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CMGI, INC. AND SUBSIDIARIES
 CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
 

   

April 30,
2003

  

July 31,
2002

 

   
(in thousands, except share

and per share amounts)  
ASSETS          
Current assets:          

Cash and cash equivalents   $ 207,883  $ 196,099 
Available-for-sale securities    43,037   10,327 
Trading security    —     94,271 
Accounts receivable, trade, net of allowance for doubtful accounts    52,593   38,221 
Inventories    41,158   32,177 
Prepaid expenses and other current assets    22,503   19,307 
Current assets of discontinued operations    2,416   151,697 
Deferred loss on disposal of subsidiary    —     31,869 

    
Total current assets    369,590   573,968 
    
Property and equipment, net    15,923   29,636 
Investments in affiliates    21,506   57,770 
Goodwill    22,123   24,341 
Non-current assets of discontinued operations    45   190,245 
Other assets    19,152   34,307 
    
   $ 448,339  $ 910,267 

    
LIABILITIES AND STOCKHOLDERS’ EQUITY          
Current liabilities:          

Notes payable   $ —    $ 94,271 
Current installments of long-term debt    1,585   1,316 
Accounts payable    42,810   20,970 
Accrued restructuring    12,344   23,783 
Accrued income taxes    95,076   93,515 
Accrued expenses    38,794   28,055 
Other current liabilities    5,348   2,256 
Current liabilities of discontinued operations    561   105,923 

    
Total current liabilities    196,518   370,089 
    
Long-term debt, less current installments    7,266   7,814 
Other long-term liabilities    24,519   12,423 
Non-current liabilities of discontinued operations    1,899   102,460 
Minority interest    535   785 
Commitments and contingencies          
Stockholders’ equity:          

Preferred stock, $0.01 par value per share. Authorized 5,000,000 shares; zero issued or outstanding as of April
30, 2003 and July 31, 2002    —     —   

Common stock, $0.01 par value per share. Authorized 1,405,000,000 shares; issued and outstanding
394,107,018 shares at April 30, 2003 and 392,679,011 shares at July 31, 2002    3,941   3,926 

Additional paid-in capital    7,294,432   7,292,443 
Accumulated deficit    (7,080,370)   (6,880,452)

    
Accumulated other comprehensive income (loss)    (401)   779 
    
Total stockholders’ equity    217,602   416,696 
    
   $ 448,339  $ 910,267 

    
 

See accompanying notes to interim unaudited condensed consolidated financial statements
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CMGI, INC. AND SUBSIDIARIES
 CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
 

   

Three Months Ended
April 30,

  

Nine Months Ended
April 30,

 

   

2003

  

2002

  

2003

  

2002

 
   (in thousands, except per share amounts)  

Net revenue   $ 106,109  $ 31,231  $ 339,105  $ 119,753 
Operating expenses:                  

Cost of revenue    98,582   25,991   313,494   110,978 
Research and development    —     518   354   4,269 
Selling    1,066   1,712   5,346   8,609 
General and administrative    13,557   14,122   48,573   50,713 
Amortization of intangible assets and stock-based compensation    55   1,751   164   5,252 
Impairment of long-lived assets    432   —     456   2,328 
Restructuring    19,938   1,092   29,144   (6,770)

      
Total operating expenses    133,630   45,186   397,531   175,379 

      
Operating loss    (27,521)   (13,955)   (58,426)   (55,626)

      
Other income (expense):                  

Interest income    710   1,738   2,662   10,100 
Interest (expense) recovery, net    (432)   (1,703)   730   5,425 
Other losses, net    (11,608)   (7,953)   (45,680)   (33,911)
Equity in losses of affiliates, net    (1,049)   (2,003)   (1,937)   (15,396)
Minority interest    99   —     250   —   

      
Loss from continuing operations before income taxes and extraordinary item    (39,801)   (23,876)   (102,401)   (89,408)
Income tax expense (benefit)    1,073   (15,000)   2,667   (4,215)
      
Loss from continuing operations before extraordinary item    (40,874)   (8,876)   (105,068)   (85,193)
Discontinued operations, net of income taxes:                  

Income (loss) from discontinued operations    117,806   (116,336)   (94,850)   (380,901)
Extraordinary gain on retirement of debt, net of income taxes    —     —     —     131,281 
      
Net income (loss)    76,932   (125,212)   (199,918)   (334,813)
Preferred stock accretion    —     —     —     (2,301)
Gain on repurchase of Series C Convertible Preferred Stock    —     —     —     63,505 
      
Net income (loss) available to common stockholders   $ 76,932  $ (125,212)  $ (199,918)  $ (273,609)

      
Basic and diluted earnings (loss) per share available to common stockholders:                  

Loss from continuing operations before extraordinary item   $ (0.10)  $ (0.02)  $ (0.27)  $ (0.07)
Earnings (loss) from discontinued operations   $ 0.30  $ (0.30)  $ (0.24)  $ (1.01)
Extraordinary gain on retirement of debt, net of income taxes   $ —    $ —    $ —    $ 0.35 

      
Net earnings (loss) available to common stockholders   $ 0.20  $ (0.32)  $ (0.51)  $ (0.73)

      
Shares used in computing basic and diluted earnings (loss) per share    393,452   392,025   393,106   375,603 
      
 

See accompanying notes to interim unaudited condensed consolidated financial statements
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CMGI, INC. AND SUBSIDIARIES
 CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
 

   

Nine Months Ended
April 30,

 

   

2003

  

2002

 
   (in thousands)  
Cash flows from operating activities of continuing operations:          

Net loss   $   (199,918)  $   (334,813)
Loss from discontinued operations    (94,850)   (380,901)

    
Income (loss) from continuing operations    (105,068)   46,088 
Adjustments to reconcile net loss to net cash used for continuing operations:          

Depreciation, amortization and impairment charges    8,390   19,111 
Deferred income taxes    —     (4,215)
Realization of cumulative translation adjustment    5,026   —   
Non-cash restructuring charges    8,979   10,089 
Non-operating gains (losses), net    35,951   (124,700)
Equity in losses of affiliates    1,937   15,396 
Minority interest    (250)   —   
Changes in operating assets and liabilities, excluding effects from acquired and divested subsidiaries:          

Trade accounts receivable    (14,712)   12,991 
Prepaid expenses and other current assets    (3,075)   (9,312)
Inventories    (9,051)   6,005 
Accounts payable, accrued restructuring and expenses    12,261   (64,768)
Refundable and accrued income taxes, net    2,667   13,143 
Other assets and liabilities    33,799   (15,936)

    
Net cash used for operating activities of continuing operations    (23,146)   (96,108)
    
Cash flows from investing activities of continuing operations:          

Additions to property and equipment    (3,577)   (7,162)
Net proceeds from maturities of (purchases of) available-for-sale securities, net    15,093   22,366 
Cash impact of acquisitions and divestitures of subsidiaries, net    66,620   21,282 
Net investments in affiliates    7,286   2,498 

    
Net cash provided by investing activities of continuing operations    85,422   38,984 
    
Cash flows from financing activities of continuing operations:          

Net repayments of long-term debt    (279)   (413)
Payment for retirement of Series C Convertible Preferred Stock    —     (100,301)
Payment for retirement of notes payable    —     (75,000)
Net proceeds from issuance of common stock    835   1,697 

    
Net cash provided by (used for) financing activities of continuing operations    556   (174,017)
    
Net cash used for discontinued operations    (51,048)   (130,913)
Net increase (decrease) in cash and cash equivalents    11,784   (362,054)
Cash and cash equivalents at beginning of period    196,099   592,121 
    
Cash and cash equivalents at end of period   $ 207,883  $ 230,067 

    
 

See accompanying notes to interim unaudited condensed consolidated financial statements
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CMGI, INC. AND SUBSIDIARIES
 NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
 
A.  BASIS OF PRESENTATION
 The accompanying condensed consolidated financial statements have been prepared by CMGI, Inc. (together with its consolidated subsidiaries, “CMGI” or
the “Company”) in accordance with accounting principles generally accepted in the United States of America (“US GAAP”). In the opinion of management, the
accompanying condensed consolidated financial statements contain all adjustments, consisting only of those of a normal recurring nature, necessary for a fair
presentation of the Company’s financial position, results of operations and cash flows at the dates and for the periods indicated. While the Company believes that
the disclosures presented are adequate to make the information not misleading, these condensed consolidated financial statements should be read in conjunction
with the audited financial statements and related notes for the year ended July 31, 2002 which are contained in the Company’s Annual Report on Form 10-K filed
with the Securities and Exchange Commission (the “SEC”) on October 29, 2002. The results for the three and nine-month periods ended April 30, 2003 are not
necessarily indicative of the results to be expected for the full fiscal year. Certain prior year amounts in the condensed consolidated financial statements have been
reclassified in accordance with US GAAP to conform to the current year presentation. Discontinued operations reporting has been applied for certain of the
Company’s subsidiaries that have been disposed of (see note G).
 

Marketable securities held by the Company which meet the criteria for classification as trading securities are carried at fair value. Unrealized holding gains
and losses on securities classified as trading are recorded as a component of “Other losses, net” in the accompanying condensed consolidated statements of
operations.
 
B.  RECENT ACCOUNTING PRONOUNCEMENTS
 In June 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Standard (SFAS) No. 141, “Business Combinations,” and
SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 141 applies to all business combinations that the Company enters into after June 30, 2001, and
eliminates the pooling-of-interests method of accounting. SFAS No. 142 is effective for fiscal years beginning after December 15, 2001. Under these statements,
goodwill and intangible assets deemed to have indefinite lives are no longer amortized but are subject to annual impairment tests in accordance with the
statements. Other intangible assets continue to be amortized over their useful lives. The Company adopted SFAS No. 142 on August 1, 2002 (see note E).
 

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” This statement addresses the accounting treatment for
obligations associated with the retirement of tangible long-lived assets and the associated asset retirement costs. The provisions of the statement apply to legal
obligations associated with the retirement of long-lived assets that result from the acquisition, construction, development, or normal operation of a long-lived
asset. The statement is effective for financial statements issued for fiscal years beginning after June 15, 2002. The Company adopted SFAS No. 143 on August 1,
2002. This statement did not have a material effect on the Company’s financial position or results of operations.
 

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities” which addresses financial accounting
and reporting for costs associated with exit or disposal activities and nullifies EITF Issue 94-3. The statement requires companies to recognize costs associated
with exit or disposal activities when they are incurred rather than at the date of a commitment to an exit or disposal plan. Examples of costs covered by the
statement include lease termination costs and certain employee severance costs that are associated with a restructuring, discontinued operations, plant closing, or
other exit or disposal activity. The provisions of this Statement are required to be applied to exit or disposal activities that are initiated after December 31, 2002.
The adoption of this statement did not have a material effect on the Company’s financial position or results of operations (see note F).
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CMGI, INC. AND SUBSIDIARIES
 NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 

In November 2002, the FASB issued Interpretation No. 45 (FIN 45), “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others”, which clarifies disclosure and recognition/measurement requirements related to certain guarantees. The
disclosure requirements are effective for financial statements issued after December 15, 2002 and the recognition/measurement requirements are effective on a
prospective basis for guarantees issued or modified after December 31, 2002. The application of the requirements of FIN 45 has not had a material effect on the
Company’s financial position or results of operations.
 

In December 2002, the FASB issued SFAS No. 148 “Accounting for Stock-Based Compensation—Transition and Disclosure.” SFAS No. 148 amends
SFAS No. 123 “Accounting for Stock Based Compensation,” to provide alternative methods of transition for a voluntary change to the fair value based method of
accounting for stock-based employee compensation. In addition, SFAS No. 148 amends the disclosure requirements of SFAS No. 123 to require prominent
disclosures in both annual and interim financial statements about the method of accounting for stock-based employee compensation and the effect of the method
used on reported results. The transition guidance and annual disclosure provisions of SFAS No. 148 are effective for fiscal years ending after December 15, 2002.
The interim disclosure provisions are effective for financial reports containing financial statements for interim periods beginning after December 15, 2002. The
adoption of the disclosure provisions of SFAS No. 148 did not have a material impact on the Company’s financial position or results of operations.
 

In January 2003, the FASB issued Interpretation No. 46 (FIN 46), “Consolidation of Variable Interest Entities” (“VIEs”). This Interpretation addresses the
consolidation of variable interest entities in which the equity investors lack one or more of the essential characteristics of a controlling financial interest or where
the equity investment at risk is not sufficient for the entity to finance its activities without subordinated financial support from other parties. The Interpretation
applies to VIEs created after January 31, 2003 and to VIEs in which an interest is acquired after that date. Effective July 1, 2003, it also applies to VIEs in which
an interest is acquired before February 1, 2003. The Company may apply the Interpretation prospectively with a cumulative effect adjustment as of July 1, 2003,
or by restating previously issued financial statements with a cumulative effect adjustment as of the beginning of the first year restated. The application of the
requirements of FIN 46 has not had a material effect on the Company’s financial position or results of operations.
 

In January 2003, the SEC issued final rules implementing Section 401(b) of the Sarbanes-Oxley Act of 2002 entitled “Conditions for Use of Non-GAAP
financial measures.” The rules primarily address disclosure of certain financial information that is calculated and presented other than in accordance with US
GAAP. The rules applied to all disclosures as of March 28, 2003. These rules did not have a material impact on the Company’s financial position or results of
operations.
 

In May 2003, the FASB issued SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging Activities” (“SFAS No. 149”). SFAS
No. 149 amends and clarifies accounting for derivative instruments including certain derivative instruments embedded in other contracts and hedging activities
under SFAS No. 133. It is effective for contracts entered into or modified after June 30, 2003 and for hedging relationships designated after June 30, 2003. The
adoption of this standard is not expected to have a material impact on the Company’s financial position or results of operations.
 

In May 2003, the FASB issued SFAS No. 150, “Accounting For Certain Financial Instruments with Characteristics of Both Liabilities and Equity” which
establishes standards for how an issuer of financial instruments classifies and measures certain financial instruments with characteristics of both liabilities and
equity. It requires that an issuer classify a financial instrument that is within its scope as a liability (or an asset in some circumstances) if, at inception, the
monetary value of the obligation is based solely or predominantly on a fixed monetary amount known at inception, variations in something other than the fair
value of the issuer’s equity shares or variations inversely related to changes in the fair value of the issuer’s equity shares. This Statement is effective for financial
instruments entered into or modified after May 31, 2003, and otherwise is effective at the beginning of the first interim period beginning after June 15, 2003. The
adoption of this standard is not expected to have a material impact on the Company’s financial position or results of operations.
 
C.  STOCK-BASED COMPENSATION
 The Company accounts for its stock compensation plans under the provisions of FASB Statement No. 123, “Accounting for Stock-Based Compensation”
(“SFAS No. 123”). As permitted by SFAS No. 123, the Company measures compensation cost in accordance with Accounting Principles Board (APB) Opinion
No. 25, “Accounting for Stock Issued to Employees” and related interpretations. Accordingly, no accounting recognition is given to stock options granted at fair
market value until they are exercised. Upon exercise, net proceeds, including tax benefits realized, are credited to equity. The following table illustrates the pro
forma effect on net income/(loss) and earnings/(loss) per share if the Company had applied the fair value recognition provisions of SFAS No. 123.
 

7



Table of Contents

CMGI, INC. AND SUBSIDIARIES
 NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 

   

For the Three Months
Ended April 30,

  

For the Nine Months
Ended April 30,

 

   

2003

  

2002

  

2003

  

2002

 
   (in thousands, except per share amounts)  
Net income (loss) available to common stockholders   $ 76,932  $ (125,212)  $ (199,918)  $ (273,609)
Deduct: Total stock-based employee compensation expense determined under fair value based

method for all awards, net of related tax effects    (56,938)   (75,271)   (170,814)   (225,757)
      
Pro-forma net income (loss) available to common stockholders   $ 19,994  $ (200,483)  $ (370,732)  $ (499,366)

      
Net income (loss) available to common stockholders per share:                  
Basic and Diluted—as reported   $ 0.20  $ (0.32)  $ (0.51)  $ (0.73)
      
Basic and Diluted—pro-forma   $ 0.05  $ (0.51)  $ (0.94)  $ (1.33)
      
 

The fair value of each stock option is estimated on the date of grant using the Black-Scholes option-pricing model with the following weighted average
assumptions:
 

   

For the Three Months
Ended April 30,

  

For the Nine Months
Ended April 30,

 

   

2003

  

2002

  

2003

  

2002

 
Risk-free interest rate    3.5%  4.7%  3.5%  4.3%
Expected dividend yield    0.0%  0.0%  0.0%  0.0%
Expected volatility    117.2%  110.2%  130.1%  117.4%
Expected life (years)    6.75   6.98   7.29   4.56 
Weighted average fair value of options granted during the period   $ 0.76  $ 1.26  $ 0.65  $ 1.18 

 
D.  OTHER LOSSES, NET
 The following table reflects the components of “Other losses, net”:
 

   

Three Months Ended
April 30,

  

Nine Months Ended
April 30,

 

   

2003

  

2002

  

2003

  

2002

 
   (in thousands)  
Gain (loss) on sales of marketable securities   $ —    $ (798)  $ 7,417  $ (31,801)
Gain (loss) on mark-to-market adjustment for trading security    —     (2,865)   (6,329)   20 
Loss on sale of Equilibrium Technologies, Inc.    —     —     (3,527)   —   
Loss on sale of Activate.Net Corporation    —     —     —     (20,743)
Gain on derivative and sale of hedged Yahoo!, Inc. common stock    —     —     —     53,897 
Loss on impairment of marketable securities    —     (474)   (387)   (2,182)
Loss on divestiture of investment in Signatures SNI, Inc.    —     —     (14,056)   —   
Loss on impairment of investments in affiliates    (11,915)   (6,374)   (25,966)   (33,390)
Other, net    307   2,558   (2,832)   288 
      
   $ (11,608)  $ (7,953)  $ (45,680)  $ (33,911)

      
 

During the three months ended April 30, 2003, the Company recorded impairment charges of approximately $11.9 million for other-than-temporary
declines in the carrying value of certain investments in affiliates. These charges were primarily associated with investments made by CMGI@Ventures IV, LLC
and CMG@Ventures II, LLC.
 

