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PART I � FINANCIAL INFORMATION

ITEM 1.     Consolidated Financial Statements

DIGITAL INSIGHT CORPORATION
CONSOLIDATED BALANCE SHEETS

(Unaudited, in thousands, except share information)

September 30,
2002

December 31,
2001

ASSETS
Current assets:

Cash and cash equivalents $ 24,423 $ 15,334
Short-term investments 39,543 38,300
Accounts receivable, net of allowance for doubtful accounts of $1,304 and $518 at September
30, 2002 and December 31, 2001, respectively 19,851 19,133
Accumulated implementation costs 4,621 4,973
Other current assets 2,490 2,893

Total current assets 90,928 80,633
Property and equipment, net of accumulated depreciation of $32,544 and $24,093 at September 30, 2002
and December 31, 2001, respectively 31,725 37,784
Goodwill, net of accumulated amortization of  $38,910 at September 30, 2002 and December 31, 2001 101,690 80,174
Intangible assets, net of accumulated amortization of $15,786 and $12,932 at September 30, 2002 and
December 31, 2001, respectively 20,664 18,208
Accumulated implementation costs 5,136 5,941
Long-term investments 3,235 13,334
Other assets 672 554

Total assets $ 254,050 $ 236,628

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:

Accounts payable $ 5,898 $ 3,142
Accrued compensation and related benefits 3,307 3,465
Customer deposits and deferred revenue 8,908 7,434
Other accrued liabilities 7,406 7,465
Current portion of capital lease obligations 554 1,202
Current portion of long-term debt 5,404 3,529

Total current liabilities 31,477 26,237
Capital lease obligations 65 411
Long-term debt 3,235 5,882
Customer deposits and deferred revenue 5,852 7,207

Total liabilities 40,629 39,737

Stockholders� equity:
Common stock, $.001 par value; 100,000,000 shares authorized; 32,329,812 and 29,638,479
shares issued and outstanding at September 30, 2002 and December 31, 2001, respectively 32 30
Additional paid-in capital 385,839 337,461
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Stockholders� notes receivable �  (124)
Deferred stock-based compensation (62) (1,409)
Accumulated deficit (172,388) (139,067)

Total stockholders� equity 213,421 196,891

Total liabilities and stockholders� equity $ 254,050 $ 236,628

The accompanying notes are an integral part of these consolidated financial statements.
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DIGITAL INSIGHT CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited, in thousands, except per share data)

Three months ended
September 30,

Nine months ended
September 30,

2002 2001 2002 2001

Revenues $ 33,853 $ 24,524 $ 96,055 $ 67,626
Cost of revenues (including amortization of deferred stock-based
compensation of $22 and $187 for the three months ended
September 30, 2002 and 2001, respectively, and $430 and $577
for the nine months ended September 30, 2002 and 2001,
respectively) 17,510 13,827 50,783 40,682

Gross profit 16,343 10,697 45,272 26,944

Operating expenses:
Sales, general and administrative (including amortization
of deferred stock-based compensation of $100 and $278
for the three months ended September 30, 2002 and 2001,
respectively, and $785 and $901 for the nine months
ended September 30, 2002 and 2001, respectively) 7,998 7,232 25,830 23,441
Research and development (including amortization of
deferred stock-based compensation of $12 and $59 for the
three months ended September 30, 2002 and 2001,
respectively, and $132 and $2,870 for the nine months
ended September 30, 2002 and 2001, respectively) 5,057 4,958 14,559 18,888
Amortization of goodwill and intangible assets 1,455 8,800 4,352 26,325
Restructuring, asset impairment, and other charges
(including amortization of deferred stock-based
compensation of $940 for the nine months ended
September 30, 2001) 351 �  5,330 3,276

Total operating expenses 14,861 20,990 50,071 71,930

Income (loss) from operations 1,482 (10,293) (4,799) (44,986)
Interest and other income, net 170 355 514 1,739

Net income (loss) before cumulative effect of change in
accounting principle 1,652 (9,938) (4,285) (43,247)
Cumulative effect of change in accounting principle �  �  (29,036) �  

Net income (loss) $ 1,652 $ (9,938) $ (33,321) $ (43,247)

Basic net income (loss) per share before cumulative effect of
change in accounting principle $ 0.05 $ (0.34) $ (0.14) $ (1.48)
Per share cumulative effect of change in accounting principle �  �  (0.91) �  

Basic net income (loss) per share $ 0.05 $ (0.34) $ (1.05) $ (1.48)
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Weighted average shares used in computing basic net income
(loss) per share 32,214 29,429 31,844 29,211

Diluted net income (loss) per share before cumulative effect of
change in accounting principle $ 0.05 $ (0.34) $ (0.14) $ (1.48)
Per share cumulative effect of change in accounting principle �  �  (0.91) �  

Diluted net income (loss) per share $ 0.05 $ (0.34) $ (1.05) $ (1.48)

Weighted average shares used in computing diluted net income
(loss) per share 33,089 29,429 31,844 29,211

The accompanying notes are an integral part of these consolidated financial statements.
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DIGITAL INSIGHT CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited, in thousands)

Nine months ended September 30,

2002 2001

Cash flows from operating activities:
Net loss $ (33,321) $ (43,247)
Adjustments to reconcile net loss to net cash from operating activities, net of the effect of acquisition:

Cumulative effect of change in accounting principle 29,036 �  
Restructuring, asset impairment, and other charges 5,330 �  
Depreciation and amortization of property and equipment 9,361 8,018
Amortization of goodwill and intangible assets 4,352 26,325
Amortization of deferred stock-based compensation 1,347 5,288
Interest income on stockholders� notes receivable (6) (6)

Changes in operating assets and liabilities:
Accounts receivable 435 (4,219)

Accumulated implementation costs 1,518 (1,796)
Other current assets 537 941
Other assets (118) 378
Accounts payable 1,142 (1,688)
Accrued compensation and related benefits (4,471) 562
Customer deposits and deferred revenue (1,938) (3,944)
Other accruals (3,831) 2,270

Net cash provided by (used in) operating
activities 9,373 (11,118)

Cash flows from investing activities:
Acquisition of Virtual Financial Services, Inc. (4,518) �  
Purchase of investments (30,092) (43,456)
Proceeds from maturity of investments 38,948 10,000
Acquisition of property and equipment (5,660) (10,135)

Net cash used in investing activities (1,322) (43,591)

Cash flows from financing activities:
Principal payments on debt (9,516) (7,784)
Proceeds from debt 4,000 10,300
Net proceeds from issuance of common stock 6,424 2,186
Proceeds from repayment of stockholders� notes receivable 130 �  

Net cash provided by financing activities 1,038 4,702

Net increase (decrease) in cash and cash equivalents 9,089 (50,007)
Cash and cash equivalents at beginning of the period 15,334 71,523

Cash and cash equivalents at end of the period $ 24,423 $ 21,516
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Supplementary disclosures of cash flow information:
Cash paid during the period for interest $ 456 $ 95

Effect of acquisition:
Accounts receivable 1,153 �  
Other assets 985 �  
Goodwill and intangibles 57,352 �  
Accounts payable, accrued compensation and benefits and other accruals (4,815) �  
Customer deposits and deferred revenue (2,057) �  
Other accruals (2,394) �  
Current portion of long-term debt (3,750) �  
Common stock issued in acquisition (41,956) �  

The accompanying notes are an integral part of these consolidated financial statements.
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DIGITAL INSIGHT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. The Company and Summary of its Significant Accounting Policies
          The Company

          Digital Insight Corporation (the �Company�), which incorporated in March 1997 in Delaware, provides Internet banking services to credit
unions, banks and savings and loans.  Its Internet banking services include Internet banking and bill payment services for individual customers,
business banking for commercial customers, a target marketing program to increase financial services to end users, and customized web site
design and implementation and other related services.  In addition, the Company, through its acquisition of Anytime Access, Inc. (�ATA�), is a
provider of services that allow credit unions and banks to outsource their consumer loan origination and processing functions.  Substantially all
of the Company�s revenues are derived from these services. 

