoint related revenue minimums, offset by contractual volume-based price discounts, four bank
customers transferring transaction volume to in-house systems, and dampened demand for our ABT
product offering.

We offer two general levels of electronic billing and payment services to our customers — a “Full
Service” offering and a “Payment Services” offering. Customers that use our Full Service offering
generally outsource their electronic billing and payment process to us. A Full Service customer may or
may not use a CheckFree-hosted user interface, but uses a broad array of services, including payment
processing, payment warehouse, claims processing, e-bill, online proof of payment, various levels of
customer care, and other aspects of our service. While a Full Service customer may have its own payment
warehouse, we maintain a customer record and payment history within our payment warehouse to support
the Full Service customer’s servicing needs. Customers in the Full Service category may contract to pay us
either on a per-subscriber basis, a per-transaction basis, or a blend of both. The distinction between Full
Service and Payment Services is based solely on the types of service the customer receives, not on our
pricing methodology. Customers that utilize our Payment Services offering receive a limited subset of our
electronic billing and payment services, primarily remittance processing. Additionally, within Payment
Services, we provide services to billers for electronic bill delivery, biller direct hosting and payments, as
well as other payment services, such as ABT. A third category of revenue we simply refer to as “Other
Electronic Commerce” includes our Health and Fitness business and other ancillary revenue sources, such
as consumer service provider and biller implementation and consulting services.
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The following tables provide a historical trend of revenue, underlying transaction metrics and

subscriber metrics, where appropriate, for our Electronic Commerce business over fiscal 2004 and fiscal

2003:

Fiscal 2004:

Full Service
Revenue ....... .. ..
Active subsCribers .. ...
Transactions processed ... .........viiiieinennernennn.n.
Payment Services
Revenue . ... .. ..
Transactions processed ... .........vuiiieinerernennn.n.
Other Electronic Commerce
Revenue . ... .. ..
Totals
Electronic Commerce revenue .. .........oevennenenennnn .
Transactions processed . ...........ouuuieiieineineinaenn...

Fiscal 2003:

Full Service
Revenue ... ...
Active subscribers . ... ...
Transactions processed .. ...........couiininiriininanann...
Payment Services
Revenue . ... .o e
Transactions processed .. ...........couiininiriininanann...
Other Electronic Commerce
Revenue . ... .o e
Non-cash revenue impact of warrants.......................
Totals
Electronic Commerce revenue . .. .......ouvvenennnnennn...
Transactions processed .. ...........uuiiinirinianann...

Quarter Ended

6/30/04 3/31/04 12/31/03 9/30/03
(In millions)
$96.2 $ 940 $ 91.8 $ 85.5
5.9 5.5 5.0 4.6
123.9 115.5 106.1 94.3
$ 140 $ 128 $ 12.0 $11.9
41.3 36.7 33.1 32.4
$ 83 § 84 $ 8.7 $ 9.2
$1184  $115.2 $112.5 $106.6
165.2 152.2 139.2 126.7
Quarter Ended
6/30/03 3/31/03 12/31/02 9/30/02
(In millions)
$ 826 §$ 815 $ 75.1 $ 716
4.2 3.9 3.5 3.2
87.5 80.3 74.9 67.2
$ 123 $ 128 $ 13.9 $ 14.7
32.7 31.6 30.1 29.5
$ 1.1 $ 103 $ 9.2 $ 9.7
$ — $ — §$§ — $ 06
$106.0 $104.6 $ 98.2 $ 96.6
120.2 111.9 105.0 96.7

The primary drivers of the increase in Full Service revenue from fiscal 2003 to fiscal 2004, were growth
in Full Service transactions processed of 42%, from 309.8 million for the year ended June 30, 2003, to
439.7 million for the year ended June 30, 2004, a $9.0 million increase in TransPoint revenue minimums
on a year-over-year basis, and the addition of two large bank customers since June 30, 2003. Growth from
the aforementioned sources has been offset by several factors. Since the quarter ended September 30,

2002, two large customers moved Full Service transaction volume to in-house systems. Both banks

completed their moves by the quarter ended September 30, 2003. The combination of these moves, price
tier discounts earned by our largest customer, Bank of America, during the preceding twelve months,
additional discounts resulting from our previously mentioned contract amendment with Bank of America in
the quarter ended December 31, 2003, and general tiered pricing declines across our customer
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base related to increasing transaction volumes, resulted in Full Service revenue per transaction declines
from $1.00 for the year ended June 30, 2003, to $0.84 for the year ended June 30, 2004.