During the nine months ended April 30, 2003, the Company recorded a loss of approximately $6.3 million on the mark-to-market adjustment of a trading
security (see note M). The Company also recorded impairment charges of approximately $26.0 million for other-than-temporary declines in the carrying value of
certain investments in affiliates. These charges were primarily
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CMGI, INC. AND SUBSIDIARIES
 NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 
associated with investments made by CMGI@Ventures IV, LLC. Additionally, the Company recorded a gain on the sale of marketable securities of approximately
$7.4 million in connection with the acquisition of Vicinity by Microsoft. During the period, the Company also divested of its debt and equity interests in
Signatures SNI, Inc. (“Signatures”) and its ownership interests in Equilibrium Technologies, Inc. (“Equilibrium”), and recorded pre-tax losses of approximately
$14.1 million and $3.5 million, respectively (See note G).
 

During the three months ended April 30, 2002, the Company recorded impairment charges of approximately $6.3 million for other-than-temporary declines
in the carrying value of certain investments in affiliates. These charges were primarily associated with investments made by CMGI@Ventures IV, LLC. The
Company also recorded a loss of approximately $2.9 million on the mark-to-market adjustment of a trading security.
 

During the nine months ended April 30, 2002, the Company sold marketable securities for total proceeds of approximately $20.7 million and recorded a net
pre-tax loss of approximately $31.8 million on these sales. These sales primarily consisted of approximately 7.1 million shares of Primedia, Inc. stock for
proceeds of approximately $15.9 million; approximately 356,000 shares of MKTG Services, Inc. stock for total proceeds of approximately $1.1 million;
approximately 3.7 million shares of divine, inc. (divine) stock for total proceeds of approximately $2.8 million; and approximately 3.2 million shares of NexPrise,
Inc. (NexPrise, formerly Ventro Corporation) stock for total proceeds of approximately $0.8 million. The Company also settled the final tranche of its borrowing
arrangement that hedged a portion of the Company’s investment in Yahoo!, Inc. (Yahoo!) stock. In connection with the settlement, the Company delivered
581,499 shares of Yahoo! stock, and recognized a pre-tax gain of approximately $53.9 million. Additionally, the Company recorded impairment charges of
approximately $33.4 million for other-than-temporary declines in the carrying value of certain investments in affiliates. These charges were primarily associated
with investments made by CMGI@Ventures IV, LLC. The Company also completed the sale of its majority-owned subsidiary, Activate.Net Corporation
(Activate), to Loudeye Corp. and recorded a pre-tax loss of approximately $20.7 million.
 
E.  IMPAIRMENT OF LONG-LIVED ASSETS, GOODWILL AND OTHER INTANGIBLE ASSETS
 Through July 31, 2002, the Company recorded impairment charges as a result of management’s ongoing business reviews and impairment analysis
performed under its policy regarding impairment, utilizing the guidance in SFAS No. 121 “Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to be Disposed of” (SFAS No. 121). Where impairment indicators were identified, management evaluated whether the projected undiscounted cash
flows were sufficient to cover the carrying value of the long-lived asset being reviewed. If the undiscounted cash flows were insufficient, management then
determined the amount of the impairment charge by comparing the carrying value of the long-lived assets to its fair value. Management determined fair value of
goodwill and certain other intangible assets based on a combination of the discounted cash flow methodology, which was based upon converting expected cash
flows to present value, and the market approach, which included analysis of market price multiples of companies engaged in lines of business similar to the
Company. The market price multiples were selected and applied to the Company based on the relative performance, future prospects and risk profile of the
Company in comparison to the guideline companies. Management predominantly utilized third-party valuation reports in its determination of fair value.
Management predominantly determined fair value of other long-lived assets, such as property and equipment, based on third-party valuation reports.
 

On August 1, 2002, the Company adopted SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” Under SFAS No. 144, the
Company is required to test certain long-lived assets or group of assets for recoverability whenever events or changes in circumstances indicate that the Company
may not be able to recover the asset’s carrying amount. SFAS No. 144 defines impairment as the condition that exists when the carrying amount of a long-lived
asset or group exceeds its fair value. When events or changes in circumstances dictate an impairment review of a long-lived asset or group, the Company will
evaluate recoverability by determining whether the undiscounted cash flows expected to result from the use and eventual disposition of that asset or group cover
the carrying value at the evaluation date. If the undiscounted cash flows are not sufficient to cover the carrying value, the Company will measure any impairment
loss as the excess of the carrying amount of the long-lived asset or group over its fair value. Management predominantly uses third party valuation reports in its
determination of fair value.
 

On August 1, 2002, the Company adopted SFAS No. 142. SFAS No. 142 requires the Company to evaluate its existing intangible assets and goodwill that
were acquired in prior purchase business combinations, and to make any necessary reclassifications in order to conform with the new criteria in SFAS No. 141 for
recognition apart from goodwill. Accordingly, the Company is required to reassess the useful lives and residual values of all identifiable intangible assets acquired
in purchase business combinations, and make any necessary amortization period adjustments. In addition, to the extent an intangible asset is then determined to
have an indefinite useful life, the Company is required to test the intangible asset for impairment in accordance with the provisions of SFAS No. 142.
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CMGI, INC. AND SUBSIDIARIES
 NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 

Under the provisions of SFAS No. 142, the Company is required to perform transitional goodwill impairment tests as of August 1, 2002. To accomplish
this, the Company must identify its reporting units and determine the carrying value of each reporting unit by assigning the assets and liabilities, including the
existing goodwill and intangible assets, to those reporting units as of the date of adoption. The Company will then have up to six months from the date of
adoption to determine the fair value of each reporting unit and compare it to the reporting unit’s carrying amount. To the extent a reporting unit’s carrying amount
exceeds its fair value, an indication exists that the reporting unit’s goodwill may be impaired and the Company must perform the second step of the transitional
impairment test. In the second step, the Company must compare the implied fair value of the reporting unit’s goodwill, determined by allocating the reporting
unit’s fair value to all of its assets (recognized and unrecognized) and liabilities in a manner similar to a purchase price allocation in accordance with SFAS No.
141, to its carrying amount, both of which would be measured as of the date of adoption. This second step is required to be completed as soon as possible, but no
later than the end of the year of adoption. Any transitional impairment loss resulting from the completion of the first step of the transitional goodwill impairment
testing will be recognized as the cumulative effect of a change in accounting principle in the Company’s condensed consolidated statements of operations.
 

In accordance with the provisions of SFAS No. 142, the Company has designated reporting units for purposes of assessing goodwill impairment. The
standard defines a reporting unit as the lowest level of an entity that is a business and that can be distinguished, physically and operationally and for internal
reporting purposes, from the other activities, operations, and assets of the entity. Based on the provisions of the standard, the Company has determined that it
currently has one reporting unit for purposes of goodwill impairment testing. Additionally, the Company’s policy is to perform its annual impairment testing for
all reporting units as of the fourth quarter of each fiscal year.
 

Following the adoption of SFAS No. 142, the Company completed the first step of the required transitional impairment test during the second quarter of
2003, based on the comparison of the fair value of the reporting unit with its respective carrying value as of August 1, 2002. The Company concluded that there
was no impairment indicated as of August 1, 2002. As of August 1, 2002, the Company ceased the amortization of goodwill.
 

The changes in the carrying amount of goodwill for the nine months ended April 30, 2003 are as follows:
 

   

eBusiness
and

Fulfillment
Segment

  

Enterprise
Software

and
Services
Segment

  

Total

 
   (in thousands)  
Balance as of July 31, 2002   $ 22,123  $ 2,218  $ 24,341 
Goodwill written off related to sale of subsidiary    —     (2,218)   (2,218)
      
Balance as of April 30, 2003   $ 22,123  $ —    $ 22,123 

      
 

The reconciliation of net income (loss) available to common stockholders before goodwill amortization expense, for the three and nine months ended April
30, 2003 and 2002, is as follows:
 

   

Three Months Ended
April 30,

  

Nine Months Ended
April 30,

 

   

2003

  

2002

  

2003

  

2002

 
   (in thousands, except per share amounts)  
Loss from continuing operations before extraordinary item, as reported   $ (40,874)  $ (8,876)  $ (105,068)  $ (23,989)
Add back: goodwill amortization expense, net of tax    —     1,696   —     5,088 
      
Adjusted loss from continuing operations before extraordinary item   $ (40,874)  $ (7,180)  $ (105,068)  $ (18,901)

      
Net income (loss) available to common stockholders, as reported   $ 76,932  $ (125,212)  $ (199,918)  $ (273,609)
Add back: goodwill amortization expense, net of tax    —     1,696   —     5,088 
      
Adjusted net income (loss) available to common stockholders   $ 76,932  $ (123,516)  $ (199,918)  $ (268,521)

      
Basic and diluted loss per share from continuing operations before extraordinary item as

reported   $ (0.10)  $ (0.02)  $ (0.27)  $ (0.07)
Add back: goodwill amortization expense, net of tax    —     —     —     0.01 
      
Adjusted basic and diluted loss per share from continuing operations before extraordinary item

as reported   $ (0.10)  $ (0.02)  $ (0.27)  $ (0.06)

      
Basic and diluted earnings (loss) per share available to common stockholders as reported   $ 0.20  $ (0.32)  $ (0.51)  $ (0.73)
Add back: goodwill amortization expense, net of tax    —     —     —     0.01 
      
Adjusted basic and diluted earnings (loss) per share available to common stockholders   $ 0.20  $ (0.32)  $ (0.51)  $ (0.72)

      
 
F.  RESTRUCTURING CHARGES
 The following table summarizes the activity in the restructuring accrual from July 31, 2002 through April 30, 2003:
 
   Employee

Related
Expenses

  Contractual
Obligations

  Asset
Impairments

  Total  



   (in thousands)  
Accrued restructuring balance at July 31, 2002   $ 421  $ 23,362  $ —    $ 23,783 
Q1 Restructuring    19   146   —     165 
Cash payments    (23)   (8,131)   —     (8,154)
Non-cash charges    —     —     —     —   
      
Accrued restructuring balance at October 31, 2002    417   15,377   —     15,794 
Q2 Restructuring    42   1,270   6,256   7,568 
Restructuring adjustments    —     1,473   —     1,473 
Cash payments    (459)   (5,441)   —     (5,900)
Non-cash charges    —     —     (6,256)   (6,256)
      
Accrued restructuring balance at January 31, 2003    —     12,679   —     12,679 
Q3 Restructuring    1,783   10,170   7,838   19,791 
Restructuring adjustments    —     147   —     147 
Cash payments    (1,216)   (5,755)   —     (6,971)
Non-cash charges    —     —     (7,838)   (7,838)
      
Accrued restructuring balance at April 30, 2003   $ 567  $ 17,241  $ —    $ 17,808 
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The Company anticipates that the remaining restructuring accruals will be paid by August 2012. It is expected that the payments of employee related
expenses will be substantially complete within three months. The remaining contractual obligations primarily relate to facilities and equipment lease obligations.
 

The Company’s accrued restructuring balance of $17.8 million at April 30, 2003 includes approximately $5.5 million of long-term restructuring liabilities
classified as a component of other long-term liabilities in the Company’s condensed consolidated balance sheet at April 30, 2003.
 

The net restructuring charges (benefits) for the three and nine months ended April 30, 2003 and 2002, respectively, would have been allocated as follows
had the Company recorded the expense and adjustments within the functional department of the restructured activities:
 

   

Three Months Ended
April 30,

  

Nine Months Ended
April 30,

 

   

2003

  

2002

  

2003

  

2002

 
   (in thousands)  
Cost of revenue   $ 14,875  $ 116  $ 14,875  $ (13,387)
Research and development    —     —     —     112 
Selling    148   17   157   437 
General and administrative    4,915   959   14,112   6,068 
         
   $ 19,938  $ 1,092  $ 29,144  $ (6,770)

         
 

The Company’s restructuring initiatives during the nine months ended April 30, 2003 and 2002, respectively, involved strategic decisions to exit certain
businesses and to reposition certain on-going businesses of the Company. Restructuring charges consisted primarily of contract terminations, severance charges
and facility and equipment charges incurred as a result of the cessation of operations of certain subsidiaries and actions taken at several remaining subsidiaries
and at the Company’s corporate
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headquarters to increase operational efficiencies, improve margins and further reduce expenses. Severance charges included employee termination costs as a
result of workforce reductions. Employees affected by the restructurings were notified both through direct personal contact and by written notification. The
contract terminations primarily consisted of costs to exit facility and equipment leases and to terminate bandwidth and other vendor contracts. The asset
impairment charges primarily related to the write-off of property and equipment.
 

During the three months ended April 30, 2003, the Company recorded net restructuring charges of approximately $19.9 million. The charges primarily
related to restructuring initiatives at the Company’s wholly-owned subsidiary, SalesLink, which recorded charges of approximately $15.5 million during the
period, as a result of the implementation of a restructuring plan designed to reduce overhead costs in response to continued weak demand for U.S. based supply
chain management services. The restructuring charges related primarily to an unoccupied facility in Newark, California ($2.6 million), vacant partitioned space in
SalesLink’s Memphis facility ($3.3 million), unutilized fixed assets in these facilities ($7.8 million), and a work force reduction of 120 employees ($0.7 million).
Additionally, during the quarter the Company recorded restructuring charges totaling approximately $4.1 million at its corporate headquarters. These charges
primarily included the termination of certain operating equipment lease obligations ($1.9 million), the restructuring of the Company’s hosting services
arrangements ($0.9 million) in response to the divestiture of several subsidiaries, and the reduced overall hosting services required to support the ongoing
business operations of the Company, and a work force reduction of 31 employees ($1.1 million) as part of the Company’s continued focus on cost savings.
 

During the nine months ended April 30, 2003, the Company recorded net restructuring charges of approximately $29.1 million. The charges primarily
related to restructuring initiatives at the Company’s wholly-owned subsidiary, SalesLink, which recorded charges of approximately $15.5 million during the
period, and at the Company’s corporate headquarters which recorded charges of approximately $13.2 million during the period. The restructuring charges at
SalesLink included charges related to an unoccupied facility in Newark, California ($2.6 million), vacant partitioned space in SalesLink’s Memphis facility ($3.3
million), unutilized fixed assets in these facilities ($7.8 million), and a work force reduction of 120 employees ($0.7 million). These restructuring charges were
the result of the implementation of a restructuring plan designed to reduce overhead costs in response to continued weak demand for U.S. based supply chain
management services. The restructuring charges at the Company’s corporate headquarters primarily included the termination of certain operating equipment lease
obligations ($3.1 million), the restructuring of the Company’s hosting services arrangements ($0.9 million) in response to the divestiture of several subsidiaries,
and the reduced overall hosting services required to support the ongoing business operations of the Company, and a work force reduction of 34 employees ($1.2
million) as part of the Company’s continued focus on cost savings. The balance of the Company’s restructuring charges during the nine months ended April 30,
2003 related primarily to the recognition of the cumulative translation component of equity as a result of the substantial completion of the shutdown of the
Company’s European operations ($5.0 million), the write-off of certain software related assets ($1.2 million), and a charge related to facility lease obligations
beyond the Company’s previous estimates ($3.2 million). These charges were partially offset by the settlement of certain facility lease obligations related to the
Company’s European operations for amounts less than originally anticipated ($1.5 million).
 

During the three months ended April 30, 2002, the Company recorded net restructuring charges of approximately $1.1 million. The charges primarily
related to workforce reductions at the Company’s corporate headquarters ($0.3 million) and at its MyWay subsidiary ($0.3 million). The corporate workforce
reduction was the result of the Company’s continued focus on reducing corporate infrastructure costs. The workforce reductions at MyWay resulted from the
termination of MyWay’s remaining employees upon completion of the wind-down of business operations.
 

During the nine months ended April 30, 2002, the Company recorded a net restructuring benefit of approximately $6.8 million. The restructuring benefit
primarily resulted from certain vendor and customer contractual obligations of NaviPath (primarily purchase commitments and service contracts) being settled for
amounts less than originally estimated ($21.1 million). The restructuring benefit was partially offset by charges related to restructuring initiatives at the
Company’s NaviPath and MyWay subsidiaries, as well at the Company’s corporate headquarters. The restructuring charges at NaviPath related to severance,
legal, and other professional fees incurred in connection with the cessation of its operations ($3.1 million). The restructuring charges at MyWay included the
write-off of property and equipment, as well as the termination of customer and vendor contracts in connection with the cessation of its operations ($4.6 million).
The restructuring charge at the Company’s headquarters consisted of severance costs for the termination of approximately 70 employees ($0.9 million), as well as
costs related to vacant space at certain of the Company’s facilities in San Francisco, CA ($2.3 million), and in Europe ($1.6 million), as well as unutilized fixed
assets related to these facilities ($0.9 million).
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G.  DISCONTINUED OPERATIONS AND DIVESTITURES
 On August 1, 2002, the Company adopted SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” Under the provisions of
SFAS No. 144, certain disposal activities that previously did not qualify for discontinued operations accounting will now be required to be reported as
discontinued operations. SFAS No. 144 requires that a disposal of a component of an entity comprising operations and cash flows that can be clearly
distinguished, operationally and for financial reporting purposes from the rest of the entity, shall be reported as discontinued operations if (a) the operations of the
component have been or will be eliminated from the ongoing operations of the entity as a result of the disposition activity, and (b) the entity will not have any
significant continuing involvement in the operations of the component after the disposal transaction.
 

On April 25, 2003, AltaVista Company (“AltaVista”), a majority-owned operating company of CMGI, sold substantially all of its assets and business
operations to Overture Services, Inc. (“Overture”), pursuant to the terms of an asset purchase agreement, dated as of February 18, 2003, by and among Overture,
AltaVista, CMGI and Aurora I, LLC, a wholly owned subsidiary of AltaVista. In consideration of the asset sale, Overture paid AltaVista $60,000,000 in cash and
issued to AltaVista an aggregate of 4,274,670 shares of Overture common stock, of which 10% of the consideration is subject to an escrow agreement. In
addition, Overture agreed to assume certain liabilities of AltaVista. During the second quarter ended January 31, 2003, AltaVista was classified in the Company’s
financial statements as “held for sale.” During the third quarter ended April 30, 2003, AltaVista recorded a gain of approximately $97.6 million on its sale of its
assets and business operations.
 