          On January 28, 2002, the Company completed the acquisition of Virtual Financial Services, Inc. (�ViFi�), pursuant to an Agreement and
Plan of Merger, dated as of January 3, 2002.  This acquisition was accounted for under the purchase method of accounting and the results of
operations of ViFi have been included in the Company�s financial results since the date of acquisition.

          The accompanying consolidated financial statements for the three months and nine months ended September 30, 2002 and 2001 have been
prepared in accordance with generally accepted accounting principles (�GAAP�) and with the instructions to Form 10-Q and Article 10 of
Regulation S-X.  Certain information and footnote disclosures normally included in financial statements in accordance with GAAP have been
omitted or condensed in accordance with quarterly reporting requirements of the Securities and Exchange Commission (the �SEC�).  Independent
accountants have not audited these consolidated financial statements. The consolidated financial statements, however, include all adjustments
(consisting of normal recurring adjustments), which are, in the opinion of management, necessary for a fair statement of the consolidated
financial condition, results of operations and cash flows for such periods.  However, these results are not necessarily indicative of results for any
other interim period or for the full year.  The accompanying consolidated balance sheet as of December 31, 2001 has been derived from the
audited consolidated financial statements, but does not include all disclosures required by GAAP.

          Management believes that the disclosures included in the accompanying interim consolidated financial statements and footnotes are
adequate to make the information not misleading, but should be read in conjunction with the consolidated financial statements and notes thereto
included in the Company�s annual report on Form 10-K for the year ended December 31, 2001.

          Long-lived assets (excluding goodwill)

          The Company assesses potential impairments to its long-lived assets, excluding goodwill, periodically in accordance with the provisions
of Statement of Financial Accounting Standards (�SFAS�) No. 121, �Accounting for the Impairment of Long-lived Assets and for Long-lived
Assets to be Disposed Of� as amended by SFAS No. 144, �Accounting for the Impairment or Disposal of Long-lived Assets.�  An impairment
review is performed whenever events or changes in circumstances indicate that the carrying value may not be recoverable.  Factors considered
by the Company include, but are not limited to: significant underperformance relative to expected historical or projected future operating results;
significant changes in the manner of use of the acquired assets or the strategy for the Company�s overall business; significant negative industry or
economic trends; a significant decline in the Company�s stock price for a sustained period of time; and the Company�s market capitalization
relative to net book value.  When the Company determines that the carrying value of a long-lived asset (excluding goodwill) may not be
recoverable based upon the existence of one or more of the above indicators of impairment, the Company estimates the future undiscounted cash
flows expected to result from the use of the asset and its eventual disposition.  If the sum of the expected future undiscounted cash flows is less
than the carrying amount of the asset, the Company recognizes an impairment loss.  The impairment loss is measured as the amount by which
the carrying amount of the asset exceeds the fair value of the asset, determined either based on the market value if available, or discounted cash
flows, if not. 

4
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          New accounting standards

          As of January 1, 2002, the Company adopted SFAS No. 141, �Business Combinations� and SFAS No. 142, �Goodwill and Other Intangible
Assets.�  SFAS No. 141 established new standards for accounting and reporting requirements for business combinations initiated after June 30,
2001 and prohibits the use of the pooling-of-interest method for combinations initiated after June 30, 2001.  SFAS No. 142 changed the
accounting for goodwill from an amortization method to an impairment only approach.  Under SFAS No. 142, goodwill will be tested at the
reporting unit level annually and whenever events or circumstances occur indicating that goodwill might be impaired.  Amortization of goodwill,
including goodwill from past business combinations, will cease.  As discussed further in Note 2, the Company recorded an impairment charge of
approximately $29.0 million as a cumulative effect of change in accounting principle from the adoption of SFAS No. 142 in the first quarter of
2002. 

          In August 2001, the FASB issued SFAS No. 143, �Accounting for Obligations Associated with the Retirement of Long-lived Assets,� which
establishes accounting standards for the recognition and measurement of an asset retirement obligation and its associated asset retirement cost. 
It also provides accounting guidance for legal obligations associated with the retirement of tangible long-lived assets.  SFAS No. 143 is effective
for fiscal years beginning after June 15, 2002, with early adoption permitted.  The Company expects to adopt SFAS No. 143 effective January 1,
2003 and does not expect that the adoption of this new standard will have a significant impact on its results of operations or financial position.

          In October 2001, the FASB issued SFAS No. 144, �Accounting for the Impairment or Disposal of Long-lived Assets,� which addresses
financial accounting and reporting for the impairment of long-lived assets and for long-lived assets to be disposed of.  This Statement supersedes
SFAS No. 121, �Accounting for the Impairment of Long-lived Assets and for Long-lived Assets to Be Disposed Of.�  This Statement also
supersedes the accounting and reporting provisions of APB Opinion No. 30, �Reporting the Results of Operations � Reporting the Effects of
Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions, for Segments of a
Business to Be Disposed Of.�  This Statement also amends ARB No. 51, �Consolidated Financial Statements,� to eliminate the exception to
consolidation for a temporarily controlled subsidiary.  The Company adopted SFAS No. 144 on January 1, 2002 and the adoption of this new
standard did not have a significant impact on its results of operations or financial position. 

          In June 2002, the FASB issued SFAS No. 146, �Accounting for Costs Associated with Exit or Disposal Activities.�  SFAS No. 146
supersedes the existing guidance related to accounting and reporting of costs associated with exit or disposal activities and nullifies Emerging
Issues Task Force Issue No. 94-3, �Liability Recognition For Certain Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring).�  Under SFAS No. 146, a liability for a cost associated with an exit or a disposal activity
will be recognized and measured initially at its fair value in the period in which the liability is incurred.  The provisions of SFAS No. 146 will be
effective for exit or disposal activities initiated after December 31, 2002 with earlier adoption encouraged.  The Company anticipates adopting
this standard on future exit or disposal activities and there would be no impact on the Company�s restructuring plans already initiated.    

          Reclassifications

          Certain reclassifications have been made to the consolidated financial statements as of December 31, 2001 and for the three months and
nine months ended September 30, 2001 in order to conform to the 2002 presentation.

2. Goodwill, Intangible Assets, and Change in Accounting Principle
          The change in the balance of goodwill during the nine months ended September 30, 2002 is set forth below: 

1View ATA ViFi Total

Balance, December 31, 2001 (in thousands) $ 33,783 $ 85,301 $ �  $ 119,084
Accumulated amortization, December 31, 2001 (14,742) (24,168) �  (38,910)

Net balance, December 31, 2001 19,041 61,133 �  80,174
Add: Goodwill related to purchase of ViFi (see Note
6) �  �  50,552 50,552
Less: Cumulative effect of change in accounting
principle �  (29,036) �  (29,036)
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Balance, September 30, 2002 $ 19,041 $ 32,097 $ 50,552 $ 101,690
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          Upon the adoption of SFAS No. 142, the Company evaluated the goodwill related to its prior acquisitions, 1View Network Corporation
(�1View�) and ATA, using the fair value approach prescribed by SFAS No. 142.  The Company determined that there was no impairment related
to the 1View goodwill based on the enterprise level analysis performed.  1View is included at the enterprise level in the �Internet banking�
reporting unit as there are no separately identifiable cash flows.

          Based on the analysis of the ATA goodwill at the �lending� reporting unit, the Company determined that an impairment write-down was
necessary.  The amount of the impairment was estimated based on a valuation process that combined estimating the present value of the future
cash flows of ATA with obtaining the market value to revenue multiples of comparable publicly traded companies and applying these multiples
to the projected and historical revenue of ATA.  This valuation process yielded a goodwill carrying value of $32.1 million which required the
impairment write-down of $29.0 million.  This amount has been recorded in the consolidated statement of operations for the nine months ended
September 30, 2002 as a cumulative effect of change in accounting principle. 