In the Payment Services area, the primary driver of the revenue decline on a year-over-year basis has
been the movement of transactions to in-house solutions by two large bank customers since the quarter
ended September 30, 2002. The first bank completed its move by December 31, 2002, and the second by
the quarter ended December 31, 2003. Growth in the remaining Payment Services businesses surpassed
lost volume from these banks as quarterly revenue returned to prior year levels.

The decline in Other Electronic Commerce revenue was due to the loss of a large Health and Fitness
customer and less implementation revenue. Additionally, we recorded a non-cash addition to revenue of
$0.6 million in the quarter ended September 30, 2002 related to a true-up of a previously recorded charge
for warrants issued to a third party.

Electronic Commerce Operating Income (000’s)

June 30, Change
2004 2003 $ %

Yearended ........................ $155,724  $115,539 $ 40,185 34.8%

Our ratio of electronic payments to total payments improved from 75% as of June 30, 2003, to 79% as
of June 30, 2004. Electronic payments carry a significantly lower variable cost per unit than paper
payments and are far less likely to result in a costly customer care inquiry or claim. Due to our continued
efforts toward the improvement of quality and efficiency and the leverage we experienced in our fixed cost
base, we realized a reduction in our cost per transaction, which resulted in an increase in operating
income.

Investment Services Segment Information:

Investment Services Revenue (000’s)

June 30, Change
2004 2003 $ %

Yearended ........................ $ 86,270 $ 81,562 $ 4,708 5.8%

Revenue derived from the volume of portfolios managed began to improve, after several quarters of
relatively flat results. The total number of accounts managed increased from 1.2 million at June 30, 2002
to about 1.6 million at June 30, 2004. As the stock market improved, we saw growth in the number of
portfolios managed. We provided certain incentives for customers to sign multi-year contracts and
experienced a business mix shift toward lower priced services.

Investment Services Operating Income (000’s)

June 30, Change
2004 2003 $ %

Year ended ... oooiiiiii $ 19911 $ 21,062 $ (1,151)  (5.5)%

The reduction in operating income was due primarily to added investment in research and
development programs to further improve our product offering in the market and efforts to improve our
operational quality standards.

Software Segment Information:

Software Revenue (000’s)

June 30, Change
2004 2003 $ %

Yearended ............ ... ... ... ... $ 67462 $ 64,711 § 2,751 4.3%
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With the acquisition of HelioGraph in November 2003, our efforts in Europe with an enterprise
reconciliation solution, and new ACH software (marketed as PEP+ reACH™) designed to take advantage
of recent check conversion rules and regulations, we experienced an increase in software revenue since the
year ended June 30, 2003. However, despite solid sales pipelines and an apparent improvement in
economic conditions, customers continued to require an extended evaluation period prior to committing to
discretionary software purchases.

Software Operating Income (000’s)

June 30, Change
2004 2003 $ %

Yearended ................ $ 14293 § 18,008 §$ (3,715) (20.6)%

The decrease in operating income on a year-over-year basis was due primarily to increased costs
associated with the HelioGraph acquisition in November 2003. Additionally, we incurred approximately
$0.5 million of accrued costs associated with a closed facility we were unable to sublease in the Ann
Arbor, Michigan area.

Corporate Segment Information:

Corporate Operating Loss (000’s)

June 30, Change
2004 2003 $ %

Yearended ................ $ (33,256) $ (33,798) $ 542 1.6%

Corporate results represent costs for legal, human resources, finance and various other unallocated
overhead expenses. We continued to leverage our infrastructure costs in the face of increasing revenues.

Purchase Accounting Amortization:

Purchase Accounting Amortization (000’s)

June 30, Change
2004 2003 $ %

Yearended . .......ii.... $ 136558 $ 183342 § (46,784) (25.5)%

Purchase accounting amortization represents amortization of intangible assets resulting from our
various acquisitions from 1998 forward. The decrease in expense on a year-over-year basis was the result of
intangible assets that had fully amortized since June 30, 2003, and the amortization of lower intangible
asset balances resulting from impairment charges in the year ended June 30, 2003.

Impairment of Intangible Assets:

Impairment of Intangible Assets (000’s)

June 30, Change
2004 2003 $ %