During the quarter ended April 30, 2003, ProvisionSoft, Inc (“ProvisionSoft”), a majority-owned operating company of CMGI, ceased operations. As a
result, the Company wrote off $35.6 million of minority interest in ProvisionSoft during the period.
 

On April 2, 2003, uBid, Inc. (“uBid”), a wholly-owned operating company of CMGI, sold substantially all of its assets to Takumi Interactive, Inc.
(“Takumi”), pursuant to the terms of an asset purchase agreement dated as of April 2, 2003, by and among Takumi, CMGI and uBid. In consideration of the asset
sale, Takumi paid uBid (i) $1,612,500 in cash at closing, (ii) a promissory note in the aggregate principal amount of $2,000,000, bearing interest at the Prime rate
plus 1.5%, payable in two equal installments on the first and second anniversaries of the closing, and (iii) a warrant to purchase nonvoting common stock of
Takumi constituting 5% of the outstanding common stock of Takumi on the consummation of the asset sale (calculated on a fully-diluted, as-converted basis). In
addition, Takumi agreed to assume certain liabilities of uBid. During the second quarter ended January 31, 2003, uBid was classified in the Company’s financial
statements as “held for sale,” and the Company recorded impairment charges of approximately $96.2 million for the impairment of goodwill and other long-lived
assets, and accrued approximately $3.7 million for the estimated loss on the sale by uBid of its assets and business operations. During the third quarter ended
April 30, 2003, uBid recorded a $0.8 million adjustment to its original estimate of the loss on the sale, based on the final terms of the sale agreement.
 

On March 7, 2003, the Company sold all of its equity ownership interests in Tallan, Inc. (“Tallan”) to a group (the “Tallan Buyer”) led by management of
Tallan. Under the terms of the Transaction Agreement, the Company sold to the Tallan Buyer 100% of the issued and outstanding shares of Tallan. In
consideration thereof, the Company received, among other things, (i) approximately $7.1 million in cash, (ii) a senior secured promissory note due in March 2008
in the principal amount of $3.0 million made by the Tallan Buyer, and (iii) a warrant for the purchase of 9.0% of the issued and outstanding shares of Tallan
common stock, as of the earlier of the date of first exercise or merger or sale of Tallan (on a fully diluted basis, giving effect to the exercise or conversion of all
then-outstanding convertible securities of Tallan) at an exercise price of $.01 per share. In addition, Tallan agreed to pay to the Company up to an additional $5.0
million in earnout payments commencing in fiscal 2004 based on Tallan’s achievement of certain revenue thresholds. During the second quarter ended January
31, 2003, Tallan was classified in the Company’s financial statements as “held for sale,” and the Company recorded impairment charges of approximately $32.0
million for the impairment of goodwill and other long-lived assets, and accrued approximately $2.6 million for the estimated loss on the sale of its equity interests
in Tallan. During the third quarter ended April 30, 2003, the Company recorded a $1.9 million adjustment to its original estimate of the loss on the sale, based on
the final terms of the sale agreement.
 

On February 28, 2003, Info USA Inc. acquired Yesmail, Inc. (“Yesmail”) in a cash merger pursuant to which the company received approximately $5.0
million in cash, subject to certain adjustments and customary escrow arrangements. During the second quarter ended January 31, 2003, Yesmail was classified in
the Company’s financial statements as “held for sale.” During the third quarter ended April 30, 2003, the Company recorded a gain of approximately $1.6 million
on the sale of its equity interests in Yesmail.
 

The Company met the criteria specified in SFAS No. 144 in order to classify uBid, AltaVista, Tallan and Yesmail as discontinued operations at January 31,
2003 and ProvisionSoft as a discontinued operation at April 30, 2003. Therefore, for all periods presented, uBid, which was previously included in the eBusiness
and Fulfillment segment, and Tallan, Yesmail, AltaVista and ProvisionSoft,
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which were previously included in the Enterprise Software and Services segment, have been reported as discontinued operations in the condensed consolidated
financial statements for all periods presented.
 

On September 9, 2002, the Company sold all of its equity and debt ownership interests in Engage. Under the terms of the Transaction Agreement, CMGI
transferred to Engage approximately 148.4 million shares of common stock of Engage held by CMGI, representing approximately 76% of the issued and
outstanding shares of Engage, and cancelled approximately $60 million of debt, including all convertible debt, owed to CMGI by Engage. In consideration of the
equity transfer and debt cancellation, Engage, among other things, (i) paid to CMGI $2.5 million in cash, (ii) agreed to pay to CMGI up to an additional $6.0
million, comprised of a senior secured promissory note due in September 2006 and earnout payments commencing in fiscal year 2004, and (iii) issued to CMGI a
warrant for the purchase of up to 9.9% of the issued and outstanding shares of Engage common stock, as of the earlier of the date of first exercise or a merger or
sale of Engage (on a fully diluted basis, giving effect to the exercise or conversion of all then outstanding convertible securities of Engage other than stock
options issued to employees and directors of Engage), at an exercise price of $.048 per share. As a result of the divestiture, Engage, which was previously
included within the Enterprise Software and Services segment, has been accounted for as a discontinued operation in accordance with the provisions of SFAS No.
144. Accordingly, Engage’s operating results have been segregated from continuing operations and have been reported as discontinued operations in the
accompanying condensed consolidated balance sheets and statements of operations and cash flows, and related notes to the condensed consolidated financial
statements for all periods presented. The Company has recorded a loss on the disposal of Engage of approximately $16.6 million (which included a $2.8 million
loss from discontinued operations and a $13.8 million loss on the sale).
 

On June 12, 2002 (the measurement date), CMGI’s board of directors authorized the divestiture of the Company’s equity and debt ownership interests in its
subsidiary NaviSite. On September 11, 2002, the Company completed the sale of all its equity and debt ownership interests in its subsidiary, NaviSite to
ClearBlue Technologies, Inc. (“ClearBlue”). In consideration thereof, the Company received, among other things, 131,579 shares of common stock of ClearBlue.
On the measurement date, NaviSite comprised more than 90% of both the total assets and operating losses of the Managed Application Services segment and
NaviSite’s product offering represented both a major line of business and a distinct class of customer. As a result, during the fourth quarter of the Company’s
fiscal year ended July 31, 2002, the Company accounted for its divestiture of NaviSite as discontinued operations in accordance with the provisions of APB 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”. At July 31, 2002, the Company expected to record a net gain in the first quarter of fiscal year 2003 on the sale of its debt and equity
ownership interests in NaviSite. The estimated gain on the sale of NaviSite included the results of operations from the measurement date through the date of
disposal. The results of operations of NaviSite from the measurement date through July 31, 2002 were deferred and reflected as deferred loss on disposal of
subsidiary on the condensed consolidated balance sheet at July 31, 2002. NaviSite’s operating results have been segregated from continuing operations and have
been reported as discontinued operations in the accompanying condensed consolidated balance sheets and statements of operations and cash flows, and related
notes to the condensed consolidated financial statements for all periods presented. During the nine months ended April 30, 2003, the Company recorded a gain of
approximately $2.3 million on the disposal of NaviSite. In December 2002, the Company received 213,437 shares of NaviSite Common Stock upon distribution
from ClearBlue.
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Summarized financial information for the discontinued operations of Yesmail, AltaVista, Tallan, uBid, ProvisionSoft, Engage and NaviSite are as follows:
 

   

Three Months Ended
April 30,

  

Nine Months Ended
April 30,

 

   

2003

  

2002

  

2003

  

2002

 
   (in thousands)  
Results of operations:                  
Net revenue   $ 30,123  $ 156,153  $ 173,648  $ 480,089 
Total expenses    49,993   272,489   391,834   860,990 
      
Net loss    (19,870)   (116,336)   (218,186)   (380,901)
Minority interest write-off—ProvisionSoft    35,666   —     35,666   —   
Gain on sale of NaviSite    —     —     2,291   —   
Loss on sale of Engage    —     —     (16,631)   —   
Gain on sale of AltaVista    97,603   —     97,603   —   
Gain on sale of Yesmail    1,632   —     1,632   —   
Held for sale loss adjustment Tallan    1,896   —     1,896   —   
Held for sale loss adjustment uBid    879   —     879   —   
      
Net income (loss) from discontinued operations   $ 117,806  $ (116,336)  $ (94,850)  $ (380,901)

      
 

   

April 30, 2003

  

July 31, 2002

 
   (in thousands)  
Financial position:          
Current assets   $ 2,416  $ 151,697 
Property and equipment, net   $ 45  $ 29,636 
Other assets   $ —    $ 160,609 
Total liabilities   $ (2,460)  $ (208,383)
    
Net assets of discontinued operations   $ 1  $ 133,559 

    
 

On October 17, 2002, the Company sold all of its equity ownership interests in Equilibrium to a group (the “Buyer”) led by the management of
Equilibrium. Under the terms of the agreement, the Company sold to the Buyer 100% of the issued and outstanding shares of Equilibrium. In consideration
thereof, the Company received, among other things, (i) a senior secured promissory note due in October 2005 in the principal amount of $1.5 million, (ii) a
warrant for the purchase of 19.9% of the issued and outstanding shares of Equilibrium common stock, as of the earlier of the date of first exercise or a merger or
sale of Equilibrium (on a fully diluted basis, giving effect to the exercise or conversion of all then outstanding convertible securities of Equilibrium), at an
exercise price of $.01 per share, and (iii) a royalty-free, perpetual worldwide license to use Equilibrium’s MediaRich software. As a result of the sale, the
Company recorded a pre-tax loss of approximately $3.5 million. As a result of the terms of the warrant received, the disposition of Equilibrium does not qualify
for discontinued operations reporting in accordance with SFAS No. 144.
 

On November 6, 2002, the Company entered into a Recapitalization Agreement with Signatures SNI, Inc. (“Signatures”) in which Signatures paid the
Company a total of $8.0 million to: (i) redeem all of the capital stock held by the Company; (ii) retire a portion of the outstanding principal balance on the
promissory note held by the Company; and (iii) retire all of the outstanding accrued interest relating to the promissory note. In addition, the Company contributed
the remaining promissory note principal balance to the capital of Signatures and cancelled the outstanding warrants. As a result of this transaction, during the nine
months ended April 30, 2003, the Company recorded a pre-tax loss of approximately $14.1 million.
 
H.  SEGMENT INFORMATION
 Based on the information provided to the Company’s chief operating decision-maker for purposes of making decisions about allocating resources and
assessing performance, the Company’s operations had previously been classified in two operating segments: Enterprise Software and Services and eBusiness and
Fulfillment. The sole remaining operating business in the Enterprise Software and Services segment, ProvisionSoft, ceased operations during the fiscal quarter
ended April 30, 2003 and has been reported as a discontinued operation. The company now reports one operating segment, eBusiness and Fulfillment, which
includes the results of operations of the Company’s SalesLink and SL Supply Chain Services International Corp. subsidiaries.
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In addition to its one current operating segment, the Company continues to report a Enterprise Software and Services segment (which consists of the
operations of Equilibrium, CMGI Solutions and Nascent), a Portals segment (that consists of the operations of MyWay and iCAST) and a Managed Application
Services segment (that consists of the operations of NaviPath, ExchangePath, 1stUp, and Activate), as these entities do not meet the aggregation criteria under
SFAS No. 131 with respect to the Company’s current reporting segments. The historical results of these companies will continue to be reported in the Enterprise
Software and Services, Portals and Managed Application Services segments, respectively, as will any residual results from operations that exist through the
cessation of operations of these entities, each of which have been divested or substantially wound down.
 

Management evaluates segment performance based on segment net revenue, operating loss and “Adjusted operating income (loss)”, which is defined as the
operating income (loss) excluding net charges related to in-process research and development, depreciation, long-lived asset impairment, restructuring, and
amortization of intangible assets and stock-based compensation. The Company believes that its Adjusted measure of operating income/(loss) provides investors
with a useful supplemental measure of the Company’s operating performance by excluding the impact of one-time gains/(losses), non-cash charges, and
restructuring activities. Historically, the Company has recorded significant one-time gains/(losses), and impairment and restructuring charges and therefore
management uses Adjusted operating income/(loss) to assist in evaluating the Company’s operating performance. These Adjusted results should be evaluated in
light of the Company’s financial results prepared in accordance with US GAAP.
 

“Other” includes certain corporate infrastructure expenses, which are not identifiable to the operations of the Company’s operating business segments.
 

Summarized financial information of the Company’s continuing operations by business segment is as follows:
 

   

Three Months Ended
April 30,

  

Nine Months Ended
April 30,

 

   

2003

  

2002

  

2003

  

2002

 
   (in thousands)  
Net revenue:                  

Enterprise Software and Services   $ —    $ 468  $ 227  $ 1,172 
eBusiness and Fulfillment    105,974   30,414   338,334   106,092 
Managed Application Services    135   138   544   5,953 
Portals    —     211   —     6,536 

      
   $ 106,109  $ 31,231  $ 339,105  $ 119,753 

      
Operating income (loss):                  

Enterprise Software and Services   $ —    $ (3,058)  $ (966)  $ (10,602)
eBusiness and Fulfillment    (15,028)   (667)   (12,985)   (1,617)
Managed Application Services    (149)   233   251   2,341 
Portals    (450)   (95)   419   (6,391)
Other    (11,894)   (10,368)   (45,145)   (39,357)

      
   $ (27,521)  $ (13,955)  $ (58,426)  $ (55,626)

      
Adjusted operating income (loss):                  

Enterprise Software and Services   $ —    $ (1,850)  $ (911)  $ (6,979)
eBusiness and Fulfillment    1,767   1,161   6,657   3,492 
Managed Application Services    136   33   560   (13,080)
Portals    (7)   353   956   60 
Other    (6,157)   (8,316)   (28,154)   (26,778)

      
   $ (4,261)  $ (8,619)  $ (20,892)  $ (43,285)

      
 

   

Three Months Ended
April 30,

  

Nine Months Ended
April 30,

 

   

2003

  

2002

  

2003

  

2003

 
   (in thousands)  
Operating Loss   $ (27,521)  $ (13,955)  $ (58,426)  $ (55,626)
Adjustments:                  
Depreciation    2,835   2,493   7,770   11,531 
Impairment of long-lived assets    432   —     456   2,328 
Restructuring (adjustments), net    19,938   1,092   29,144   (6,770)
Amortization of intangible assets and stock-based compensation    55   1,751   164   5,252 
      
Adjusted operating loss   $ (4,261)  $ (8,619)  $ (20,892)  $ (43,285)
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I.  EARNINGS PER SHARE
 The Company calculates earnings per share in accordance with Statement of Financial Accounting Standards (SFAS) No. 128, “Earnings per Share.” Basic
earnings per share is computed based on the weighted average number of common shares outstanding during the period. The dilutive effect of common stock
equivalents is included in the calculation of diluted earnings per share only when the effect of the inclusion would be dilutive. Approximately 6.5 million and zero
weighted average common stock equivalents were excluded from the denominator in the diluted earnings per share calculation for the three months ended April
30, 2003 and 2002, respectively, as their inclusion would be antidilutive. Approximately 6.6 million and 3.1 million weighted average common stock equivalents
were excluded from the denominator in the diluted earnings per share calculation for the nine months ended April 30, 2003 and 2002, respectively, as their
inclusion would be antidilutive.
 

If a subsidiary has dilutive stock options or warrants outstanding, diluted earnings per share is computed by first deducting from net income (loss) the
income attributable to the potential exercise of the dilutive stock options or warrants of the subsidiary. The effect of income (loss) attributable to dilutive
subsidiary stock equivalents was immaterial for the three and nine months ended April 30, 2003 and 2002, respectively.
 
J.  COMPREHENSIVE INCOME (LOSS)
 The components of comprehensive income (loss), net of income taxes, are as follows:
 

   

Three Months Ended
April 30,

  

Nine Months Ended
April 30,

 

   

2003

  

2002

  

2003

  

2002

 
   (in thousands)  
Net income (loss)   $ 76,932  $ (125,212)  $ (199,918)  $ (334,813)
Net unrealized holding loss arising during the period    (827)   (4,169)   (969)   (32,156)
Reclassification adjustment for net realized (gains) losses included in net income (loss)    —     3,212   (4,133)   16,256 
      
    (827)   (957)   (5,102)   (15,900)
      
Net unrealized foreign currency translation adjustment arising during the period    (77)   —     (5,251)   —   
Reclassification adjustment for foreign currency translation adjustment included in net income

(loss)    —     —     5,040   —   
      
    (77)   —     (211)   —   
      
Comprehensive income (loss)   $ 76,028  $ (126,169)  $ (205,231)  $ (350,713)

      
 

The components of accumulated other comprehensive income (loss) as of April 30, 2003 and July 31, 2002 are as follows:
 

   

April 30,
2003

  

July 31,
2002

   (in thousands)
Net unrealized holding gains (losses)   $ (190)  $ 779
Cumulative foreign currency translation adjustment    (211)   —  
    
   $ (401)  $ 779
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CMGI, INC. AND SUBSIDIARIES
 NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 
K.  CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS SUPPLEMENTAL INFORMATION
 

   

Nine Months Ended
April 30,

   

2003

  

2002

   (in thousands)
Cash paid during the period for:         

Interest   $ 700  $ 343

     
Income taxes   $ 310  $ 856

     
Cash received during the period for:         

Federal income tax refund   $ —    $ 13,975

     
 

During the nine months ended April 30, 2003 significant non-cash financing activities included the following:
 

In December 2002, the Company fulfilled its obligation to deliver approximately 448.3 million shares of PCCW stock to the Holders (see note M). This
obligation had been classified as notes payable on the Company’s condensed consolidated balance sheet at July 31, 2002.
 