          As of December 31, 2001 and September 30, 2002, all other intangible assets were subject to amortization.  A summary of the other
intangible assets as of December 31, 2001 and September 30, 2002 is set forth below: 

Gross Balance
Accumulated
Amortization Carrying Amount

December 31, 2001 (in thousands):
Assembled workforce $ 1,490 $ (1,407) $ 83
Customer relationships 20,230 (5,374) 14,856
Acquired technology 9,040 (5,920) 3,120
Covenant not-to-compete 380 (231) 149

Total $ 31,140 $ (12,932) $ 18,208

Gross Balance
Accumulated
Amortization Carrying Amount

September 30, 2002 (in thousands):
Customer relationships $ 27,030 $ (8,973) $ 18,057
Acquired technology 9,040 (6,460) 2,580
Covenant not-to-compete 380 (353) 27

Total $ 36,450 $ (15,786) $ 20,664

          During the nine months ended September 30, 2002, $6.8 million was added to the intangible asset balance as part of the purchase of ViFi
attributable to customer relationships; amortization expense incurred related to all intangible assets was $1.5 million and $4.4 million for the
three months and nine months ended September 30, 2002, respectively.   Estimated intangible asset amortization expense remaining for the year
ending December 31, 2002 and for the next four years ending December 31 is as follows (amounts in thousands):

2002 $ 1,432
2003 5,646
2004 5,646
2005 5,330
2006 1,373

6
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          The following tables adjust net income (loss) and net income (loss) per share for the impact of the implementation of SFAS No. 142 as
follows: 

Three months ended September 30,

2002 2001

(In thousands)
Net income (loss) $ 1,652 $ (9,938)
Add back: goodwill amortization �  6,377

Adjusted net income (loss) $ 1,652 $ (3,561)

Basic and diluted net income (loss) per share $ 0.05 $ (0.34)
Add back: goodwill amortization �  0.22

Adjusted basic and diluted net income (loss) per share $ 0.05 $ (0.12)

Shares used in computing basic per share amounts 32,214 29,429

Shares used in computing diluted per share amounts 33,089 29,429

Nine months ended September 30,

2002 2001

(In thousands)
Net loss before cumulative effect of change in accounting principle $ (4,285) $ (43,247)
Add back: goodwill amortization �  19,131

Adjusted net loss before cumulative effect of change in accounting principle (4,285) (24,116)
Cumulative effect of change in accounting principle (29,036) �  

Adjusted net loss $ (33,321) $ (24,116)

Basic and diluted net loss per share before cumulative effect of change in accounting principle $ (0.14) $ (1.48)
Add back: goodwill amortization �  0.65
Cumulative effect of change in accounting principle (0.91) �  

Adjusted basic and diluted net loss per share $ (1.05) $ (0.83)

Shares used in computing basic and diluted per share amounts 31,844 29,211

3. Revolving Line of Credit and Equipment Leasing Line of Credit
          In October 2002, the Company entered into a revised agreement for a $20 million revolving credit commitment with a bank (the �Revolver�)
that expires on October 25, 2003.  Interest on outstanding borrowings is payable monthly. The interest rate on the Revolver is equal to either (i)
the bank�s prime rate; (ii) LIBOR plus 2.0% when aggregate borrowings on the Revolver are less than or equal to $10 million; or (iii) LIBOR
plus 2.25% when aggregate borrowings on the Revolver are more than $10 million.  The Company may draw down against the Revolver by
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electing the bank�s prime rate or LIBOR borrowings for 1-month, 2-month, 3-month, or 6-month LIBOR terms.  As of September 30, 2002, the
Company had no borrowings drawn.

          The Revolver replaces two previous facilities which comprised a $10 million secured revolving credit commitment and a $10 million
equipment leasing line of credit evidenced by a multiple disbursement note from a bank (the �Note�).  The Note was collateralized by the
participating equipment and a $10 million certificate of deposit and interest was accrued at either (i) the bank�s prime rate less 1% or (ii) 1.5%
above the rate stated on the certificate of deposit pledged as collateral for the Note.  Under the terms of the Note, interest and principal was to be
paid in 34 monthly installments, commencing November 30, 2001.  As of September 30, 2002, the Company had $6.8 million in borrowings
outstanding under the Note, $3.2 million of which was classified as long-term debt.  As a

7

Edgar Filing: DIGITAL INSIGHT CORP - Form 10-Q

Table of Contents 14



Table of Contents

result of the classification of the Note, $3.2 million of the certificate of deposit was classified as a long-term investment and the remaining
portion was included in short-term investments. 

                    On October 29, 2002, the Company borrowed $6.8 million on the Revolver and used the proceeds to repay the Note. 

4. Restructuring, Asset Impairment, and Other Charges
          In February 2001, the Company strategically restructured its business to reduce operating expenses.  The process included a review of
potentially redundant functions and facilities.  The majority of these redundancies resulted from the three acquisitions completed in 2000.  As a
result of this process, 58 employee positions were eliminated and the Company�s facility in San Francisco, California was closed.  During the
nine months ended September 30, 2001, the Company recorded a restructuring charge of approximately $1,629,000 for severance payments and
related benefits for employees whose positions were eliminated, approximately $940,000 in deferred stock-based compensation expense for the
acceleration of stock options and approximately $707,000 for exit costs as a result of the closure of the San Francisco facility and related lease
termination.

          In March 2002, the Company initiated restructuring activities to optimize its cost structure.  These plans included restructuring its
operations by geographically consolidating certain business functions including customer service, web services, and software development.  As a
result of this restructuring process, the Company has reduced space utilized at three facilities.  Of the 75 employees the Company expected to
terminate through these restructuring activities, 51 employees have been terminated and 18 employees have been relocated or reassigned as of
September 30, 2002.  For the nine months ended September 30, 2002, the Company recorded a charge of $850,000 related to estimated
severance payments and $1,230,000 related to the facilities closures.  A summary of the restructuring accrual is as follows:

Employee
Related

Exit
Costs

Deferred
Stock�based

Compensation Total

Restructuring accrual (in thousands)
Restructuring accrual in 2001 $ 1,629 $ 707 $ 940 $ 3,276
Restructuring accrual in 2002 850 1,230 �  2,080
Cash payments (2,099) (1,063) �  (3,162)
Non-cash disposals (53) �  (940) (993)

Restructuring accrual, September 30,
2002 $ 327 $ 874 $ �  $ 1,201

          During the nine months ended September 30, 2002, the Company recorded an asset impairment charge of $2.9 million to reduce the
carrying value of long-lived assets consisting primarily of purchased computer software and equipment that were abandoned or removed from
operations during the first quarter of 2002.  The impaired assets were written-down to their estimated fair value less costs to sell. 

          During the quarter ended September 30, 2002, the Company recorded a charge of $351,000 to write-off the legal, accounting, and printing
costs incurred to prepare for a secondary offering of common stock planned for the quarter ended June 30, 2002 that was subsequently
cancelled.  

5. Reportable Segments and Major Customers
          The Company manages its business through two reportable segments: the Internet banking division and the lending division.  Management
does not allocate deferred stock-based compensation to the reportable segments when evaluating the performance of the Internet banking and
lending divisions.  As a result, deferred stock-based compensation is included with unallocated expenses in the tables that follow.  The results of
operations for these reportable segments were as follows for the three months and nine months ended September 30, 2002 and 2001:

8
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Internet
banking
division

Lending
division

Unallocated
expenses (1) Total

(In thousands)
Three months ended September 30, 2002:

Revenues $ 29,803 $ 4,050 $ �  $ 33,853
Gross profit $ 14,819 $ 1,546 $ (22) $ 16,343
Income (loss) from operations $ 3,124 $ 298 $ (1,940) $ 1,482
Total assets at September 30, 2002 $ 200,604 $ 53,446 $ �  $ 254,050

Internet
banking
division

Lending
division

Unallocated
expenses (2) Total

(In thousands)
Three months ended September 30, 2001:

Revenues $ 20,427 $ 4,097 $ �  $ 24,524
Gross profit $ 9,300 $ 1,584 $ (187) $ 10,697
Income (loss) from operations $ (1,134) $ 165 $ (9,324) $ (10,293)
Total assets at September 30, 2001 $ 149,835 $ 95,363 $ �  $ 245,198

:
Internet
banking
division

Lending
division

Unallocated
expenses (3) Total

(In thousands)
Nine months ended September 30, 2002

Revenues $ 84,355 $ 11,700 $ �  $ 96,055
Gross profit $ 41,415 $ 4,287 $ (430) $ 45,272
Income (loss) from operations $ 5,591 $ 639 $ (11,029) $ (4,799)
Total assets at September 30, 2002 $ 200,604 $ 53,446 $ �  $ 254,050

Internet
banking
division

Lending
division

Unallocated
expenses (4) Total

(In thousands)
Nine months ended September 30, 2001:

Revenues $ 56,137 $ 11,489 $ �  $ 67,626
Gross profit $ 24,074 $ 3,447 $ (577) $ 26,944
Loss from operations $ (10,175) $ (862) $ (33,949) $ (44,986)
Total assets at September 30, 2001 $ 149,835 $ 95,363 $ �  $ 245,198

(1) Gross profit includes $22,000 of deferred stock-based compensation.  Income (loss) from operations includes $134,000 of
deferred stock-based compensation, $1,455,000 of intangible asset amortization, and $351,000 of other charges.

(2) Gross profit includes $187,000 of deferred stock-based compensation.  Loss from operations includes $524,000 of deferred
stock-based compensation and $8,800,000 of goodwill and intangible asset amortization.

(3) Gross profit includes $430,000 of deferred stock-based compensation. Income (loss) from operations includes $1,347,000 of
deferred stock-based compensation, $4,352,000 of intangible asset amortization, and $5,330,000 of restructuring, asset
impairment, and other charges.

(4) Gross profit includes $577,000 of deferred stock-based compensation.  Loss from operations includes $4,348,000 of deferred
stock-based compensation, $26,325,000 of goodwill and intangible asset amortization, and $3,276,000 of restructuring charges.

          For the three months and nine months ended September 30, 2002 and 2001 no customer comprised more than 10% of revenues.
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6. Acquisition of ViFi
          On January 28, 2002, the Company completed the acquisition of ViFi pursuant to an Agreement and Plan of Merger, dated as of January
3, 2002.  ViFi was a privately-owned company based in Indianapolis, Indiana that provided retail and commercial Internet banking, electronic
bill payment, cash management services, credit and debit card processing, online brokerage, document management, web site design, target
marketing and aggregation services via PC-based or wireless access.  As a result of the merger, all the outstanding shares of ViFi were converted
into an aggregate of $3,750,000 in cash, $3,750,000 in promissory notes, and 1,901,907 shares of the Company�s common stock with an
estimated fair value of approximately $41.1 million.  The fair value of the common stock issued was based on the average trading price of the
Company�s common stock for four days before, four days after, and including the public announcement date.  In addition, the Company assumed
options to purchase an aggregate of 111,978 shares of its common stock with an estimated fair value of $876,000 determined using the
Black-Scholes option pricing model.  All assumed options were fully vested and, as such, no allocation to deferred stock-based compensation
was required.  The Company did not acquire certain of the ViFi fixed assets and the credit card processing product line which remained with the
selling shareholder of ViFi. 

          The acquisition has been accounted for using the purchase method of accounting. The purchase price was allocated to the estimated fair
value of the assets acquired and liabilities assumed. The estimated fair value of the tangible assets acquired and liabilities assumed approximated
the historical cost basis and the purchase price allocation provided a goodwill balance of $50.6 million and identifiable intangible assets
comprised of customer relationships of $6.8 million.  In accordance with SFAS No. 142, goodwill will not be amortized but rather will be
periodically evaluated for impairment on at least an annual basis. The customer relationships identifiable intangible asset will be amortized on a
straight-line basis over an estimated useful life of six years.

          In accordance with the purchase method of accounting, the results of ViFi have been included since the acquisition date, January 28,
2002.  If the operating results of ViFi had been included since the beginning of the period for the three months and nine months ended
September 30, 2001 and the nine months ended September 30, 2002, the pro forma results of the Company would be as follows: 

For the three months ended

September 30,
2002(1) September 30, 2001

(In thousands, except per share data)
Revenue $ 33,853 $ 27,947
Operating income (loss) $ 1,482 $ (10,230)
Net income (loss) $ 1,652 $ (9,915)
Basic net income (loss) per share $ 0.05 $ (0.32)
Diluted net income (loss) per share $ 0.05 $ (0.32)
Weighted average shares used in computing basic net income (loss) per share 32,214 31,331
Weighted average shares used in computing diluted net income (loss) per share 33,089 31,331

For the nine months ended

September 30,
2002(2) September 30, 2001

(In thousands, except per share data)
Revenue $ 97,062 $ 77,207
Operating loss $ (4,843) $ (45,315)
Net loss $ (33,368) $ (43,292)
Basic and diluted loss per share $ (1.04) $ (1.39)
Weighted average shares used in computing basic and diluted loss per share 32,137 31,113

(1) As ViFi was acquired during the quarter ended March 31, 2002, the results for the quarter ended September 30, 2002 are the same
as those presented in the consolidated statement of operations.
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(2) The pro forma results for the nine months ended September 30, 2002 have been adjusted to include the results of operations of
ViFi for the period from January 1, 2002 to January 28, 2002.

7. Contingencies
          See Item 1 in �Part II � Other Information� for a description of legal proceedings. 

11
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ITEM 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations 
          The following discussion should be read in conjunction with the accompanying Consolidated Financial Statements and Notes thereto. 
This Form 10-Q contains certain forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995 and
information that are based on management�s beliefs, as well as on assumptions made by, and upon information currently available to,
management.  When used in this Form 10-Q, the words �expect�, �anticipate�, �intend�, �plan�, �believe�, �seek�, and �estimate� or similar expressions are
intended to identify such forward looking statements.  However, this Form 10-Q also contains other forward-looking statements. 
Forward-looking statements are not guarantees of future performance and are subject to certain risks, uncertainties and assumptions, including
anticipated financial performance, business prospects, anticipated capital expenditures, and other similar matters which reflect management�s best
judgment based on factors currently known.  Actual results and experience could differ materially from the anticipated results or other
expectations expressed in our forward looking statements as a result of a number of factors, including but not limited to those discussed in the
MD&A and under the caption �Risk Factors� in our Annual Report on Form 10-K for the year ended December 31, 2001.

          As of September 30, 2002, we had contracts with 1,608 financial institutions, 1,388 of which had contracted for Internet banking services,
530 of which had contracted for cash management services and 170 of which had contracted for on-line lending services. There were
approximately 3.4 million active Internet banking end users at the end of the quarter, up 55% from a year earlier and 5% from the prior quarter. 
We had a total of 1,259 Internet banking clients with live sites at September 30, 2002, which represented approximately 31.4 million potential
end users and an overall penetration rate of 10.8%.  The total number of potential end users of the 1,388 contracted Internet banking institutions
was approximately 33.2 million.

          On January 28, 2002, we completed the acquisition of Virtual Financial Services, Inc. (�ViFi�), pursuant to an Agreement and Plan of
Merger, dated as of January 3, 2002.  ViFi was a privately-owned company based in Indianapolis, Indiana that provided retail and commercial
Internet banking, electronic bill payment, cash management services, credit and debit card processing, online brokerage, document management,
web site design, target marketing and aggregation services via PC-based or wireless access.  As a result of the merger, all the outstanding shares
of ViFi were converted into an aggregate of $3,750,000 in cash, $3,750,000 in promissory notes, and 1,901,907 shares of our common stock.  In
addition, we assumed options to acquire ViFi stock that, as a result of the merger, converted into options to purchase an aggregate of 111,978
shares of our common stock.  Our results of operations include the operations of ViFi subsequent to the acquisition date.