L.  INVENTORIES
 Inventories at April 30, 2003 and July 31, 2002 consisted of the following:
 

   

April 30, 2003

  

July 31, 2002

   (in thousands)
Raw Materials   $ 25,891  $ 24,274
Work-in-process    197   104
Finished Goods    15,070   7,799
     
   $ 41,158  $ 32,177

     
 
M.  RETIREMENT OF SERIES C CONVERTIBLE PREFERRED STOCK
 On June 29, 1999, CMGI completed a $375 million private placement of 375,000 shares of newly issued Series C Redeemable, Convertible Preferred
Stock (Series C Preferred Stock). Each share of Series C Preferred Stock had a stated value of $1,000 per share. The Company paid a semi-annual dividend of 2%
per annum, in arrears, on June 30 and December 30 of each year at the Company’s option, in cash or through an adjustment to the liquidation preference of the
Series C Preferred Stock. The Series C Preferred Stock was redeemable at the option of the holders upon the occurrence of certain events.
 

In November 2001, the Company repurchased all of the outstanding shares of its Series C Convertible Preferred Stock pursuant to privately negotiated
stock exchange agreements with the holders of the Series C Preferred Stock (the “Holders”). Under these agreements, the Company repurchased all of the
outstanding shares of its Series C Preferred Stock for aggregate consideration consisting of approximately $100.3 million in cash, approximately 34.7 million
shares of the Company’s common stock, and an obligation to deliver, no later than December 2, 2002, approximately 448.3 million shares of PCCW stock.
 

In addition, due to the delayed delivery obligation with respect to the PCCW shares, the Company made cash payments to the Holders of approximately
$7.2 million during fiscal 2002 and approximately $8.0 million during fiscal 2003.
 

The carrying value of the consideration exchanged approximated fair market value at the date of the transaction. As a result, in November 2001, the
Company reclassified its investment in PCCW shares from “Other assets” to “Trading security” in accordance with SFAS No. 115, and recorded the liability
related to the obligation to deliver the PCCW stock as a current note payable, both of which were carried at market value. Changes in the fair value of the PCCW
stock and the note payable were recorded in the condensed consolidated statements of operations as Other losses, net and as adjustments to interest expense,
respectively. The fair market value adjustment of the note payable for the nine months ended April 30, 2003 was $6.3 million, and resulted in a $6.3 million
decrease to interest expense, which was offset by a loss of $6.3 million on the fair value adjustment of the trading security which was included in Other losses,
net.
 

On December 2, 2002, the Company fulfilled its obligation to deliver approximately 448.3 million shares of PCCW stock to the Holders. No gain or loss
was recognized upon settlement.
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CMGI, INC. AND SUBSIDIARIES
 NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 
N.  AGREEMENTS WITH HEWLETT-PACKARD COMPANY
 In November 2001, Hewlett-Packard, a significant stockholder of the Company (HP), agreed to deem the Company’s $220.0 million in aggregate face
amount of notes payable, plus the accrued interest thereon, paid in full in exchange for $75.0 million in cash, approximately 4.5 million shares of CMGI common
stock and CMGI’s 49% ownership interest in its affiliate, B2E Solutions, LLC, of which HP had previously owned the remaining 51%. As a result, the Company
recorded an extraordinary gain of approximately $131.3 million, net of taxes, related to the extinguishment of the Company’s $220.0 million in face amounts
notes payable to HP. The gain was calculated as the difference between the carrying value of the notes payable plus accrued interest thereon, less the carrying
value of the consideration exchanged. The carrying value of the consideration approximated fair market value at the date of the transaction.
 
O.  CONTINGENCIES
 In December 1999, Neil Braun, a former officer of iCAST Corporation, a wholly owned subsidiary of the Company (“iCAST”), filed a complaint in United
States District Court, Southern District of New York naming the Company, iCAST and David S. Wetherell as defendants. In the complaint, Mr. Braun alleged
breach of contract regarding his termination from iCAST and claimed that he was entitled to acceleration of options to purchase CMGI common stock and iCAST
common stock, upon his termination, under contract and promissory estoppel principles. Mr. Braun also claimed that, under quantum meruit principles, he was
entitled to lost compensation. Mr. Braun sought damages of approximately $50 million and requested specific performance of the acceleration and exercise of
options. In August 2001, the Court (i) granted summary judgment dismissing Mr. Wetherell as a defendant and (ii) granted summary judgment, disposing of Mr.
Braun’s contract claim. In February 2002, the Court granted summary judgment disposing of Mr. Braun’s promissory estoppel claim. Trial on the quantum meruit
claim was held in March 2002 and the jury returned a verdict in favor of Mr. Braun and against the Company in the amount of $113,482.24. As to iCAST, the jury
found that Mr. Braun had not proven his claim. The Company filed a motion for directed verdict, which motion sought to set aside the jury verdict against the
Company. Such motion was denied. In May 2002, Mr. Braun appealed the Court’s dismissal of his contract and promissory estoppel claims against iCAST and
the Company. On February 11, 2003, the United States Court of Appeals for the Second Circuit heard argument on the appeal and took the case under advisement.
On May 19, 2003, the Court of Appeals affirmed the District Court’s decisions.
 

In August 2001, Jeffrey Black, a former employee of AltaVista, filed a complaint in Superior Court of the State of California (Santa Clara County) in his
individual capacity as well as in his capacity as a trustee of two family trusts against the Company and AltaVista alleging certain claims arising out of his
relationship with the Company and AltaVista and the termination of Mr. Black’s employment with AltaVista. The Company and AltaVista each believes that these
claims are without merit and plans to vigorously defend against these claims. In March 2002, the court ordered the entire case to binding arbitration in California.
In August 2002, Mr. Black submitted the matter to the American Arbitration Association. An arbitrator was appointed in January 2003 and an arbitration hearing
is scheduled for August 2003. Mr. Black’s statement of damages in the arbitration proceeding seeks monetary damages in excess of $16 million. In April 2003,
Mr. Black applied to the Superior Court for a temporary restraining order requiring AltaVista to maintain in an escrow account certain funds received by AltaVista
in the sale of its assets to Overture. The court denied the application for a temporary restraining order and on May 29, 2003 denied the application for a
preliminary injunction. On May 15, 2003, Mr. Black was given leave by the court to file a third amended complaint naming Overture as a defendant as successor
in interest to AltaVista. In connection with Overture’s acquisition of AltaVista’s business, Overture agreed to assume any liability of AltaVista with respect to this
action.
 

On January 28, 2002, Mark Nutritionals, Inc. (“MNI”) filed suit against AltaVista in the United States District Court for the Western District of Texas, San
Antonio Division. The claims against AltaVista include unfair competition and trademark infringement and dilution, under both federal law and the laws of the
State of Texas. MNI is seeking compensatory damages in the amount of $10.0 million and punitive damages. AltaVista believes that these claims are without
merit and plans to vigorously defend against these claims. AltaVista filed its answer on March 1, 2002, denying the allegations. MNI has filed for Chapter 11
bankruptcy protection. AltaVista is entitled to indemnification by a third party with respect to this matter. In connection with Overture’s acquisition of AltaVista’s
business, Overture agreed to assume any liability of AltaVista with respect to this action.
 

On March 11, 2002, Sean Barger, a former employee and principal stockholder of Equilibrium Technologies, Inc. (“Equilibrium”), filed a complaint in
Superior Court of the State of California (San Francisco County) in his individual capacity against the Company, AltaVista, David S. Andonian, Andrew J.
Hajducky, III, and David S. Wetherell alleging certain claims arising out of the Company’s acquisition of Equilibrium in January 2000. As set forth in the
complaint, Mr. Barger alleged, among other things, (1) violation of state securities statutes, (2) fraudulent inducement, deceit, and fraud, (3) negligent
misrepresentation, (4) unfair competition and (5) breach of fiduciary duty. The Company believes that these claims are without
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 NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
 
merit and plans to vigorously defend the action. Mr. Barger is claiming an unspecified amount of damages. On October 29, 2002, Mr. Barger amended his
complaint to allege, among other things, personal jurisdiction over the individual defendants. On January 27, 2003, Mr. Barger again amended his complaint to
add allegations pertaining to the breach of fiduciary duty claim. The Court subsequently dismissed without leave to amend Mr. Barger’s claim for breach of
fiduciary duty. No trial date has been scheduled. In connection with Overture’s acquisition of AltaVista’s business, Overture agreed to assume any liability of
AltaVista with respect to this action.
 

The Company and its subsidiaries are from time-to-time subject to other legal proceedings and claims which arise in the ordinary course of its business. In
the opinion of management, the amount of ultimate liability with respect to these actions will not materially affect the financial position or results of operations of
the Company.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF     OPERATIONS
 The matters discussed in this report contain forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934, as
amended, and Section 27A of the Securities Act of 1933, as amended, that involve risks and uncertainties. All statements other than statements of historical
information provided herein may be deemed to be forward-looking statements. Without limiting the foregoing, the words “believes”, “anticipates”, “plans”,
“expects” and similar expressions are intended to identify forward-looking statements. Factors that could cause actual results to differ materially from those
reflected in the forward-looking statements include, but are not limited to, those discussed in this section under the heading “Factors That May Affect Future
Results” and elsewhere in this report and the risks discussed in the Company’s other filings with the SEC. Readers are cautioned not to place undue reliance on
these forward-looking statements, which reflect management’s analysis, judgment, belief or expectation only as of the date hereof. The Company undertakes no
obligation to publicly revise these forward-looking statements to reflect events or circumstances that arise after the date hereof.
 
Basis of Presentation
 The Company reports one current operating segment, eBusiness and Fulfillment. During the quarter ended April 30, 2003, the sole remaining operating
business in the Enterprise Software and Services segment, ProvisionSoft, ceased operations and is now reported as a discontinued operation. The eBusiness and
Fulfillment segment includes the results of operations of the Company’s SalesLink and SL Supply Chain Services International Corp. subsidiaries. The Other
segment represents certain corporate cash and cash equivalents, available-for-sale and trading securities, certain other assets and liabilities, and marketing and
administrative expenses and the results of the Company’s venture capital entities.
 

In addition to its one current operating segment, the Company continues to report an Enterprise Software and Services segment (that consists of the
operations of Equilibrium, CMGI Solutions and Nascent), a Portals segment (that consists of the operations of MyWay and iCAST) and a Managed Application
Services segment (that consists of the operations of NaviPath, ExchangePath, 1stUp, and Activate), as these entities do not meet the aggregation criteria under
SFAS No. 131 with respect to the Company’s current reporting segments. The historical results of these companies will continue to be reported in the Enterprise
Software and Services, Portals and Managed Application Services segments, respectively, as will any residual results from operations that exist through the
cessation of operations of these entities, each of which has been divested or substantially wound down.
 

On September 9, 2002, the Company sold all of its equity and debt ownership interests in Engage. On September 11, 2002, the Company sold all of its
equity and debt ownership interests in NaviSite, pursuant to a plan approved on June 12, 2002. On February 28, 2003, InfoUSA acquired Yesmail in a cash
merger. On March 7, 2003, the Company sold all of its equity ownership interests in Tallan. On April 2, 2003, uBid sold substantially all of its assets and business
pursuant to the terms of an asset purchase agreement. On April 25, 2003, AltaVista sold substantially all of its assets and business pursuant to the terms of an
asset purchase agreement. During the quarter ended April 30, 2003, ProvisionSoft ceased operations.
 

As a result, for all periods presented, Engage, AltaVista, Yesmail, Tallan, and ProvisionSoft, which were previously included within the Enterprise
Software and Services segment, uBid, which was previously included within the eBusiness and Fulfillment segment, and NaviSite, which was previously
included within the Managed Application Services segment, have been accounted for as discontinued operations. Accordingly, the assets, liabilities and operating
results of these companies have been segregated from continuing operations and reported as discontinued operations in the accompanying condensed consolidated
balance sheets and statements of operations and cash flows, and related notes to the condensed consolidated financial statements for all periods presented.
 

Certain amounts for prior periods in the accompanying condensed consolidated financial statements, and in the discussion below, have been reclassified to
conform to current period presentations.
 

In accordance with accounting principles generally accepted in the United States of America, all significant intercompany transactions and balances have
been eliminated in consolidation. Accordingly, segment results reported by the Company exclude the effect of transactions between the Company’s subsidiaries.
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Results of Operations
 Three months ended April 30, 2003 compared to the three months ended April 30, 2002
 
Net Revenue:
 

   

Three Months
Ended

April 30,
2003

  

As a% of
Total Net
Revenue

  

Three Months
Ended

April 30,
2002

  

As a % of
Total Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Enterprise Software and Services   $ —    —    $ 468  1% $ (468)  (100)%
eBusiness and Fulfillment    105,974  100%  30,414  98%  75,560  248 %
Managed Application Services    135  —     138  —     (3)  (2)%
Portals    —    —     211  1%  (211)  (100)%
                

Total   $ 106,109  100% $ 31,231  100% $ 74,878  240 %

                
 

The increase in net revenue for the three months ended April 30, 2003, as compared to the same period in the prior year, was the result of a 248% increase
in net revenue within the eBusiness and Fulfillment segment, partially offset by decreased net revenues in the Enterprise Software and Services and Portals
segments as a result of the divestiture and/or cessation of business operations within these segments.
 

The increase in net revenue within the eBusiness and Fulfillment segment was due to the net revenue contributions of SL Supply Chain Services
International Corp. (SL Supply Chain) through which the Company acquired substantially all of the worldwide assets and operations of Software Logistics
Corporation d/b/a iLogistix during the fourth quarter of fiscal year 2002. The increase in revenue resulting from the SL Supply Chain acquisition was partially
offset by a decline in net revenue at SalesLink. Net revenue at SalesLink declined as compared to the same period in the prior year, primarily due to volume
declines in supply chain management services. These declines are largely the result of the continued difficult economic climate for many of the major OEMs that
comprise a large part of the revenue base for SalesLink. Sales to one customer comprised approximately 79% of eBusiness and Fulfillment segment revenue for
the three months ended April 30, 2003.
 
Cost of Revenue:
 

   

Three Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Three Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Enterprise Software and Services   $ —    —    $ 55   12 %  $ (55)  (100)%
eBusiness and Fulfillment    98,582  93%  25,974   85 %   72,608  280 %
Managed Application Services    —    —     3   2 %   (3)  (100)%
Portals    —    —     (41)   (19)%   41  100 %
                

Total   $ 98,582  93% $ 25,991   83 %  $ 72,591  279%

                
 

Cost of revenue consists primarily of expenses related to the cost of products purchased for sale or distribution as well as salaries and benefit expenses,
consulting and contract labor costs, fulfillment and shipping costs, and applicable facilities costs. The increase in cost of revenue for the three months ended April
30, 2003, as compared to the same period in the prior year, was attributable to the cost of revenue of the SL Supply Chain business, which the Company acquired
during the fourth quarter of fiscal year 2002. The increase in cost of revenue from the acquisition of the SL Supply Chain business was partially offset by reduced
cost of revenue at SalesLink, due to volume declines in supply chain management services.
 

The Company’s cost of revenue as a percentage of net revenue increased to approximately 93% for the three months ended April 30, 2003 from
approximately 83% in the same period of the prior fiscal year. The increase in cost of revenue for the three months ended April 30, 2003, compared to the same
period of the prior year, is primarily the result of an 8% decrease in the gross margin percentages in the eBusiness and Fulfillment segment.
 

Cost of revenue as a percentage of net revenue within the eBusiness and Fulfillment segment increased to approximately 93% for the three months ended
April 30, 2003 from approximately 85% in the same period of the prior fiscal year, as a result of lower gross margins at SalesLink as well as the gross margin
impact of the SL Supply Chain business. The gross margins at SalesLink decreased primarily due to lower sales levels and reduced pricing of its services within
the supply chain management and literature distribution businesses, respectively, and increased costs related to amortization associated with a new Enterprise
Resource Planning (ERP) system.
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Research and Development Expenses:
 

   

Three Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Three Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Enterprise Software and Services   $ —    —    $ 518  111% $ (518)  (100)%
                

Total   $ —    —    $ 518  2% $ (518)  (100)%

                
 

Research and development expenses consist primarily of personnel and related costs to design, develop, enhance, test and deploy the Company’s products
and services either prior to the development efforts reaching technological feasibility or once the product had reached the maintenance phase of its life cycle.
Research and development expenses during the three months ended April 30, 2003 decreased compared to the same period in the prior fiscal year primarily due to
the sale of the Company’s ownership interests in Equilibrium during the first quarter of fiscal year 2003.
 
Selling Expenses:
 

   

Three Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Three Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Enterprise Software and Services   $ —    —    $ 1,152  246 %  $ (1,152)  (100)%
eBusiness and Fulfillment    987  1%  500  2 %   487  97 %
Portals    —    —     (97)  (46)%   97  100 %
Other    79  —     157  —     (78)  (50)%
               

Total   $ 1,066  1% $ 1,712  5 %  $ (646)  (38)%

               
 

Selling expenses consist primarily of advertising and other general marketing related expenses, compensation and employee-related expenses, sales
commissions, facilities costs, and travel costs. Selling expenses decreased during the three months ended April 30, 2003, as compared to the same period in the
prior fiscal year, by approximately 38%. The decrease was primarily due to headcount reductions, lower sales commissions as a result of lower net revenue,
reductions in marketing campaigns at the Company corporate headquarters, and the sale of the Company’s equity ownership interests in Equilibrium during the
first quarter of fiscal 2003.
 

The decrease within the Enterprise Software and Services segment was primarily the result of the sale of the Company’s equity ownership interests in
Equilibrium. The increase in selling expenses within the eBusiness and Fulfillment segment was primarily attributable to the Company’s acquisition of the SL
Supply Chain business during the fourth quarter of fiscal year 2002. The acquisition resulted in increased personnel and marketing related costs within the
eBusiness and Fulfillment segment.
 

Selling expense within the Other Segment consists primarily of headcount and other costs associated with the Company’s corporate marketing programs.
 