          We manage our business through two reportable segments: the Internet banking division and the lending division.  We do not allocate
deferred stock-based compensation to the reportable segments when evaluating the performance of the Internet banking and lending divisions. 
As a result, deferred stock-based compensation is included with unallocated expenses in the tables that follow.  The results of operations for
these reportable segments were as follows for the three months and nine months ended September 30, 2002 and 2001:

Internet
banking
division

Lending
division

Unallocated
expenses (1) Total

(In thousands)
Three months ended September 30, 2002:

Revenues $ 29,803 $ 4,050 $ �  $ 33,853
Gross profit $ 14,819 $ 1,546 $ (22) $ 16,343
Income (loss) from operations $ 3,124 $ 298 $ (1,940) $ 1,482
Total assets at September 30, 2002 $ 200,604 $ 53,446 $ �  $ 254,050
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Internet
banking
division

Lending
division

Unallocated
expenses (2) Total

(In thousands)
Three months ended September 30, 2001:

Revenues $ 20,427 $ 4,097 $ �  $ 24,524
Gross profit $ 9,300 $ 1,584 $ (187) $ 10,697
Income (loss) from operations $ (1,134) $ 165 $ (9,324) $ (10,293)
Total assets at September 30, 2001 $ 149,835 $ 95,363 $ �  $ 245,198

Internet
banking
division

Lending
division

Unallocated
expenses (3) Total

(In thousands)
Nine months ended September 30, 2002:

Revenues $ 84,355 $ 11,700 $ �  $ 96,055
Gross profit $ 41,415 $ 4,287 $ (430) $ 45,272
Income (loss) from operations $ 5,591 $ 639 $ (11,029) $ (4,799)
Total assets at September 30, 2002 $ 200,604 $ 53,446 $ �  $ 254,050

Internet
banking
division

Lending
division

Unallocated
expenses (4) Total

(In thousands)
Nine months ended September 30, 2001:

Revenues $ 56,137 $ 11,489 $ �  $ 67,626
Gross profit $ 24,074 $ 3,447 $ (577) $ 26,944
Loss from operations $ (10,175) $ (862) $ (33,949) $ (44,986)
Total assets at September 30, 2001 $ 149,835 $ 95,363 $ �  $ 245,198

(1) Gross profit includes $22,000 of deferred stock-based compensation.  Income (loss) from operations includes $134,000 of
deferred stock-based compensation, $1,455,000 of intangible asset amortization, and $351,000 of other charges.

(2) Gross profit includes $187,000 of deferred stock-based compensation.  Loss from operations includes $524,000 of deferred
stock-based compensation and $8,800,000 of goodwill and intangible asset amortization.

(3) Gross profit includes $430,000 of deferred stock-based compensation. Income (loss) from operations includes $1,347,000 of
deferred stock-based compensation, $4,352,000 of intangible asset amortization, and $5,330,000 of restructuring, asset
impairment, and other charges.

(4) Gross profit includes $577,000 of deferred stock-based compensation.  Loss from operations includes $4,348,000 of deferred
stock-based compensation, $26,325,000 of goodwill and intangible asset amortization, and $3,276,000 of restructuring charges.

          For the three months and nine months ended September 30, 2002 and 2001 no customer comprised more than 10% of revenues.
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Results of Operations

          The discussion of the results of operations compares the three months and nine months ended September 30, 2002 with the comparable
periods in 2001.

              Comparison of Three Months Ended September 30, 2002 and September 30, 2001

          Results of Operations:

          Revenues: Revenues for the three months ended September 30, 2002 were approximately $33.9 million, an increase of 38% from the
approximately $24.5 million reported for the same period of the prior year.  Revenues for the quarter ended September 30, 2002 included
approximately $29.8 million related to the Internet banking division compared to approximately $20.4 million for the quarter ended September
30, 2001.  This increase of approximately $9.4 million, or 46%, resulted from an increased number of financial institutions and end users
combined with sales of additional services to our existing customer base.  Active Internet banking end users increased 55% from 2.2 million at
September 30, 2001 to approximately 3.4 million at September 30, 2002.  The increase in active end users includes approximately 460,000
active end users that were added as a result of the ViFi acquisition in the first quarter of 2002. 

          Revenues for the quarter ended September 30, 2002 included approximately $4.1 million related to the lending division which
approximates the lending revenue earned during the quarter ended September 30, 2001.  The impact of the increase in lending applications
processed from 87,000 for the quarter ended September 30, 2001 to 121,000 for the quarter ended September 30, 2002 was offset by a shift in
the mix of applications from the historical call center applications to Internet-based applications that generate lower revenues per application.

          Cost of Revenues: Cost of revenues are comprised primarily of salaries and related personnel expenses, network costs, expenses related to
the operation of our data centers and fees paid to third parties, including bill payment vendors, data processing vendors and communication
services providers.  Cost of revenues increased from approximately $13.8 million for the three months ended September 30, 2001 to
approximately $17.5 million for the three months ended September 30, 2002, representing an increase of 27%.  Cost of revenues for the three
months ended September 30, 2002 and 2001 includes $22,000 and $187,000, respectively, of deferred stock-based compensation expense which
has not been allocated to the Internet banking and lending divisions.  

          Cost of revenues for the quarter ended September 30, 2002 included approximately $15.0 million related to the Internet banking division
compared to approximately $11.1 million for the quarter ended September 30, 2001.  This increase of approximately $3.9 million, or 35%, was
primarily due to the cost to implement and service additional financial institutions.  

          Cost of revenues for the quarters ended September 30, 2002 and 2001 included approximately $2.5 million related to the lending division.

          Gross Profit: Gross profit increased from approximately $10.7 million for the three months ended September 30, 2001 to approximately
$16.3 million for the three months ended September 30, 2002.  Excluding the impact of deferred stock-based compensation, gross profit margin
for the Internet banking division increased to 50% in the quarter ended September 30, 2002 from 46% in the same period in 2001. The increase
in gross profit margin for the Internet banking division is primarily due to the leverage in our business model that leads to an expansion in gross
profit margin as revenues increase above our relatively fixed cost base. The gross profit margin for the lending division remained constant at
39%.  

          Sales, General and Administrative: Sales, general and administrative expenses consist primarily of salaries and related expenses for
executive, sales, marketing, finance, human resources and administrative personnel, and other general corporate expenses. In addition, these
expenses include marketing expenses, such as trade shows and promotional costs.

          Sales, general and administrative expenses increased 11%, from approximately $7.2 million for the three months ended September 30,
2001 to approximately $8.0 million for the three months ended September 30, 2002 due primarily to additional sales and marketing costs
associated with our end user adoption program and other growth initiatives.  As a percentage of revenues, sales, general and administrative
expenses decreased from 29% for the three months ended September 30, 2001 to 24% for the three months ended September 30, 2002.  This
decrease
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in the percentage of expenses relative to revenue is primarily attributable to the leverage inherent in our business model that is described in the
�Gross Profit� discussion above. 

          Research and Development: Research and development expenses consist primarily of salaries, related personnel expenses and consultant
fees related to the design, development, testing and enhancement of both our products and our data processing vendor interface software.

          Research and development expenses were $5.1 million for the three months ended September 30, 2002 which was approximately
$100,000 greater than the $5.0 million of research and development expensed in the same period of 2001. 

          Amortization of Goodwill and Intangible Assets: Amortization expense for goodwill and intangible assets decreased from approximately
$8.8 million for the three months ended September 30, 2001 to approximately $1.5 million for the three months ended September 30, 2002.  This
decrease in expense is primarily attributable to our adoption of SFAS No. 142.  Under SFAS No. 142, we have ceased the amortization of
goodwill and we now evaluate the balance of goodwill for impairment on at least an annual basis.  Goodwill amortization for the three months
ended September 30, 2001 amounted to approximately $6.4 million. 

          Interest and Other Income, net: Interest and other income, net decreased from approximately $355,000 for the three months ended
September 30, 2001 to approximately $170,000 for the three months ended September 30, 2002.  This decrease is due primarily to a decline in
the average yield earned from our investment portfolio during the quarter ended September 30, 2002 compared to the quarter ended September
30, 2001. 

          Restructuring, Asset Impairment, and Other Charges: During the quarter ended September 30, 2002, we recorded a charge of $351,000 to
write-off the legal, accounting, and printing costs which were incurred to prepare for a secondary offering of common stock planned for the
quarter ended June 30, 2002 that was subsequently cancelled.  There were no similar charges incurred in the quarter ended September 30, 2001. 