General and Administrative Expenses:
 

   

Three Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Three Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Enterprise Software and Services   $ —    —    $ 653  140% $ (653)  (100)%
eBusiness and Fulfillment    5,887  6 %   4,058  13%  1,829  45 %
Managed Application Services    (1)  (1)%   29  21%  (30)  (103)%
Portals    7  —     —    —     7  100 %
Other    7,664  —     9,382  —     (1,718)  (18)%
               

Total   $ 13,557  13 %  $ 14,122  45% $ (565)  (4)%
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General and administrative expenses consist primarily of compensation and other employee-related costs, facilities costs, bad debt expense, depreciation
expense and fees for professional services. General and administrative expenses decreased by 4% during the three months ended April 30, 2003, as compared to
the same period in the prior fiscal year. General and administrative expenses for the three months ended April 30, 2003 decreased primarily as a result of a
reduction in headcount and related expenses at the Company’s corporate headquarters, and the sale of the Company’s equity interests in Equilibrium during the
first quarter of fiscal 2003. The overall decrease in general and administrative expenses was partially offset by an increase in general and administrative expenses
as a result of the Company’s acquisition of the SL Supply Chain business during the fourth quarter of fiscal year 2002.
 

The decrease in general and administrative expenses within the Enterprise Software and Services segment was primarily the result of the sale of the
Company’s equity interests in Equilibrium. The increase in general and administrative expenses within the eBusiness and Fulfillment segment was primarily
attributable to the Company’s acquisition of the SL Supply Chain business during the fourth quarter of fiscal year 2002.
 

The general and administrative expenses within the Other segment primarily reflect the cost of the Company’s directors and officers insurance, costs
related to the Company’s corporate headquarters facility, and costs associated with maintaining certain of the Company’s information technology systems.
General and administrative expenses also include certain corporate administrative functions such as legal, finance and business development, which are not fully
allocated to the Company’s subsidiary companies, and administration costs related to the Company’s venture capital entities. General and administrative expenses
decreased compared to the same period in the prior fiscal year, primarily as a result of restructuring initiatives at the Company’s corporate headquarters.
 
Amortization of Intangible Assets and Stock-Based Compensation:
 

   

Three Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Three Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Enterprise Software and Services   $ —    —    $ 1,148  245% $ (1,148)  (100)%
eBusiness and Fulfillment    —    —     548  2%  (548)  (100)%
Other    55  —     55  —     —    —   
                

Total   $ 55  —    $ 1,751  6% $ (1,696)  (97)%

                
 

Amortization of intangible assets and stock-based compensation during the three months ended April 30, 2003 consisted primarily of amortization expense
related to stock-based compensation. Amortization of intangible assets and stock-based compensation during the same period in the prior fiscal year consisted
primarily of goodwill amortization expense related to acquisitions made by the Company during fiscal year 2000.
 

The overall decrease in amortization of intangible assets and stock-based compensation during the three months ended April 30, 2003, as compared to the
same period in the prior fiscal year, was primarily the result of the Company’s adoption of SFAS Nos. 141 and 142 on August 1, 2002. In accordance with the
provisions of these statements, goodwill and intangible assets deemed to have indefinite lives will no longer be amortized but will be subject to periodic
impairment tests. Other intangible assets will continue to be amortized over their estimated useful lives. Amortization expense within the Enterprise Software and
Services segment during the quarter ended April 30, 2002 related to goodwill amortization for Equilibrium, which was subsequently sold during the first quarter
of fiscal 2003. Amortization expense within the eBusiness and Fulfillment segment during the quarter ended April 30, 2002 related to goodwill amortization for
SalesLink.
 
Impairment of Long-Lived Assets:
 

   

Three Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Three Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

   (in thousands)
Managed Application Services   $ 285  211% $ —    —    $ 285  —  
Portals    147  —     —    —     147  —  
                

Total   $ 432  —    $ —    —    $ 432  —  

                
 

During the three months ended April 30, 2003, the Company recorded approximately $ 0.4 million in impairment charges related to the write-off of
computer equipment and furniture and fixtures within the Managed Application Services and Portals segments.
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Restructuring (adjustments), net:
 

   

Three
Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Three
Months
Ended

April 30,
2002

   

As a % of
Segment

Net
Revenue

  

$ Change

   

% Change

 
   (in thousands)  
eBusiness and Fulfillment   $ 15,546  15%  $ —     —    $ 15,546   —   
Managed Application Services    —    —     (200)   (145)%   200   100 %
Portals    296  —     444   210 %   (148)   (33)%
Other    4,096  —     848   —     3,248   383 %
                 

Total   $ 19,938  19%  $ 1,092   3 %  $ 18,846   1,726 %

                 
 

The Company’s restructuring initiatives during the three months ended April 30, 2003 and 2002, respectively, involved strategic decisions to exit certain
businesses, reposition certain on-going businesses, and to reduce the Company’s corporate infrastructure costs. Restructuring charges consisted primarily of
contract terminations, severance charges and facility and equipment charges incurred as a result of the cessation of operations of certain subsidiaries and actions
taken at several remaining subsidiaries and at the Company’s corporate headquarters to increase operational efficiencies, improve margins and further reduce
expenses. Severance charges included employee termination costs as a result of workforce reductions. The contract terminations primarily consisted of costs to
exit facility and equipment leases and to terminate bandwidth and other vendor contracts. The Company also recorded charges related to operating leases with no
future economic benefit to the Company as a result of the abandonment of unutilized facilities. The asset impairment charges primarily related to the write-off of
property and equipment.
 

The Company may incur additional restructuring charges during the remainder of fiscal 2003 primarily related to facility and equipment lease obligations,
and reductions in workforce.
 

The restructuring charges in the eBusiness and Fulfillment segment primarily related to restructuring initiatives at the Company’s wholly-owned subsidiary,
SalesLink, which recorded charges of approximately $15.5 million, including non-cash charges of $7.8 million, during the period as a result of the
implementation of a restructuring plan designed to reduce overhead costs in response to continued weak demand for U.S. based supply chain management
services. The restructuring charges related primarily to an unoccupied facility in Newark, California, vacant partitioned space in SalesLink’s Memphis facility,
unutilized fixed assets in these facilities, and a work force reduction of 120 employees.
 

The restructuring charge incurred in the Other segment for the three months ended April 30, 2003 primarily relates to charges incurred at the Company’s
corporate headquarters for contract terminations related to costs to exit facility and equipment leases, and severance charges related to employee termination costs
as a result of workforce reductions.
 

During the three months ended April 30, 2002, the restructuring benefit in the Managed Application Services segment primarily related to a recovery of
previously recorded restructuring charges at 1stUp. The restructuring benefit recorded related to the settlement by 1stUp of customer and vendor contracts for
amounts less than originally estimated. The restructuring charge in the Portals segment related to equipment and facility lease obligations as well as workforce
reductions. The restructuring charge in the Other segment primarily related to charges of approximately $0.8 million for the write-off of property and equipment.
 
Other Income/Expense:
 Interest income decreased $1.0 million to $0.7 million for the three months ended April 30, 2003 from $1.7 million for the same period in fiscal year 2002,
reflecting decreased interest income associated with lower average cash and cash equivalent balances, and lower interest rates in the third quarter of fiscal year
2003, as compared to the same period in the prior fiscal year.
 

Interest expense totaled $0.4 million for the three months ended April 30, 2003 as compared to $1.7 million for the same period in fiscal year 2002. Interest
expense for the three months ended April 30, 2003 primarily relates to interest expense on the Company’s stadium obligation, in connection with the Company’s
amended sponsorship arrangement with the New England Patriots. For the three months ended April 30, 2002, the interest expense of $1.7 million consisted of
interest expense on the obligation to the former holders of the Series C Preferred Stock (the “Holders”) of approximately $4.4 million, which was partially offset
by a fair market value adjustment of $2.9 million related to the Company’s PCCW stock holdings. In connection with the repurchase of the outstanding shares of
its Series C Preferred Stock in November 2001, the Company incurred an obligation to deliver approximately 448.3 million shares of its PCCW stock holdings to
the Holders no later than December 2, 2002. During the three months ended January 31, 2003, the Company fulfilled its obligation to deliver approximately 448.3
million shares of PCCW to the Holders. Prior to the satisfaction of the obligation to
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deliver the shares, the Company had accounted for the 448.3 million shares of PCCW stock as a trading security and the liability related to the obligation to
deliver the PCCW stock as a current note payable, both of which were carried at market value. Changes in the fair value of the PCCW stock and the note payable
have been recorded in the condensed consolidated statements of operations as Other losses, net and as adjustments to interest expense, respectively. The fair
market value adjustment of the note payable through April 30, 2002 resulted in a $2.9 million decrease to interest expense, offset by a loss of $2.9 million on the
fair value adjustment of the trading security, which was included in Other losses, net.
 

Other losses, net totaled $(11.6) million for the three months ended April 30, 2003 as compared to $(8.0) million in the same period of the prior fiscal year.
Other losses, net, for the three months ended April 30, 2003 primarily consisted of an $(11.9) million loss on impairment of certain investments in affiliates.
During the three months ended April 30, 2002, Other losses, net included a $(2.9) million loss on the mark-to-market adjustment for a trading security, and a
$(6.4) million loss on impairment of investments in affiliates.
 

Equity in losses of affiliates, net, resulted from the Company’s minority ownership in certain investments that are accounted for under the equity method.
Under the equity method of accounting, the Company’s proportionate share of each affiliate’s operating losses and amortization of the Company’s net excess
investment over its equity in each affiliate’s net assets is included in equity in losses of affiliates. Equity in losses of affiliates decreased by $1.0 million to $1.0
million for the three months ended April 30, 2003, from $2.0 million for the same period in fiscal year 2002, primarily as a result of a decreased number of
investments accounted for under the equity method as compared to the same period in the prior fiscal year. The Company expects its affiliate companies to
continue to invest in the development of their products and services, and to recognize operating losses, which will result in future charges recorded by the
Company to reflect its proportionate share of such losses.
 

Minority interest of $0.1 million for the three months ended April 30, 2003 related to the Company’s wholly-owned subsidiary, SL Supply Chain.
 
Income Tax:
 Income tax recorded for the three months ended April 30, 2003 was $1.1 million. Exclusive of taxes provided for significant, unusual or extraordinary
items that will be reported separately, the Company provides for income taxes on a year to date basis at an effective rate based upon its estimate of full year
earnings. Income tax expense in the third quarter of fiscal year 2003 differs from the amount computed by applying the U.S. federal income tax rate of 35 percent
to pre-tax income (loss), primarily as a result of non-deductible intangible asset and stock-based compensation amortization and valuation allowances recognized
on deferred tax assets. The income tax expense recorded includes a provision for foreign taxes associated with the Company’s operations outside of the United
States.
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Results of Operations
 Nine months ended April 30, 2003 compared to the nine months ended April 30, 2002
 
Net Revenue:
 

   

Nine Months
Ended

April 30,
2003

  

As a % of
Total Net
Revenue

  

Nine Months
Ended

April 30,
2002

  

As a % of
Total Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Enterprise Software and Services   $ 227  —    $ 1,172  1% $ (945)  (81)%
eBusiness and Fulfillment    338,334  100%  106,092  89%  232,242  219 %
Managed Application Services    544  —     5,953  5%  (5,409)  (91)%
Portals    —    —     6,536  5%  (6,536)  (100)%
                

Total   $ 339,105  100% $ 119,753  100% $ 219,352  183 %

                
 

The increase in net revenue for the nine months ended April 30, 2003, as compared to the same period in the prior year, was the result of a 219% increase
in net revenue within the eBusiness and Fulfillment segment, partially offset by decreased net revenues in the Enterprise Software and Services, Managed
Application Services and Portals segments, which was the result of the divestiture and/or cessation of business operations within these segments.
 

The increase in net revenue within the eBusiness and Fulfillment segment was due to the net revenue contributions of SL Supply Chain Services
International Corp. (SL Supply Chain), through which the Company acquired substantially all of the worldwide assets and operations of Software Logistics
Corporation d/b/a iLogistix during the fourth quarter of fiscal year 2002. The increase in revenue resulting from the SL Supply Chain acquisition was partially
offset by a decline in net revenue at SalesLink. Net revenue at SalesLink declined as compared to the same period in the prior year, primarily due to volume
declines in supply chain management services. These declines are largely the result of the continued difficult economic climate for many of the major OEMs that
comprise a large part of the revenue base for SalesLink. Sales to one customer comprised approximately 76% of eBusiness and Fulfillment segment revenue for
the nine months ended April 30, 2003.
 

The decrease in net revenue within the Enterprise Software and Services segment was the result of the Company’s sale during the first quarter of fiscal
2003 of all its equity ownership interests in Equilibrium. The decrease in net revenue within the Managed Application Services segment was primarily due to the
cessation of operations of NaviPath. The decrease in net revenue within the Portals segment was due to the cessation of operations of MyWay during fiscal year
2002.
 
Cost of Revenue:
 

  

Nine Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Nine Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
  (in thousands)  
Enterprise Software and Services  $ 15  7% $ 162  14% $ (147)  (91)%
eBusiness and Fulfillment   313,479  93%  91,305  86%  222,174  243 %
Managed Application Services   —    —     15,567  261%  (15,567)  (100)%
Portals   —    —     3,944  60%  (3,944)  (100)%
               

Total  $ 313,494  92% $ 110,978  93% $ 202,516  182 %

               
 

Cost of revenue consists primarily of expenses related to the cost of products purchased for sale or distribution as well as salaries and benefit expenses,
consulting and contract labor costs, fulfillment and shipping costs, and applicable facilities costs. The increase in cost of revenue for the nine months ended April
30, 2003, as compared to the same period in the prior year, was attributable to the cost of revenue of the SL Supply Chain business, which the Company acquired
during the fourth quarter of fiscal year 2002. The increase in cost of revenue from the SL Supply Chain acquisition was partially offset by reduced cost of revenue
at SalesLink due to volume declines in supply chain management services, and decreased cost of revenue as a result the Company’s restructuring efforts, which
included the sale or cessation of operations of several companies, and actions taken to increase operational efficiencies, improve margins and further reduce
expenses.
 

The Company’s cost of revenue as a percentage of net revenue decreased to approximately 92% for the nine months ended April 30, 2003 from
approximately 93% in the same period in the prior fiscal year.
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Cost of revenue as a percentage of net revenue within the eBusiness and Fulfillment segment increased to approximately 93% for the nine months ended
April 30, 2003 from approximately 86% in the same period of the prior fiscal year as a result of lower gross margins at SalesLink, as well as the gross margin
impact of the SL Supply Chain business, which the Company acquired during the fourth quarter of fiscal year 2002. During the nine months ended April 30,
2003, the Company settled a royalty dispute for an amount less than originally estimated, which partially offset the increase in cost of revenue within the
eBusiness and Fulfillment segment by approximately $1.0 million. The gross margins at SalesLink decreased primarily due to lower sales levels and reduced
pricing of its services within the supply chain management and literature distribution businesses, respectively, and increased costs related to amortization
associated with a new Enterprise Resource Planning (ERP) system.
 

The decrease in cost of revenue within the Managed Application Services segment was due to the cessation of operations of NaviPath, and the sale of
Activate in the first quarter of fiscal year 2002. The decrease in cost of revenue within the Portals segment was due to the cessation of operations of MyWay
during fiscal year 2002.
 
Research and Development Expenses:
 

   

Nine
Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Nine
Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Enterprise Software and Services   $ 332  146% $ 2,068  176% $ (1,736)  (84)%
Managed Application Services    22  4%  507  9%  (485)  (96)%
Portals    —    —     1,694  26%  (1,694)  (100)%
                

Total   $ 354  —    $ 4,269  4% $ (3,915)  (92)%

                
 

Research and development expenses consist primarily of personnel and related costs to design, develop, enhance, test and deploy the Company’s products
and services either prior to the development efforts reaching technological feasibility or once the product had reached the maintenance phase of its life cycle.
Research and development expenses for the nine months ended April 30, 2003 decreased 92% as compared to the same period during the prior year. The decrease
in research and development expenses within the Enterprise Software and Services segment during the nine months ended April 30, 2003, as compared to the
same period in the prior fiscal year, was primarily the result of the sale of Equilibrium during the first quarter of fiscal 2003. The decrease in research and
development expense within the Portals segment was due to the cessation of operations of MyWay.
 
Selling Expenses:
 

   

Nine
Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Nine
Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Enterprise Software and Services   $ 464  204% $ 3,741  319% $ (3,277)  (88)%
eBusiness and Fulfillment    2,916  1%  1,645  2%  1,271  77 %
Managed Application Services    —    —     1,128  19%  (1,128)  (100)%
Portals    —    —     740  11%  (740)  (100)%
Other    1,966  —     1,355  —     611  45 %
                

Total   $ 5,346  2% $ 8,609  7% $ (3,263)  (38)%

                
 

Selling expenses consist primarily of advertising and other general marketing related expenses, compensation and employee-related expenses, sales
commissions, facilities costs, and travel costs. Selling expenses decreased during the nine months ended April 30, 2003, as compared to the same period in the
prior fiscal year by approximately 38%. The decrease was primarily due to the cessation of operations at NaviPath and MyWay, the sale of Activate in fiscal
2002, and the sale of the Company’s equity ownership interests in Equilibrium during the first quarter of fiscal 2003.
 

The decrease within the Enterprise Software and Services segment was primarily the result of the sale of the Company’s equity ownership interests in
Equilibrium. The increase in selling expenses within the eBusiness and Fulfillment segment was primarily attributable to the Company’s acquisition of the SL
Supply Chain business during the fourth quarter of fiscal year 2002. The acquisition resulted in increased headcount and personnel-related costs within the
eBusiness and Fulfillment segment. The decrease in selling expenses within the Managed Application Services segment was the result of the cessation of
operations of
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NaviPath and the sale of Activate. The decrease in selling expense within the Portals segment was the result of the cessation of operations of MyWay.
 

Selling expense within the Other segment was primarily related to the Company’s amended sponsorship arrangement with the New England Patriots, under
which the Company receives certain limited marketing rights in exchange for a series of payments of $1.6 million per year beginning in January 2003 and ending
in July 2015. During the nine months ended April 30, 2003, approximately $1.4 million of costs were included in selling expenses with respect to this
arrangement. The remaining $0.5 million represents headcount and other costs associated with the Company’s corporate marketing programs.
 