              Comparison of Nine Months Ended September 30, 2002 and September 30, 2001

          Results of Operations:

          Revenues: Revenues for the nine months ended September 30, 2002 were approximately $96.1 million, an increase of 42% from the
approximately $67.6 million reported for the same period of the prior year.  Revenues for the nine months ended September 30, 2002 included
approximately $84.4 million related to the Internet banking division compared to approximately $56.1 million for the nine months ended
September 30, 2001.  This increase of approximately $28.3 million, or 50%, resulted from an increased number of financial institutions and end
users combined with sales of additional services to our existing customer base as discussed in the comparison of revenue for the three months
ended September 30, 2002 and September 30, 2001. 

          Revenues for the nine months ended September 30, 2002 included approximately $11.7 million related to the lending division compared
to approximately $11.5 million for the nine months ended September 30, 2001.  This increase of approximately $200,000 or 2%, resulted from
an increase in applications processed to 322,000 in the first nine months of 2002 from 242,000 in the same period of 2001, partially offset by a
shift in the mix of applications from the historical call center channel to Internet-based applications that generate lower revenues per application,
but provide a higher gross margin.

          Cost of Revenues: Cost of revenues increased from approximately $40.7 million for the nine months ended September 30, 2001 to
approximately $50.8 million for the nine months ended September 30, 2002, representing an increase of 25%.  Cost of revenues for the nine
months ended September 30, 2002 and 2001 includes $430,000 and $577,000, respectively, of deferred stock-based compensation expense
which has not been allocated to the Internet banking and lending divisions.

          Cost of revenues for the nine months ended September 30, 2002 included approximately $42.9 million related to the Internet banking
division compared to approximately $32.1 million for the nine months ended September 30, 2001.  This increase of approximately $10.8
million, or 34%, was primarily due to the cost to implement and service additional financial institutions.  

          Cost of revenues for the nine months ended September 30, 2002 included approximately $7.4 million related to the lending division
compared to approximately $8.0 million for the nine months ended September 30, 2001.  This decrease of approximately $0.6 million or 8% was
due primarily to the effect of the shift in mix from the historical call center applications to the lower cost Internet applications.
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          Gross Profit: Gross profit increased from approximately $26.9 million for the nine months ended September 30, 2001 to approximately
$45.3 million for the nine months ended September 30, 2002.  Excluding the impact of deferred stock-based compensation, gross profit margin
for the Internet banking division increased to 49% in the nine months ended September 30, 2002 from 43% in the same period in 2001, and the
gross profit margin for the lending division increased to 37% from 30% for the same respective periods.  These increases in gross profit margin
are primarily due to the leverage in our business model that leads to an expansion in gross profit margin as revenues increase above our
relatively fixed cost base.

          Sales, General and Administrative: Sales, general and administrative expenses increased 10%, from approximately $23.4 million for the
nine months ended September 30, 2001 to approximately $25.8 million for the nine months ended September 30, 2002 due primarily to
additional sales and marketing costs associated with our end user adoption program and other growth initiatives.  As a percentage of revenues,
sales, general and administrative expenses decreased from 35% for the nine months ended September 30, 2001 to 27% for the nine months
ended September 30, 2002.  This decrease in the percentage of expenses relative to revenue is primarily attributable to the leverage inherent in
our business model which is described in the �Gross Profit� discussion above. 

          Research and Development: Research and development expenses decreased from approximately $18.9 million for the nine months ended
September 30, 2001 to approximately $14.6 million for the nine months ended September 30, 2002.  The decrease was primarily due to reduced
amortization of deferred stock-based compensation combined with reduced costs associated with a decrease in the usage of consultants and
contract labor.   

          Amortization of Goodwill and Intangible Assets: Amortization expense for goodwill and intangible assets decreased from approximately
$26.3 million for the nine months ended September 30, 2001 to approximately $4.4 million for the nine months ended September 30, 2002.  This
decrease in expense is primarily attributable to our adoption of SFAS No. 142.  Under SFAS No. 142, we have ceased the amortization of
goodwill and we now evaluate the balance of goodwill for impairment on at least an annual basis.  Goodwill amortization for the nine months
ended September 30, 2001 amounted to approximately $19.1 million. 

          Restructuring, Asset Impairment, and Other Charges:  In February 2001, we strategically restructured our business to reduce operating
expenses.  The process included a review of potentially redundant functions and facilities.  The majority of these redundancies resulted from the
three acquisitions completed in 2000.  As a result of this process, 58 employee positions were eliminated and our facility in San Francisco,
California was closed.  During 2001, we recorded a restructuring charge of approximately $1,629,000 for severance payments and related
benefits for employees whose positions were eliminated, approximately $940,000 in deferred stock-based compensation expense for the
acceleration of stock options and approximately $707,000 for exit costs as a result of the closure of the San Francisco facility and related lease
termination.

          In March 2002, we initiated restructuring activities to optimize our cost structure.  These plans included restructuring our operations by
geographically consolidating certain business functions including customer service, web services, and software development.  As a result of this
restructuring process, we have reduced space utilized at three facilities.  Of the 75 employees we expected to terminate through these
restructuring activities, 51 employees have been terminated and 18 employees have been relocated or reassigned as of September 30, 2002.  For
the nine months ended September 30, 2002, we recorded a charge of $850,000 related to estimated severance payments and $1,230,000 related
to the facilities closures.

          During the nine months ended September 30, 2002, we recorded an asset impairment charge of $2.9 million to reduce the carrying value
of long-lived assets consisting primarily of purchased computer software and equipment that were abandoned or removed from operations
during the nine months ended September 30, 2002.  The impaired assets were written-down to their estimated fair value less costs to sell.  There
were no such charges recorded during the nine months ended September 30, 2001. 

          During the quarter ended September 30, 2002, we recorded a charge of $351,000 to write-off the legal, accounting, and printing costs
incurred to prepare for a secondary offering of common stock planned for the quarter ended June 30, 2002 that was subsequently cancelled. 
There were no similar charges incurred in the quarter ended September 30, 2001. 

          Interest and Other Income, net: Interest and other income, net decreased from approximately $1.7 million for the nine months ended
September 30, 2001 to approximately $0.5 million for the nine months ended September 30,
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2002.  This decrease is due primarily to a decline in the average yield earned on our investment portfolio during the nine months ended
September 30, 2002 compared to the nine months ended September 30, 2001. 

          Cumulative Effect of Change in Accounting Principle: Due to the adoption of SFAS No. 142 on January 1, 2002, we recorded a
cumulative effect of change in accounting principle of $29.0 million as described in Note 2 to the unaudited consolidated financial statements. 
This amount represents a write-down of a portion of the goodwill related to the ATA acquisition for which the carrying value of the goodwill
exceeded the estimated fair value determined by using the fair value method of impairment assessment prescribed by SFAS No. 142. 

Liquidity and Capital Resources

          At September 30, 2002, we had cash and cash equivalents of approximately $24.4 million, short-term investments of approximately $39.5
million and long-term investments of approximately $3.2 million.  At September 30, 2002, investments included a $10 million certificate of
deposit that was pledged as collateral against a multiple disbursement note we signed in connection with an equipment line of credit with a
bank.  At September 30, 2002, $3.2 million of this certificate of deposit was classified as long-term investments due to withdrawal restrictions. 
The remaining investments are commercial paper. Our intent is to hold these investments to maturity.  For financial statement presentation we
classify our investments as short-term and long-term, based upon their maturity dates.  All of our investments, except for the $10 million
certificate of deposit, are readily marketable.

          The value of our commercial paper is sensitive to changes in the level of U.S. interest rates and the market ratings of the underlying
companies.  Therefore, if our commercial paper is sold prior to its maturity date, a gain or loss may result.

          In October 2002, we entered into a revised agreement for a $20 million revolving credit commitment with a bank (the �Revolver�) that
expires on October 25, 2003.  Interest on outstanding borrowings is payable monthly. The interest rate on the Revolver is equal to either (i) the
bank�s prime rate; (ii) LIBOR plus 2.0% when aggregate borrowings on the Revolver are less than or equal to $10 million; or (iii) LIBOR plus
2.25% when aggregate borrowings on the Revolver are more than $10 million.  We may draw down against the Revolver by electing the bank�s
prime rate or LIBOR borrowings for 1-month, 2-month, 3-month, or 6-month LIBOR terms.  As of September 30, 2002, we had no borrowings
drawn.