General and Administrative Expenses:
 

   

Nine Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Nine Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Enterprise Software and Services   $ 382  168 %  $ 2,359  201% $ (1,977)  (84)%
eBusiness and Fulfillment    19,378  6 %   13,115  12%  6,263  48 %
Managed Application Services    (38)  (7)%   4,075  68%  (4,113)  (101)%
Portals    (956)  —     1,188  18%  (2,144)  (180)%
Other    29,807  —     29,976  —     (169)  (1)%
               

Total   $ 48,573  14 %  $ 50,713  42% $ (2,140)  (4)%

               
 

General and administrative expenses consist primarily of compensation and other employee-related costs, facilities costs, bad debt expense, depreciation
expense and fees for professional services. General and administrative expenses decreased by 4% for the nine months ended April 30, 2003, as compared to the
same period in the prior fiscal year. General and administrative expenses for the nine months ended April 30, 2003 decreased as compared to the same period of
the prior year primarily as a result of the sale of Activate in fiscal 2002, the sale of the Company’s equity interests in Equilibrium during the first quarter of fiscal
2003, and the cessation of operations of NaviPath and MyWay. The overall decrease in general and administrative expenses was partially offset by an increase in
general and administrative expenses as a result of the Company’s acquisition of the SL Supply Chain business during the fourth quarter of fiscal year 2002.
 

The decrease in general and administrative expenses within the Enterprise Software and Services segment was primarily the result of the Company’s sale
its equity interests in Equilibrium. The increase in general and administrative expenses within the eBusiness and Fulfillment segment was primarily attributable to
the Company’s acquisition of the SL Supply Chain business during the fourth quarter of fiscal year 2002.
 

The decrease in general and administrative expenses in the Managed Application Services segment was due to the cessation of operations at NaviPath and
the sale of Activate. The decrease in the general and administrative expenses within the Portals segment was the result of the cessation of operations of MyWay.
The Company’s Portal segment results for the nine months ended April 30, 2003 include the impact of a $1.0 million benefit in general and administrative
expenses due to the settlement of certain contractual obligations of MyWay at amounts less than originally anticipated.
 

The general and administrative expenses within the Other segment primarily reflect the cost of the Company’s directors and officers insurance, costs
related to the Company’s corporate headquarters facility, and costs associated with maintaining certain of the Company’s information technology systems.
General and administrative expenses also include certain corporate administrative functions such as legal, finance and business development, which are not fully
allocated to the Company’s subsidiary companies, and administration costs related to the Company’s venture capital entities. General and administrative expenses
during the nine months ended April 30, 2003 approximated those of the same period in the prior fiscal year, primarily as a result of a charge of $5.2 million that
was recorded during the nine months ended April 30, 2003 for an executory contract for leased office space for which no future economic benefit is expected.
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Amortization of Intangible Assets and Stock-Based Compensation:
 

   

Nine Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Nine Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Enterprise Software and Services   $ —    —    $ 3,444  294% $ (3,444)  (100)%
eBusiness and Fulfillment    —    —     1,644  2%  (1,644)  (100)%
Other    164  —     164  —     —    —   
                

Total   $ 164  —    $ 5,252  4% $ (5,088)  (97)%

                
 Amortization of intangible assets and stock-based compensation during the nine months ended April 30, 2003 consisted primarily of amortization expense
related to stock-based compensation. Amortization of intangible assets and stock-based compensation during the same period in the prior fiscal year consisted
primarily of goodwill amortization expense related to acquisitions made by the Company during fiscal year 2000. Included within amortization of intangible
assets and stock-based compensation expenses was approximately $ 0.1 million of stock-based compensation for each of the nine months ended April 30, 2003
and April 30, 2002, respectively.
 

The decrease in amortization of intangible assets and stock-based compensation within the Enterprise Software and Services segment during the nine
months ended April 30, 2003, as compared to the same period in the prior fiscal year, was primarily the result of the adoption of SFAS Nos. 141 and 142. In
accordance with the provisions of these statements as of August 1, 2002, goodwill and intangible assets deemed to have indefinite lives will no longer be
amortized, but will be subject to periodic impairment tests. Other intangible assets will continue to be amortized over their estimated useful lives. As a result of
adoption of SFAS Nos. 141 and 142, during the nine months ended April 30, 2003 there was no amortization of intangible assets with indefinite lives.
Amortization of intangible assets during the same period in the prior fiscal year related to goodwill amortization for Equilibrium, which was sold during the first
quarter of fiscal 2003. Amortization of intangible assets within the eBusiness and Fulfillment segment in the prior fiscal year related to goodwill amortization for
SalesLink.
 
Impairment of Long-Lived Assets:
 

   

Nine Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Nine Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
Managed Application Services   $ 309  57% $ —    —    $ 309  —   
Portals    147  —     —        147  —   
Other    —    —     2,328  —     (2,328)  (100)%
                

Total   $ 456  —    $ 2,328  2% $ (1,872)  (80)%

                
 

During the nine months ended April 30, 2003, the Company recorded approximately $ 0.5 million in impairment charges related to the write-off of
computer equipment and furniture and fixtures. During the nine months ended April 30, 2002, the Company recorded impairment charges totaling approximately
$2.3 million related to the write-off of capitalized software development costs, computer equipment, and furniture and fixtures at the Company’s corporate
headquarters.
 
Restructuring (adjustments), net:

   

Nine Months
Ended

April 30,
2003

  

As a % of
Segment

Net
Revenue

  

Nine Months
Ended

April 30,
2002

  

As a % of
Segment

Net
Revenue

  

$ Change

  

% Change

 
   (in thousands)  
eBusiness and Fulfillment   $ 15,546  5% $ —    —    $ 15,546  —   
Managed Application Services    —    —     (17,665)  (297)%   17,665  100  %
Portals    390  —     5,361  82  %  (4,971)  (93)%
Other    13,208  —     5,534  —     7,674  139  %
               

Total   $ 29,144  9% $ (6,770)  (6)%  $ 35,914  530  %
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The Company’s restructuring initiatives during the nine months ended April 30, 2003 and 2002, respectively, involved strategic decisions to exit certain
businesses and to reposition certain on-going businesses of the Company. Restructuring charges consisted primarily of contract terminations, severance charges
and facility and equipment charges incurred as a result of the cessation of operations of certain subsidiaries and actions taken at several remaining subsidiaries to
increase operational efficiencies, improve margins, and further reduce expenses. Severance charges included employee termination costs as a result of workforce
reductions. Employees affected by the restructurings were notified both through direct personal contact and by written notification. The contract terminations
primarily consisted of costs to exit facility and equipment leases and to terminate bandwidth and other vendor contracts. The Company also recorded charges
related to operating leases with no future economic benefit to the Company as a result of the abandonment of unutilized facilities. The asset impairment charges
primarily related to the write-off of property and equipment.
 

The Company may incur additional restructuring charges during the remainder of fiscal 2003 primarily related to facility and equipment lease obligations,
and reductions in workforce.
 

During the nine months ended April 30, 2003, the restructuring charges in the eBusiness and Fulfillment segment primarily related to restructuring
initiatives at the Company’s wholly-owned subsidiary, SalesLink, which recorded charges of approximately $15.5 million, including non-cash charges of $7.8
million, during the period. These charges were the result of the implementation of a restructuring plan designed to reduce overhead costs in response to continued
weak demand for U.S. based supply chain management services. The restructuring charges related primarily to an unoccupied facility in Newark, California,
vacant partitioned space in SalesLink’s Memphis facility, unutilized fixed assets in these facilities, and a work force reduction of 120 employees.
 

During the nine months ended April 30, 2003, the restructuring charges in the Portals segment related to residual costs associated with the cessation of
operations of MyWay and iCast. The restructuring charge incurred in the Other segment primarily relates to charges incurred at the Company’s corporate
headquarters for contract terminations and costs to exit facility and equipment leases, the realization through operations of the cumulative foreign currency
translation adjustment as a result of the completion of the liquidation and wind-down of the Company’s European subsidiary, and asset impairment charges
related to the write-off of capitalized software and equipment.
 

During the nine months ended April 30, 2002, the restructuring benefit in the Managed Application Services segment primarily related to charges of
approximately $0.3 million recorded by Activate and 1stUp, offset by a net reversal of approximately $18.0 million of previously recorded restructuring charges
at NaviPath. The $0.3 million of restructuring charges recorded by Activate and 1stUp during the nine months ended April 30, 2002 primarily related to severance
costs and legal and other professional fees incurred in connection with the cessation of their respective operations. The restructuring benefit recorded by NaviPath
related to the settlement by NaviPath of certain contractual purchase commitments, breakage fees and service contracts for amounts less than originally estimated.
 

During the nine months ended April 30, 2002, the restructuring charges in the Portals segment related to residual costs associated with charges at MyWay
for the write-off of property and equipment, and the termination of customer and vendor contracts during the first quarter of fiscal 2002. The restructuring charge
in the Other segment primarily related to charges for the write-off of property and equipment and costs incurred to exit facility leases in Europe, and severance
costs related to the termination of employees at the Company’s corporate headquarters.
 
Other Income/Expense:
 Interest income decreased $7.4 million to $2.7 million for the nine months ended April 30, 2003 from $10.1 million for the same period in fiscal year 2002,
reflecting decreased interest income associated with lower average cash and cash equivalent balances and lower interest rates in the first nine months of fiscal
year 2003, as compared to the same period in the prior fiscal year.
 

Interest (expense) recovery totaled $0.7 million for the nine months ended April 30, 2003 as compared to a net recovery of $5.4 million for the same period
in fiscal year 2002. The net recovery during the nine months ended April 30, 2003, consisted of a fair market value adjustment of approximately $6.3 million
related to the Company’s PCCW stock holdings, interest expense related to the Company’s stadium obligation of $0.7 million, and interest expense related to the
obligation to the former holders of the Series C Preferred Stock of $4.3 million. The net recovery during the nine months ended April 30, 2002, primarily
included a fair market value adjustment of approximately $19.5 million related to the Company’s PCCW stock holdings, interest expense related to the obligation
to the former holders of the Series C Preferred Stock of $7.4 million, and interest expense of approximately $6.2 million related to the Company’s note payable to
HP.
 

In connection with the repurchase of the outstanding shares of its Series C Preferred Stock in November 2001, the Company incurred an obligation to
deliver approximately 448.3 million shares of its PCCW stock holdings to the Holders no later than December 2, 2002. On December 2, 2002 the Company
fulfilled its obligation to deliver approximately 448.3 million shares of PCCW stock to the Holders. Prior to the satisfaction of the obligation to the deliver the
shares, the Company had accounted for the 448.3 million shares of PCCW stock as a trading security and the liability related to the obligation to deliver the
PCCW stock as a current note payable, both of which were carried at market value. Changes in the fair value of the PCCW stock and the note payable have been
recorded in the condensed consolidated statements of operations as Other losses, net and as adjustments to interest expense, respectively.
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Other losses, net totaled $(45.7) million for the nine months ended April 30, 2003 as compared to $(33.9) million for the same period in the prior fiscal
year. Other losses, net for the nine months ended April 30, 2003 primarily consisted of a pre-tax loss of approximately $(26.0) million related to impairment
charges for other-than-temporary declines in the carrying value of certain investments in affiliates, a pre-tax loss of approximately $(14.1) million from the
divestiture of the Company’s debt and equity interests in Signatures SNI, Inc, a pre-tax loss of approximately $(6.3) million related to impairment charges for
other-than-temporary declines in the carrying value of marketable securities, a pre-tax loss of approximately $(3.5) million on the Company’s sale of its majority-
owned subsidiary Equilibrium, offset by a pre-tax gain of approximately $7.4 million related to the acquisition of Vicinity by Microsoft. Other losses, net of
$(33.9) million for the nine months ended April 30, 2002 primarily consisted of a pre-tax loss of $(31.8) million on the sale of certain marketable securities, a
$(20.7) million loss from the sale of the Company’s Activate subsidiary, a pre-tax loss of approximately $(33.4) million related to impairment charges for other-
than-temporary declines in the carrying value of certain investments in affiliates, a pre-tax loss of approximately $(2.2) million related to impairment charges for
other-than-temporary declines in the carrying value of certain investments in marketable securities, offset by a pre-tax gain of approximately $53.9 million on the
arrangement that hedged the Company’s investment in Yahoo! common stock which was settled during the nine months ended April 30, 2002.
 

Equity in losses of affiliates, net resulted from the Company’s minority ownership in certain investments that are accounted for under the equity method.
Under the equity method of accounting, the Company’s proportionate share of each affiliate’s operating losses and amortization of the Company’s net excess
investment over its equity in each affiliate’s net assets is included in equity in losses of affiliates. Equity in losses of affiliates decreased $13.5 million to $1.9
million for the nine months ended April 30, 2003, from $15.4 million for the same period in fiscal year 2002, primarily as a result of a decreased number of
investments accounted for under the equity method as compared to the same period in the prior fiscal year. The Company expects its affiliate companies to
continue to invest in the development of their products and services, and to recognize operating losses, which will result in future charges recorded by the
Company to reflect its proportionate share of such losses.
 

Minority interest of $0.3 million for the nine months ended April 30, 2003 related to the Company’s wholly-owned subsidiary, SL Supply Chain.
 
Income Tax:
 Income tax expense recorded for the nine months ended April 30, 2003 was $2.7 million. Exclusive of taxes provided for significant, unusual or
extraordinary items that will be reported separately, the Company provides for income taxes on a year to date basis at an effective rate based upon its estimate of
full year earnings. Income tax expense for the nine months ended April 30, 2003 differs from the amount computed by applying the U.S. federal income tax rate
of 35 percent to pre-tax income (loss), primarily as a result of non-deductible intangible asset and stock-based compensation amortization and valuation
allowances recognized on deferred tax assets. The income tax recorded includes a provision for foreign taxes associated with the Company’s operations outside of
the United States.
 
Discontinued Operations:
 On September 9, 2002, the Company sold all of its equity and debt ownership interests in Engage. On September 11, 2002, the Company sold all its equity
and debt ownership interests in NaviSite. On February 28, 2003, InfoUSA acquired Yesmail in a cash merger. On March 7, 2003, the Company sold all of its
equity interests in Tallan. On April 25, 2003 and April 2, 2003, respectively, AltaVista and uBid sold substantially all of their assets and business operations.
During the three months ended April 30, 2003, ProvisionSoft, a majority-owned operating company of CMGI, ceased operations. As a result, each of these
entities has been reported as discontinued operations for all periods presented. The loss from discontinued operations for the nine months ended April 30, 2003
included a $16.6 million loss on the Company’s sale of its equity and debt interests in Engage, a $2.3 million gain on the Company’s sale of its equity and debt
interests in NaviSite, a $97.6 million gain by AltaVista on its sale of its assets and business operations, a $1.6 million gain on the Company’s sale of its equity
interests in Yesmail, the write-off of approximately $35.6 million of minority interest in ProvisionSoft, and $2.8 million of loss adjustments related to the
Company’s January 31, 2003 “held for sale” loss estimates for uBid and Tallan.
 
Liquidity and Capital Resources
 Working capital at April 30, 2003 decreased to approximately $173.1 million compared to $203.9 million at July 31, 2002. At April 30, 2003, working
capital included approximately $1.9 million of working capital attributable to discontinued operations compared to $45.8 million at July 31, 2002. The
Company’s principal sources of capital during the nine months ended April 30, 2003 included primarily $106.6 million of proceeds received from AltaVista’s sale
of its assets and business operations, $7.1
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million of proceeds from the Company’s sale of its equity interests in Tallan, $5.0 million of proceeds from the Company’s sale of its equity interests in Yesmail,
$15.4 million of proceeds related to the acquisition of Vicinity by Microsoft, and $8.0 million of proceeds that the Company received from the sale of its equity
and debt interests in Signatures. The Company’s principal uses of capital during the nine months ended April 30, 2003 were for funding continuing operations,
including approximately $21.0 million of cash used for restructuring payments, primarily for contractual obligations and employee related expenses, and certain
discontinued operations through their respective disposal dates.
 

The Company believes that existing working capital and the availability of marketable securities, which could be sold or posted as collateral for cash loans,
will be sufficient to fund its operations, investments and capital expenditures for at least the next twelve months. Should additional capital be needed to fund
future investment and acquisition activity, the Company may seek to raise additional capital through the sale of certain subsidiaries, through offerings of the
Company’s or its subsidiaries’ stock, or through debt financing. There can be no assurance, however, that the Company will be able to raise additional capital on
terms that are favorable to the Company, or at all.
 
Contractual Obligations
 The Company leases facilities and certain other machinery and equipment under various non-cancelable operating leases and executory contracts expiring
through June 2015. The Company’s SalesLink subsidiary has a long-term debt arrangement with a bank. Effective April 30, 2003, the termination date of
SalesLink’s loan agreement was amended to be June 30, 2004. Future minimum payments as of April 30, 2003 are as follows:
 
Contractual Obligations

  

Total

  

Less than 1 year

  

1–3 years

  

4 –5 years

  

After 5 years

   (in thousands)
Operating leases   $ 78,903  $16,899  $ 25,171  $ 22,002  $ 14,831
Stadium obligations    19,200  1,600   3,200   3,200   11,200
Other contractual obligations    8,851  741   6,758   378   974
           

Total   $ 106,954  $19,240  $ 35,129  $ 25,580  $ 27,005

           
 

Total future minimum lease payments have been reduced by future minimum sub-lease rentals of approximately $4.0 million.
 

Total rent and equipment lease expense charged to continuing operations was approximately $3.8 million for the nine months ended April 30, 2003.
 

In August 2000, the Company announced it had acquired the exclusive naming and sponsorship rights to the New England Patriots’ new stadium, for a
period of fifteen years. In August 2002, the Company finalized an agreement with the owner of the stadium to amend the sponsorship agreement. Under the terms
of the amended agreement, the Company relinquished the stadium naming rights and retained more limited marketing rights in exchange for a series of annual
payments of $1.6 million per year beginning in 2003 and ending in 2015.
 