          The Revolver replaces two previous facilities which comprised a $10 million secured revolving credit commitment and a $10 million
equipment leasing line of credit evidenced by a multiple disbursement note from a bank (the �Note�).  The Note was collateralized by the
participating equipment and a $10 million certificate of deposit and interest was accrued at either (i) the bank�s prime rate less 1% or (ii) 1.5%
above the rate stated on the certificate of deposit pledged as collateral for the Note.  Under the terms of the Note, interest and principal was to be
paid in 34 monthly installments, commencing November 30, 2001.  As of September 30, 2002, we had $6.8 million in borrowings outstanding
under the Note, $3.2 million of which was classified as long-term debt.  As a result of the classification of the Note, $3.2 million of the
certificate of deposit was classified as a long-term investment and the remaining portion was included in short-term investments. 

          On October 29, 2002, we borrowed $6.8 million on the Revolver and used the proceeds to repay the Note.

          Net cash provided by operating activities was approximately $9.4 million for the nine months ended September 30, 2002 and net cash
used in operating activities was approximately $11.1 million for the nine months ended September 30, 2001.  The change in cash from operating
activities was primarily the result of our improved operating results as the net loss before the cumulative effect of change in accounting principle
and goodwill amortization was $4.3 million for the nine months ended September 30, 2002 compared to $24.1 million for the same period in
2001.   

          Net cash used in investing activities was approximately $1.3 million for the nine months ended September 30, 2002 and approximately
$43.6 million for the nine months ended September 30, 2001.  The decrease in cash used in investing activities was primarily the result of
changes in cash relating to investment purchases and sales.  During the nine months ended September 30, 2001, net investment purchases used
$33.5 million as compared to net proceeds from investment sales of $8.9 million in the same period of 2002.  This decrease in cash from
investment activity was partially offset by the impact of the $4.5 million paid as part of the ViFi acquisition during the nine months ended
September 30, 2002. 
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          Net cash provided by financing activities was approximately $1.0 million for the nine months ended September 30, 2002 and
approximately $4.7 million for the nine months ended September 30, 2001.  The decrease in cash provided by financing activities was primarily
due to net borrowing of debt of $2.5 million during the nine months ended September 30, 2001 compared to net repayments of debt of $5.5
million during the same period of 2002.    This decrease in borrowings was partially offset by an increase in cash provided from the issuance of
common stock.

          We have no material commitments other than our Revolver, obligations under our operating and capital leases, and minimum vendor
purchase commitments.  We do not have any material off-balance sheet arrangements. Future capital requirements will depend upon many
factors, including the timing of research and product development efforts and the expansion of our marketing efforts.  We expect to continue to
expend significant amounts on expansion of facility infrastructure, ongoing research and development, computer and related data center
equipment, and personnel.

          We believe that our cash, cash equivalents and short-term investment balances will be sufficient to satisfy our cash requirements for at
least the next 12 months. We intend to invest our cash in excess of current operating requirements in interest-bearing, investment grade
securities.
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New Accounting Standards

          As of January 1, 2002, we adopted SFAS No. 141, �Business Combinations� and SFAS No. 142, �Goodwill and Other Intangible Assets.� 
SFAS No. 141 established new standards for accounting and reporting requirements for business combinations initiated after June 30, 2001 and
prohibits the use of the pooling-of-interest method for combinations initiated after June 30, 2001.  SFAS No. 142 changed the accounting for
goodwill from an amortization method to an impairment only approach.  Under SFAS No. 142, goodwill will be tested at the reporting unit level
annually and whenever events or circumstances occur indicating that goodwill might be impaired.  Amortization of goodwill, including goodwill
from past business combinations, will cease.  We recorded an impairment charge of approximately $29.0 million from the adoption of SFAS No.
142 as described in the �results of operations � comparison of nine months ended September 30, 2002 and September 30, 2001� section. 

          In August 2001, the FASB issued SFAS No. 143, �Accounting for Obligations Associated with the Retirement of Long-lived Assets,� which
establishes accounting standards for the recognition and measurement of an asset retirement obligation and its associated asset retirement cost. 
It also provides accounting guidance for legal obligations associated with the retirement of tangible long-lived assets.  SFAS No. 143 is effective
for fiscal years beginning after June 15, 2002, with early adoption permitted.  We expect to adopt SFAS No. 143 effective January 1, 2003 and
do not expect that the adoption of this new standard will have a significant impact on our results of operations or financial position.

          In October 2001, the FASB issued SFAS No. 144, �Accounting for the Impairment or Disposal of Long-lived Assets,� which addresses
financial accounting and reporting for the impairment of long-lived assets and for long-lived assets to be disposed of.  This Statement supersedes
FASB Statement No. 121, �Accounting for the Impairment of Long-lived Assets and for Long-lived Assets to Be Disposed Of.�  This Statement
also supersedes the accounting and reporting provisions of APB Opinion No. 30, �Reporting the Results of Operations � Reporting the Effects of
Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions, for Segments of a
Business to Be Disposed Of.�  This Statement also amends ARB No. 51, �Consolidated Financial Statements,� to eliminate the exception to
consolidation for a temporarily controlled subsidiary.  We adopted SFAS No. 144 on January 1, 2002 and the adoption of this new standard did
not have a significant impact on our results of operations or financial position. 

          In June 2002, the FASB issued SFAS No. 146, �Accounting for Costs Associated with Exit or Disposal Activities.�  SFAS No. 146
supersedes the existing guidance related to accounting and reporting of costs associated with exit or disposal activities and nullifies Emerging
Issues Task Force Issue No. 94-3, �Liability Recognition For Certain Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring).�  Under SFAS No. 146, a liability for a cost associated with an exit or a disposal activity
will be recognized and measured initially at its fair value in the period in which the liability is incurred.  The provisions of SFAS No. 146 will be
effective for exit or disposal activities initiated after December 31, 2002 with earlier adoption encouraged.  We anticipate adopting this standard
on future exit or disposal activities and there would be no impact on our restructuring plans already initiated.    
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ITEM 3. Quantitative and Qualitative Dis closures About Market Risk
          We are exposed to the impact of interest rate changes and changes in the market values of our investments. Our interest income is
sensitive to changes in the general level of U.S. interest rates. In this regard, changes in U.S. interest rates affect the interest earned on our cash
equivalents. Our exposure to market rate risk for changes in interest rates relates primarily to our investment portfolio. We have not used
derivative financial instruments in our investment portfolio. We invest our excess cash in debt instruments of the U.S. government and its
agencies, and in high-quality corporate issuers and, by policy, limit the amount of credit exposure to any one issuer. We protect and preserve our
invested funds by limiting default, market and reinvestment risk. Investments in both fixed rate and floating rate interest earning instruments
carry a degree of interest rate risk. Fixed rate securities may have their fair market value adversely impacted due to a rise in interest rates, while
floating rate securities may produce less income than expected if interest rates fall.  The fair value of our investment portfolio would not be
significantly impacted by either a 100 basis point increase or decrease in interest rates, due mainly to the fixed-rate, short-term nature of the
substantial majority of our investment portfolio.  

          We are also exposed to the impact of interest rate changes as they affect the Revolver. The interest rate charged on this credit facility
varies with the bank�s prime rate or LIBOR, depending on the rate that we select, and consequently our interest expense will fluctuate with
changes in the general level of market interest rates. As of September 30, 2002, we had outstanding no advances on the Revolver, however, on
October 29, 2002, borrowed $6.8 million on the Revolver to repay the Note.  The rate on our Revolver as of October 29, 2002 was 3.81%, or the
3-month LIBOR rate plus 2.0%.  The bank�s prime rate as of the same date was 4.75%.  If interest rates were to increase by 100 basis points, the
impact on our interest expense would not be significant.