From time to time the Company provides guarantees of payment to vendors doing business with certain of the Company’s subsidiaries. These guarantees
require that in the event that the subsidiary cannot satisfy its obligations with certain of its vendors, the Company will be required to settle the obligation. As of
April 30, 2003, the Company had outstanding guarantees of subsidiary indebtedness totaling approximately $14.8 million.
 
Critical Accounting Policies
 The discussion and analysis of our financial condition and results of operations are based on our consolidated financial statements, which have been
prepared in accordance with accounting principles generally accepted in the United States. The preparation of these financial statements requires management 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
consolidated financial statements and the reported amounts of revenues and expenses during the reporting period. On an ongoing basis, we evaluate our estimates,
including those related to revenue recognition, product returns, bad debts, inventories, investments, intangible assets, income taxes, restructuring, and
contingencies and litigation. The Company bases its estimates on historical experience and on various other assumptions that are believed to be reasonable under
the circumstances. There can be no assurance that actual results will not differ from those estimates.
 

The Company has identified the accounting policies below as the policies most critical to its business operations and the understanding of our results of
operations. The impact and any associated risks related to these policies on our business operations
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is discussed throughout Management’s Discussion and Analysis of Financial Condition and Results of Operations where such policies affect our reported and
expected financial results. Our critical accounting policies are as follows:
 
 •  Revenue recognition
 
 •  Excess and obsolete inventory
 
 •  Restructuring expenses
 
 •  Accounting for the allowance for doubtful accounts and sales returns
 
 •  Loss contingencies
 
 •  Accounting for impairment of long-lived assets, goodwill and other intangible assets
 

Revenue Recognition. The Company derives its revenue primarily from the sale of product and literature fulfillment services, supply chain management
services, and other services. Revenues are recognized as product is shipped and related services are performed in accordance with all applicable revenue
recognition criteria. For these transactions the Company applies the provisions of SEC Staff Accounting Bulletin No. 101, “Revenue Recognition.” The Company
also applies the provisions of EITF 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent.” The Company records all shipping and handling
fees billed to customers as revenue, and related costs as cost of sales, when incurred.
 

Revenue from sales of software is recognized in accordance with AICPA Statement of Position (SOP) 98-9, “Software Revenue Recognition with Respect
to Certain Arrangements.” Revenue from software product licenses are generally recognized when (i) a signed non-cancelable software license exists, (ii) delivery
has occurred, (iii) the Company’s fee is fixed or determinable, and (iv) collection is probable.
 

Excess and Obsolete Inventory. The Company writes down its inventory for estimated obsolescence or unmarketable inventory equal to the difference
between the cost of the inventory and its estimated net realizable value based upon assumptions about future demand and market conditions. If actual future
demand or market conditions are less favorable than those projected by management, additional inventory write-downs may be required. Such adjustments are
considered permanent adjustments to the cost basis of the inventory.
 

Restructuring Expenses. For restructuring plans implemented prior to December 31, 2002, the Company assessed the need to record restructuring charges
in accordance with Emerging Issues Task Force (EITF) 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)” (EITF 94-3). The Company also applies EITF 95-3, “Recognition of Liabilities in Connection
with a Purchase Business Combination” and Staff Accounting Bulletin (SAB) No. 100, “Restructuring and Impairment Charges.” In accordance with this
guidance, management must execute an exit plan that will result in the incurrence of costs that have no future economic benefit. Also under the terms of EITF 94-
3, a liability for the restructuring charges is recognized in the period management approves the restructuring plan. The Company records liabilities that primarily
include the estimated severance and other costs related to employee benefits and certain estimated costs to exit equipment and facility lease obligations,
bandwidth agreements and other service contracts. These estimates are based on the remaining amounts due under various contractual agreements, adjusted for
any anticipated contract cancellation penalty fees or any anticipated or unanticipated event or changes in circumstances that would reduce these obligations. In
June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities” which addresses financial accounting and
reporting for costs associated with exit or disposal activities and nullifies EITF Issue 94-3. The statement requires companies to recognize costs associated with
exit or disposal activities when they are incurred rather than at the date of a commitment to an exit or disposal plan. Examples of costs covered by the statement
include lease termination costs and certain employee severance costs that are associated with a restructuring, discontinued operations, plant closing, or other exit
or disposal activity. The provisions of this Statement are applied by the Company to exit or disposal activities that are initiated after December 31, 2002.
 

Accounting for the Allowance for Doubtful Accounts and Sales Returns. The allowance for doubtful accounts is based on our assessment of the
collectibility of specific customer accounts and the aging of the accounts receivable. If there is a deterioration of a major customer’s credit worthiness or actual
defaults are higher than our historical experience, our estimates of the recoverability of amounts due to us could be adversely affected. A reserve for sales returns
is established based on historical trends in product returns. If the actual or future returns do not reflect the historical data, our net revenue could be affected.
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Loss Contingencies. The Company is subject to the possibility of various loss contingencies arising in the ordinary course of business. The Company
considers the likelihood of the loss or impairment of an asset or the incurrence of a liability as well as our ability to reasonably estimate the amount of loss in
determining loss contingencies. An estimated loss contingency is accrued when it is probable that a liability has been incurred or an asset has been impaired and
the amount of the loss can be reasonably estimated. The Company regularly evaluates the current information available to us to determine whether such accruals
should be adjusted.
 

Accounting for Impairment of Long-Lived Assets, Goodwill and Other Intangible Assets. Through July 31, 2002, the Company recorded impairment
charges as a result of management’s ongoing business review and impairment analysis performed under its policy regarding impairment, utilizing the guidance in
SFAS No. 121 “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of” (SFAS No. 121). Where impairment
indicators were identified, management evaluated whether the projected undiscounted cash flows were sufficient to cover the particular long-lived asset being
reviewed. If the undiscounted cash flows were insufficient, management then determined the amount of the impairment charge by comparing the carrying value
of long-lived assets to their fair value. On August 1, 2002, the Company adopted SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets.” Under SFAS No. 144, the Company tests certain long-lived assets or group of assets for recoverability whenever events or changes in circumstances
indicate that the Company may not be able to recover the asset’s carrying amount. SFAS No. 144 defines impairment as the condition that exists when the
carrying amount of a long-lived asset or group exceeds its fair value. When events or changes in circumstances dictate an impairment review of a long-lived asset
or group, the Company evaluates recoverability by determining whether the undiscounted cash flows expected to result from the use and eventual disposition of
that asset or group cover the carrying value at the evaluation date. If the undiscounted cash flows are not sufficient to cover the carrying value, the Company
measures any impairment loss as the excess of the carrying amount of the long-lived asset or group over its fair value. Management predominantly uses third
party valuation reports in its determination of fair value.
 

On August 1, 2002, the Company adopted SFAS No. 142 . SFAS No. 142 requires the Company to evaluate its existing intangible assets and goodwill that
were acquired in prior purchase business combinations, and to make any necessary reclassifications in order to conform with the new criteria in SFAS No. 141 for
recognition apart from goodwill. Accordingly, the Company is required to reassess the useful lives and residual values of all identifiable intangible assets acquired
in purchase business combinations, and make any necessary amortization period adjustments. In addition, to the extent an intangible asset is then determined to
have an indefinite useful life, the Company is required to test the intangible asset for impairment in accordance with the provisions of SFAS No. 142. Other
intangible assets will continue to be amortized over their useful lives.
 

Under the provisions of SFAS No. 142, the Company is required to perform transitional goodwill impairment tests as of August 1, 2002 within the first six
months of adopting the standard. The Company completed the transitional goodwill impairment tests during the fiscal quarter ended January 31, 2003 and
concluded that goodwill was not impaired. In order to complete the transitional goodwill impairment tests as required by SFAS No. 142, the Company identified
its reporting units and determined the carrying value of each reporting unit by assigning the assets and liabilities, including the existing goodwill and intangible
assets, to those reporting units as of the date of adoption. The Company determined the fair value of each reporting unit and compared it to the reporting unit’s
carrying amount.
 

In accordance with the provisions of SFAS No. 142, the Company has designated reporting units for purposes of assessing goodwill impairment. The
standard defines a reporting unit as the lowest level of an entity that is a business and that can be distinguished, physically and operationally and for internal
reporting purposes, from the other activities, operations, and assets of the entity. Based on the provisions of the standard, the Company has determined that it has
one reporting unit for purposes of goodwill impairment testing. Additionally, the Company’s policy is to perform its annual impairment testing for all reporting
units in the fourth quarter of each fiscal year.
 
Factors That May Affect Future Results
 The Company operates in a rapidly changing environment that involves a number of risks, some of which are beyond the Company’s control. Forward-
looking statements in this document and those made from time to time by the Company through its senior management are made pursuant to the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995. Forward-looking statements concerning the expected future revenues or earnings or
concerning projected plans, performance, or development of products and services, as well as other estimates related to future operations are necessarily only
estimates of future results and there can be no assurance that actual results will not materially differ from expectations. Forward-looking statements represent
management’s current expectations and are inherently uncertain. CMGI does not undertake any obligation to update forward-looking statements. Factors that
could cause actual results to differ materially from results anticipated in forward-looking statements include, but are not limited to, the following:
 

CMGI may not be profitable in the future.
 During the three and nine months ended April 30, 2003, CMGI had operating losses of approximately $27.5 million and $58.4 million, respectively. CMGI
anticipates that it will continue to incur significant operating expenses in the future, including significant costs of revenue, selling, general and administrative and
impairment and restructuring expenses. CMGI also has significant commitments and contingencies, including with respect to real estate, machinery and
equipment leases, continuing stadium sponsorship obligations, and guarantees entered into by CMGI on behalf of itself and current and former operating
companies. As a result, CMGI expects to continue to incur significant operating expenses and can give no assurance that it will achieve profitability or be capable
of sustaining profitable operations. At April 30, 2003, CMGI had consolidated cash, cash equivalents and marketable securities balance of approximately
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$250.9 million. If CMGI is unable to reach and sustain profitability, it risks depleting its working capital balances and its business will be materially adversely
affected.
 

CMGI derives substantially all of its revenue from a small number of customers and the loss of any of those customers could significantly damage
CMGI’s business.

 A limited number of customers account for substantially all of CMGI’s consolidated net revenue and the loss of any one or more of these customers would
cause its revenue to decline below expectations. One customer, Hewlett-Packard, accounted for approximately 78% and 76% for the three and nine months ended
April 30, 2003, respectively. On July 11, 2002, CMGI acquired the assets of iLogistix, through its wholly-owned subsidiary, SL Supply Chain. Nearly all of the
revenues of SL Supply Chain are accounted for by sales to Hewlett-Packard and Microsoft. Similarly, nearly all of the revenues of SalesLink are accounted for by
sales to a limited number of customers. CMGI currently does not have any agreements which obligate any customer to buy a minimum amount of products or
services from CMGI or any subsidiary, or to designate CMGI or any subsidiary as its sole supplier of any particular products or services. The loss of a significant
amount of business with Hewlett-Packard or Microsoft, or any other key customer, would have a material adverse effect on CMGI. CMGI believes that it will
continue to derive the vast majority of its operating revenue from sales to a small number of customers. There can be no assurance that CMGI’s revenue from key
customers will not decline in future periods.
 

In addition, SL Supply Chain has been designated as an Authorized Replicator (AR) for Microsoft under an agreement renewable on an annual basis. Such
designation provides SL Supply Chain with a license to replicate Microsoft software products and documentation for customers who want to bundle licensed
software with their hardware products. A failure to maintain AR status could result in reduced business and revenues for SL Supply Chain.
 

CMGI may have problems raising money it needs in the future.
 CMGI from time to time seeks opportunities to provide capital to support CMGI’s growth through the selective sale of investments or minority or majority
interests in subsidiaries or affiliates to outside investors. In recent years, CMGI has generally financed its operations with proceeds from selling shares of stock of
companies in which CMGI had invested directly or through its venture capital affiliates. The aggregate holdings and market value of the shares of stock held by
CMGI has declined, significantly over the past three years, due to market conditions and continued sales. At April 30, 2003, on a consolidated basis, CMGI held
approximately $43.0 million in available-for-sale securities, including $41.2 million in shares of Overture common stock held by AltaVista. Market and other
conditions largely beyond CMGI’s control may affect its ability to engage in future sales of such securities, the timing of any such sales, and the amount of
proceeds there from. Even if CMGI is able to sell any such securities in the future, CMGI may not be able to sell at favorable prices or on favorable terms. In
addition, this funding source may not be sufficient in the future, and CMGI may need to obtain funding from outside sources. However, CMGI may not be able to
obtain funding from outside sources. In addition, even if CMGI finds outside funding sources, CMGI may be required to issue to such outside sources securities
with greater rights than those currently possessed by holders of CMGI’s common stock. CMGI may also be required to take other actions, which may lessen the
value of its common stock or dilute its common stockholders, including borrowing money on terms that are not favorable to CMGI or issuing additional shares of
common stock. If CMGI experiences difficulties raising money in the future, its business will be materially adversely affected.
 

If the market for supply chain management services declines, the demand for CMGI’s services and its financial results could suffer.
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CMGI derives substantially all of its revenue from the supply chain management services provided by SalesLink and SL Supply Chain. CMGI’s business
and future growth will depend in large part on the industry trend towards outsourcing supply chain management and other business processes. If this trend does
not continue or declines, demand for CMGI’s supply chain management services would decline and its financial results could suffer.
 

A decline in the technology sector could reduce CMGI’s revenue.
 A large portion of CMGI’s supply chain management revenue comes from customers in the technology sector which is intensely competitive and highly
volatile. Declines in the overall performance of the technology sector have in the past and could in the future adversely affect the demand for supply chain
management services and reduce CMGI’s revenues from such customers.
 

A failure to meet customer expectations could result in lost revenues, increased expenses and negative publicity.
 CMGI’s supply chain management customers face significant uncertainties in forecasting the demand for their products, and limitations on the size of its
facilities, number of personnel and availability of materials could make it difficult for it to meet customers’ unforecasted demand for additional production. Any
failure to meet customers’ specifications, capacity requirements or expectations, could result in:
 
 •  delayed or lost revenue due to adverse customer reaction;
 
 •  requirements to provide additional services to a customer at no charge;
 
 •  negative publicity about CMGI, its operating companies and their services, which could adversely affect their ability to attract or retain customers; and
 
 

•  claims for substantial damages against CMGI or its operating companies, regardless of their responsibility for such failure, which may not be covered
by their insurance policies and which may not be limited by contractual terms of their engagement.

 
If CMGI is not able to establish customer sites where requested, or if it fails to retain key customers at established sites, customer relationships, revenue
and expenses could be seriously harmed.

 CMGI’s supply chain management customers have, at times, requested that it add capacity or open a facility in locations near their sites. If CMGI or its
operating companies elect not to add required capacity at sites near existing customers or establish sites near existing or potential customers, customers may
decide to seek alternate service providers. In addition, if CMGI or its operating companies lose a significant customer of a particular site or open a site with the
expectation of business that does not materialize, operations at that site could become uneconomical or significantly less efficient. Any of these events could have
a material adverse effect on the business, expenses and revenues of CMGI or its operating companies.
 

CMGI and its operating companies depend on third-party software, systems and services.
 CMGI and its operating companies rely on products and services of third-party providers in their business operations. There can be no assurance that
CMGI or its operating companies will not experience operational problems attributable to the installation, implementation, integration, performance, features or
functionality of such third-party software, systems and services. Any interruption in the availability or usage of the products and services provided by third parties
could have a material adverse effect on the business or operations of CMGI or its operating companies.
 

CMGI depends on certain important employees, and the loss of any of those employees may harm CMGI’s business.
 CMGI’s performance is substantially dependent on the performance of its executive officers and other key employees, as well as management of its
operating companies. The familiarity of these individuals with technology-related industries makes them especially critical to CMGI’s success. In addition,
CMGI’s success is dependent on its ability to attract, train, retain and motivate high quality personnel, especially for its operating companies’ management teams.
The loss of the services of any of CMGI’s executive officers or key employees may harm its business. CMGI’s success also depends on its continuing ability to
attract, train, retain and motivate other highly qualified technical and managerial personnel. Competition for such personnel is intense.
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There may be conflicts of interest among CMGI, CMGI’s subsidiaries and their respective officers, directors and stockholders.
 Some of CMGI’s officers and directors also serve as officers or directors of one or more of CMGI’s subsidiaries. In addition, David S. Wetherell, CMGI’s
Chairman of the Board, has significant compensatory interests in certain of CMGI’s @Ventures venture capital affiliates. As a result, CMGI, CMGI’s officers and
directors, and CMGI’s subsidiaries and venture capital affiliates may face potential conflicts of interest with each other and with stockholders. Specifically,
CMGI’s officers and directors may be presented with situations in their capacity as officers, directors or management of one of CMGI’s subsidiaries and venture
capital affiliates that conflict with their fiduciary obligations as officers or directors of CMGI or of another subsidiary or affiliate.
 

CMGI’s strategy of expanding its business through acquisitions of other businesses and technologies presents special risks.
 CMGI intends to continue to expand its business in certain areas through the acquisition of businesses, technologies, products and services from other
businesses. Acquisitions involve a number of special problems, including:
 
 •  difficulty integrating acquired technologies, operations and personnel with the existing businesses;
 
 •  diversion of management attention in connection with both negotiating the acquisitions and integrating the assets;
 
 •  strain on managerial and operational resources as management tries to oversee larger operations;
 
 •  the funding requirements for acquired companies may be significant;
 
 •  exposure to unforeseen liabilities of acquired companies;
 
 •  increased risk of costly and time-consuming litigation, including stockholder lawsuits;
 
 

•  potential issuance of securities in connection with an acquisition with rights that are superior to the rights of holders of CMGI’s common stock, or
which may have a dilutive effect on the common stockholders;

 
 •  the need to incur additional debt or use cash; and
 
 •  the requirement to record potentially significant additional future operating costs for the amortization of intangible assets.
 