          There were no significant changes in our market risk during the quarter or nine months ended September 30, 2002.   

ITEM 4. Controls and  Procedures
          Evaluation of disclosure controls and procedures.  Within the 90 days prior to the date of this report, we carried out an evaluation of the
effectiveness of the design and operation of our �disclosure controls and procedures� (as defined in the Securities Exchange Act of 1934
(�Exchange Act�) Rules 13a-14(c) and 15d-14(c)) under the supervision and with the participation of our management, including our Chief
Executive Officer and our Chief Financial Officer. Based upon that evaluation, our Chief Executive Officer and our Chief Financial Officer
concluded that our disclosure controls and procedures are effective.

          Changes in our controls.  Subsequent to the date of the evaluation of our disclosure controls and procedures, there have been no
significant changes in our internal controls or any other factors that could significantly affect our internal controls, nor were any corrective
actions required with regard to significant deficiencies and material weaknesses. 
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PART II - OTHER INFORMATION

ITEM 1. Legal Proceedings 
          In Re Digital Insight Corporation Initial Public Offering Securities Litigation

          On December 6, 2001, we and three of our current and former officers and directors as well as most of the managing underwriters in our
previous public offerings were named as defendants in a class-action lawsuit filed in the United States District Court for the Southern District of
New York. The lawsuit is captioned In re Digital Insight Corp. Initial Public Offering Securities Litigation, No. 01 CV 11231. The claims are
based on allegations that the underwriter defendants solicited and received from certain investors, in exchange for allocating Digital Insight
shares to the investors in connection with the previous public offerings, additional, excessive and undisclosed commissions and undisclosed
commitments to purchase additional Digital Insight shares in the aftermarket. The complaint alleges claims based on Sections 11 and 15 of the
Securities Act of 1933 and on Section 10(b) of the Securities Exchange Act of 1934 against Digital Insight and the individual defendants, and
claims based on Section 20(a) of the Securities Exchange Act of 1934 against the individual defendants. The complaint also alleges claims solely
against the underwriter defendants under Section 12(2) of the Securities Act of 1933, and Section 10(b) of the Securities Exchange Act of 1934. 
The individual defendants have been dismissed from the lawsuit without prejudice.  We dispute these claims and intend to defend this lawsuit
vigorously.   

          FundsXpress Financial Network, Inc. Litigation

          We and five of our current and former employees are parties to a lawsuit filed by FundsXpress Financial Network, Inc. on March 4, 2002
in the United States District Court for the Western District of Texas, Austin Division.  The plaintiff is a competing provider of Internet banking
services to financial institutions. The first amended complaint asserted claims of trade secret misappropriation under common law; conversion;
tortious interference with contract; copyright infringement; and unfair competition.  The claims were based on allegations that we conspired with
ex-employees of the plaintiff to steal trade secrets and other confidential proprietary information of the plaintiff for purposes of destroying or
severely damaging the plaintiff�s ability to compete with us.  The pleading sought a permanent injunction, compensatory damages of $25 million,
exemplary damages of $50 million, costs and attorneys� fees. 

          The plaintiff filed a second amended complaint on June 28, 2002 which adds claims of trade secret misappropriation under California
Civil Code Section 3426 and receipt, concealment and use of stolen property in violation of California Penal Code Section 496(a).  The second
amended complaint is not clear about the damages sought by the plaintiff; there are damage allegations in different sections of the pleading that
range from $25 million to $150 million, plus punitive or treble damages.

          The second amended complaint also asserts new claims for defamation and federal false advertising, trade disparagement and trade libel
under Section 43(a) of the Lanham Act.  These new claims are based on allegations that we engaged in �the systematic defamation,
disparagement, and trash-talking of FundsXpress in the marketplace.�  The plaintiff seeks additional damages of not less than $50 million as a
result of our allegedly defamatory statements.

          The plaintiff filed a third amended complaint on August 14, 2002.  The third amended complaint is in most material respects similar to the
second amended complaint, other than containing a new civil liability claim for violation of the Federal Criminal Computer Fraud Abuse Act.

           We dispute all of the plaintiff�s claims, particularly its purported damages, and intend to vigorously defend the lawsuit.  We are still in the
discovery stage of litigation.

           The outcome of any litigation is inherently uncertain. An unfavorable outcome from these legal matters would not be expected to have a
material adverse impact on our overall business, but may be material to the consolidated results of operations of a future period or periods. Even
a favorable resolution of these lawsuits could result in a distraction of our management resources and significant litigation costs.

21

Edgar Filing: DIGITAL INSIGHT CORP - Form 10-Q

Table of Contents 30



Table of Contents

ITEM 6. Exhibits and Reports on Form 8-K 

   (a)    Exhibits
          3.1 Third Amended and Restated Certificate of Incorporation of Registrant, as currently in effect. Incorporated by reference to the exhibits
filed with our Registration Statement on Form S-1 (File No. 333-81547), which was declared effective on September 30, 1999.

          3.2 Restated Bylaws of Registrant, as currently in effect.  Incorporated by reference to the exhibits filed with our Registration Statement
on Form S-1 (File No. 333-81547), which was declared effective on September 30, 1999.

          3.3 First, Second and Third Amendments to the Bylaws of Registrant.  Incorporated by reference to the exhibits filed with our Annual
Report on Form 10-K for the year ended December 31, 2001.

          *Certificates of the Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, are being furnished herewith to the Securities and Exchange Commission by separate correspondence.

   (b)  Reports on Form 8-K

          None

Signatures

          Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf
by the undersigned thereunto duly authorized.

DIGITAL INSIGHT CORPORATION

Date:  November 14, 2002 By:  /s/ JOHN DORMAN

John Dorman
Chairman and Chief Executive Officer

(Principal Executive Officer)

Date:  November 14, 2002 By:  /s/ ELIZABETH S.C.S. MURRAY

Elizabeth S.C.S. Murray
Executive Vice President and Chief Financial Officer

(Principal Financial Officer)

Date:  November 14, 2002 By:  /s/ KYLE MCINTOSH

Kyle McIntosh
Controller

(Controller and Principal Accounting Officer)
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CERTIFICATIONS

I, John Dorman, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Digital Insight Corporation;

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
quarterly report;

4. The registrant�s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

          a) designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this quarterly report is being prepared;

          b) evaluated the effectiveness of the registrant�s disclosure controls and procedures as of a date within 90 days prior to
the filing date of this quarterly report (the �Evaluation Date�); and

          c) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date;

5. The registrant�s other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant�s auditors and the audit
committee of registrant�s board of directors (or persons performing the equivalent functions):

          a) all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant�s
ability to record, process, summarize and report financial data and have identified for the registrant�s auditors any material
weaknesses in internal controls; and

          b) any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant�s internal controls; and

6. The registrant�s other certifying officer and I have indicated in this quarterly report whether or not there were significant changes in internal
controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation, including any
corrective actions with regard to significant deficiencies and material weaknesses.

Date:  November 14, 2002 By:  /s/ JOHN DORMAN

Name: John Dorman
Title: Chairman and Chief Executive Officer
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I, Elizabeth S.C.S. Murray, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Digital Insight Corporation;

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
quarterly report;

4. The registrant�s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

          a) designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this quarterly report is being prepared;

          b) evaluated the effectiveness of the registrant�s disclosure controls and procedures as of a date within 90 days prior to
the filing date of this quarterly report (the �Evaluation Date�); and

          c) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date;

5. The registrant�s other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant�s auditors and the audit
committee of registrant�s board of directors (or persons performing the equivalent functions):

          a) all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant�s
ability to record, process, summarize and report financial data and have identified for the registrant�s auditors any material
weaknesses in internal controls; and

          b) any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant�s internal controls; and

6. The registrant�s other certifying officer and I have indicated in this quarterly report whether or not there were significant changes in internal
controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation, including any
corrective actions with regard to significant deficiencies and material weaknesses.

Date:  November 14, 2002 By:  /s/ ELIZABETH S.C.S. MURRAY

Name: Elizabeth S.C.S. Murray
Title: Executive Vice President and Chief Financial Officer
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