CMGI may not be able to successfully address these problems. Moreover, CMGI’s future operating results will depend to a significant degree on its ability
to successfully integrate acquisitions and manage operations while also controlling expenses and cash burn.

 
CMGI must develop and maintain positive brand name awareness.

 CMGI believes that establishing and maintaining its brand name and the brand names of its operating companies is essential to expanding its business and
attracting new customers. CMGI also believes that the importance of brand name recognition will increase in the future as technology-related companies continue
to differentiate themselves. Promotion and enhancement of CMGI’s brand names will depend largely on its ability to provide consistently high-quality products
and services. If CMGI is unable to provide high-quality products and services, the value of its brand names will suffer and CMGI’s business prospects may be
adversely affected.
 

CMGI’s quarterly results may fluctuate significantly.
 CMGI’s operating results have fluctuated widely on a quarterly basis during the last several years, and it expects to experience significant fluctuations in
future quarterly operating results. Many factors, some of which are beyond CMGI’s control, have contributed to these quarterly fluctuations in the past and may
continue to do so. Such factors include:
 
 •  demand for its products and services;
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 •  timing of new product introductions or software releases by its customers or their competitors;
 
 •  payment of costs associated with its acquisitions, sales of assets and investments;
 
 •  timing of sales of assets and marketable securities;
 
 •  market acceptance of new products and services;
 
 •  seasonality;
 
 •  temporary shortages in supply from vendors;
 
 •  charges for impairment of long-lived assets in future periods;
 
 •  potential restructuring charges in connection with CMGI’s continuing restructuring efforts;
 
 •  political instability or natural disasters in the countries in which it operates;
 
 •  specific economic conditions in the industries in which CMGI competes; and
 
 •  general economic conditions.
 
CMGI believes that period-to-period comparisons of its results of operations will not necessarily be meaningful and should not be relied upon as indicative of its
future performance. It is also possible that in some fiscal quarters, CMGI’s operating results will be below the expectations of securities analysts and investors. In
such circumstances, the price of CMGI’s common stock may decline.
 

The price of CMGI’s common stock has been volatile and may fluctuate based on the value of its assets.
 The market price of CMGI’s common stock has been, and is likely to continue to be, volatile, experiencing wide fluctuations. In recent years, the stock
market has experienced significant price and volume fluctuations, which have particularly impacted the market prices of equity securities of many companies
providing technology-related products and services. Some of these fluctuations appear to be unrelated or disproportionate to the operating performance of such
companies. Future market movements may adversely affect the market price of CMGI’s common stock. In addition, should the market price of CMGI’s common
stock be below $1.00 per share for an extended period, it risks Nasdaq delisting, which would have an adverse effect on CMGI’s business. In order to maintain
compliance with Nasdaq listing standards, CMGI may consider several strategies, including without limitation a reverse stock split.
 

In addition, a portion of CMGI’s assets includes the equity securities of both publicly traded and privately held companies. The market price and valuations
of the securities that CMGI holds may fluctuate due to market conditions and other conditions over which CMGI has no control. Fluctuations in the market price
and valuations of the securities that CMGI holds in other companies may result in fluctuations of the market price of CMGI’s common stock and may reduce the
amount of working capital available to CMGI.
 

CMGI’s operating companies are subject to intense competition.
 The markets for the products and services of CMGI’s operating companies are highly competitive and often lack significant barriers to entry, enabling new
businesses to enter these markets relatively easily. Numerous well-established companies and smaller entrepreneurial companies are focusing significant
resources on developing and marketing products and services that will compete with the products and services of CMGI’s operating companies. The market for
supply chain management products and services is very competitive, and the intensity of the competition is expected to continue to increase. Any failure to
maintain and enhance the competitive position of CMGI’s supply chain management operating companies will limit its ability to maintain and increase market
share, which would result in serious harm to CMGI’s business. Increased competition may also result in price reductions, reduced gross margins and loss of
market share. In addition, many of the current and potential competitors of CMGI’s operating companies have greater financial, technical, operational and
marketing resources than those of CMGI’s operating companies. CMGI’s operating companies may not be able to compete successfully against these competitors.
Competitive pressures may also force prices for supply chain management products and services down and such price reductions may reduce CMGI’s revenues.
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To succeed, CMGI’s operating companies must respond to the rapid changes in the technology sector.
 The markets for the technology-related products and services of CMGI’s operating companies are characterized by:
 
 •  rapidly changing technology;
 
 •  evolving industry standards;
 
 •  frequent new product and service introductions;
 
 •  shifting distribution channels; and
 
 •  changing customer demands.
 

The success of CMGI’s operating companies will depend on their ability to adapt to this rapidly evolving marketplace. They may not be able to adequately
adapt their products and services or to acquire new products and services that can compete successfully. In addition, CMGI’s operating companies may not be
able to establish and maintain effective distribution channels.
 

The success of the global operations of CMGI’s operating companies is subject to special risks and costs.
 CMGI’s operating companies intend to continue to expand their operations outside of the United States. This international expansion will require
significant management attention and financial resources. The operations of CMGI’s supply chain management operating companies are subject to numerous and
varied regulations worldwide, some of which may have an adverse effect on CMGI’s ability to develop its international operations. In addition, CMGI and its
operating companies have limited experience in such international activities. Accordingly, CMGI and its operating companies will need to commit substantial
time and development resources to customizing the products and services of its operating companies for selected international markets and to developing
international sales and support channels.
 

CMGI expects that the export sales of its operating companies will be denominated predominantly in United States dollars. As a result, an increase in the
value of the United States dollar relative to other currencies may make the products and services of its operating companies more expensive and, therefore,
potentially less competitive in international markets. As CMGI’s operating companies increase their international sales, their total revenues may also be affected
to a greater extent by seasonal fluctuations resulting from lower sales that typically occur during the summer months in Europe and other parts of the world.
 

CMGI’s operating companies could be subject to infringement claims and other liabilities.
 From time to time, CMGI’s operating companies have been, and expect to continue to be, subject to third-party claims in the ordinary course of business,
including claims of alleged infringement of intellectual property rights. Any such claims may damage the businesses of CMGI’s operating companies by:
 
 •  subjecting them to significant liability for damages;
 
 •  resulting in invalidation of their proprietary rights;
 
 •  resulting in costly license fees in order to settle such claims;
 
 •  being time-consuming and expensive to defend even if such claims are not meritorious; and
 
 •  resulting in the diversion of management time and attention.
 
Item 3. Quantitative and Qualitative Disclosures About Market Risk
 The Company is exposed to equity price risks on the marketable portion of its equity securities. The Company’s available-for-sale securities at April 30,
2003 primarily consisted of investments in companies in the Internet and technology industries which have experienced significant historical volatility in their
stock prices. The Company typically does not attempt to reduce or eliminate its market exposure on these securities. A 20% adverse change in equity
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prices, based on a sensitivity analysis of the equity component of the Company’s available-for-sale securities portfolio as of April 30, 2003, would result in an
approximate $8.6 million decrease in the fair value of the Company’s available-for-sale securities.
 

The carrying values of financial instruments including cash and cash equivalents, accounts receivable, accounts payable and notes payable, approximate
fair value because of the short maturity of these instruments. The carrying value of long-term debt approximates its fair value, as estimated by using discounted
future cash flows based on the Company’s current incremental borrowing rates for similar types of borrowing arrangements.
 

The Company from time to time uses derivative financial instruments primarily to reduce exposure to adverse fluctuations in interest rates on its borrowing
arrangements. The Company does not enter into derivative financial instruments for trading purposes. As a matter of policy, derivative positions are used to
reduce risk by hedging underlying economic or market exposure. The derivatives the Company uses are straightforward instruments with liquid markets. At April
30, 2003, the Company was primarily exposed to the London Interbank Offered Rate (LIBOR) and Euro Interbank Offered Rate (EURIBOR) interest rate on its
outstanding borrowing arrangements.
 

The Company has historically had very low exposure to changes in foreign currency exchange rates, and as such, has not used derivative financial
instruments to manage foreign currency fluctuation risk. The Company may consider utilizing derivative instruments to mitigate the risk of foreign currency
exchange rate fluctuations in the future.
 
Item 4. Controls and Procedures
 Evaluation of disclosure controls and procedures. Based on their evaluation as of a date within 90 days of the filing date of this report, the Company’s
principal executive officer and principal financial officer have concluded that the Company’s disclosure controls and procedures (as defined in Rule 13a-14(c)
under the Exchange Act) are effective to ensure that information required to be disclosed by the Company in reports that it files or submits under the Exchange
Act is recorded, processed, summarized and reported within the time periods specified in Securities and Exchange Commission rules and forms.
 

Changes in internal controls. There were no significant changes in the Company’s internal controls or in other factors that could significantly affect these
controls subsequent to the date of their evaluation. There were no significant deficiencies or material weaknesses in the Company’s internal controls, and
therefore there were no corrective actions taken.
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CMGI, INC. AND SUBSIDIARIES
 PART II: OTHER INFORMATION
 
Item 1. Legal Proceedings
 In December 1999, Neil Braun, a former officer of iCAST Corporation, a wholly owned subsidiary of the Company (“iCAST”), filed a complaint in United
States District Court, Southern District of New York naming the Company, iCAST and David S. Wetherell as defendants. In the complaint, Mr. Braun alleged
breach of contract regarding his termination from iCAST and claimed that he was entitled to acceleration of options to purchase CMGI common stock and iCAST
common stock, upon his termination, under contract and promissory estoppel principles. Mr. Braun also claimed that, under quantum meruit principles, he was
entitled to lost compensation. Mr. Braun sought damages of approximately $50 million and requested specific performance of the acceleration and exercise of
options. In August 2001, the Court (i) granted summary judgment dismissing Mr. Wetherell as a defendant and (ii) granted summary judgment, disposing of Mr.
Braun’s contract claim. In February 2002, the Court granted summary judgment disposing of Mr. Braun’s promissory estoppel claim. Trial on the quantum meruit
claim was held in March 2002 and the jury returned a verdict in favor of Mr. Braun and against the Company in the amount of $113,482.24. As to iCAST, the jury
found that Mr. Braun had not proven his claim. The Company filed a motion for directed verdict, which motion sought to set aside the jury verdict against the
Company. Such motion was denied. In May 2002, Mr. Braun appealed the Court’s dismissal of his contract and promissory estoppel claims against iCAST and
the Company. On February 11, 2003, the United States Court of Appeals for the Second Circuit heard argument on the appeal and took the case under advisement.
On May 19, 2003, the Court of Appeals affirmed the District Court’s decisions.
 

In August 2001, Jeffrey Black, a former employee of AltaVista, filed a complaint in Superior Court of the State of California (Santa Clara County) in his
individual capacity as well as in his capacity as a trustee of two family trusts against the Company and AltaVista alleging certain claims arising out of his
relationship with the Company and AltaVista and the termination of Mr. Black’s employment with AltaVista. The Company and AltaVista each believes that these
claims are without merit and plans to vigorously defend against these claims. In March 2002, the court ordered the entire case to binding arbitration in California.
In August 2002, Mr. Black submitted the matter to the American Arbitration Association. An arbitrator was appointed in January 2003 and an arbitration hearing
is scheduled for August 2003. Mr. Black’s statement of damages in the arbitration proceeding seeks monetary damages in excess of $16 million. In April 2003,
Mr. Black applied to the Superior Court for a temporary restraining order requiring AltaVista to maintain in an escrow account certain funds received by AltaVista
in the sale of its assets to Overture. The court denied the application for a temporary restraining order and on May 29, 2003 denied the application for a
preliminary injunction. On May 15, 2003, Mr. Black was given leave by the court to file a third amended complaint naming Overture as a defendant as successor
in interest to AltaVista. In connection with Overture’s acquisition of AltaVista’s business, Overture agreed to assume any liability of AltaVista with respect to this
action.
 

On January 28, 2002, Mark Nutritionals, Inc. (“MNI”) filed suit against AltaVista in the United States District Court for the Western District of Texas, San
Antonio Division. The claims against AltaVista include unfair competition and trademark infringement and dilution, under both federal law and the laws of the
State of Texas. MNI is seeking compensatory damages in the amount of $10.0 million and punitive damages. AltaVista believes that these claims are without
merit and plans to vigorously defend against these claims. AltaVista filed its answer on March 1, 2002, denying the allegations. MNI has filed for Chapter 11
bankruptcy protection. AltaVista is entitled to indemnification by a third party with respect to this matter. In connection with Overture’s acquisition of AltaVista’s
business, Overture agreed to assume any liability of AltaVista with respect to this action.
 

On March 11, 2002, Sean Barger, a former employee and principal stockholder of Equilibrium Technologies, Inc. (“Equilibrium”), filed a complaint in
Superior Court of the State of California (San Francisco County) in his individual capacity against the Company, AltaVista, David S. Andonian, Andrew J.
Hajducky, III, and David S. Wetherell alleging certain claims arising out of the Company’s acquisition of Equilibrium in January 2000. As set forth in the
complaint, Mr. Barger alleged, among other things, (1) violation of state securities statutes, (2) fraudulent inducement, deceit, and fraud, (3) negligent
misrepresentation, (4) unfair competition and (5) breach of fiduciary duty. The Company believes that these claims are without merit and plans to vigorously
defend the action. Mr. Barger is claiming an unspecified amount of damages. On October 29, 2002, Mr. Barger amended his complaint to allege, among other
things, personal jurisdiction over the individual defendants. On January 27, 2003, Mr. Barger again amended his complaint to add allegations pertaining to the
breach of fiduciary duty claim. The Court subsequently dismissed without leave to amend Mr. Barger’s claim for breach of fiduciary duty. No trial date has been
scheduled. In connection with Overture’s acquisition of AltaVista’s business, Overture agreed to assume any liability of AltaVista with respect to this action.
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Item 6. Exhibits and Reports on Form 8-K
 (a) Exhibits
 

The Exhibits listed in the Exhibit Index immediately preceding such Exhibits are filed with or incorporated by reference in this report.
 

(b) Reports on Form 8-K
 On February 21, 2003, the Company filed a Current Report on Form 8-K dated February 18, 2003 to report under Item 5 (Other Events) that

AltaVista Company had signed a definitive agreement under which Overture Services, Inc. would acquire AltaVista’s business. No financial statements
were filed with such report.

 On March 4, 2003, the Company filed a Current Report on Form 8-K dated February 28, 2003 to report under Item 5 (Other Events) that infoUSA
Inc. had acquired Yesmail, Inc. No financial statements were filed with such report.

 On March 10, 2003, the Company filed a Current Report on Form 8-K dated March 7, 2003 to report under Item 5 (Other Events) that the Company
had sold all of its equity ownership interests in Tallan, Inc. No financial statements were filed with such report.

 On March 24, 2003, the Company filed Amendment No. 1 to Current Report on Form 8-K/A to amend the Company’s Current Report on Form 8-K
dated March 7, 2003 to report under Item 2 (Acquisition or Disposition of Assets) that the Company had sold all of its equity ownership interests in Tallan,
Inc. The following financial statements were filed with such report:

 Unaudited pro forma condensed balance sheet of CMGI, Inc. as of January 31, 2003.
 Unaudited pro forma condensed statement of operations of CMGI, Inc. for the twelve months ended July 31, 2002.
 On April 16, 2003, the Company filed a Current Report on Form 8-K dated April 2, 2003 to report under Item 2 (Acquisition or Disposition of

Assets) that uBid, Inc. had sold substantially all of its assets. The following financial statements were filed with such report:
 Unaudited pro forma condensed balance sheet of CMGI, Inc. as of January 31, 2003.
 Unaudited pro forma condensed statement of operations of CMGI, Inc. for the twelve months ended July 31, 2002.
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SIGNATURE
 

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.
 

CMGI, INC.

By:
 

/s/    THOMAS OBERDORF         

  Thomas Oberdorf
 

 
Chief Financial Officer and Treasurer (Principal Financial and Accounting

Officer)
 
Date: June 16, 2003
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CERTIFICATION
 
I, George A. McMillan, certify that:
 
1. I have reviewed this quarterly report on Form 10-Q of CMGI, Inc.;
 
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 we 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:
 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.
 

By:
 

/s/    GEORGE A. MCMILLAN         

 
 

George A. McMillan
President and Chief Executive Officer

 
Date: June 16, 2003
 

CERTIFICATION
 
I, Thomas Oberdorf, certify that:
 
1. I have reviewed this quarterly report on Form 10-Q of CMGI, Inc.;
 
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;
 

45



Table of Contents

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 we 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:
 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.
 

By:
 

/s/    THOMAS OBERDORF         

 
 

Thomas Oberdorf
Chief Financial Officer and Treasurer

 
Date: June 16, 2003
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EXHIBIT INDEX
 
Item

  

Description

10.1  Amendment No. 1 to Amended and Restated 1999 Stock Option Plan for Non-Employee Directors.

10.2

  

First Amendment to Registration Rights Agreement, dated as of April 25, 2003, by and between Overture Services, Inc. and AltaVista Company, is
incorporated herein by reference to Exhibit 2.3 to the Current Report on Form 8-K dated April 25, 2003 of Overture Services, Inc. (File No. 000-
26365).

10.3
  

Amendment No. 8 to Lease, dated as of November 6, 2001, between Andover Mills Realty Limited Partnership and the Registrant for premises
located at 100 Brickstone Square, Andover, Massachusetts.

10.4
  

Amendment No. 9 to Lease, dated as of December 3, 2001, between Andover Mills Realty Limited Partnership and the Registrant for premises located
at 100 Brickstone Square, Andover, Massachusetts.

10.5
  

Amendment No. 10 to Lease, dated as of November 18, 2002, between Andover Mills Realty Limited Partnership and the Registrant for premises
located at 100 Brickstone Square, Andover, Massachusetts.

99.1  Certification of the Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

99.2  Certification of the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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EXHIBIT 10.1

 

CMGI, INC.
 

AMENDMENT NO. 1
TO

AMENDED AND RESTATED 1999 STOCK OPTION PLAN
FOR NON-EMPLOYEE DIRECTORS

 
The Amended and Restated 1999 Stock Option Plan for Non-Employee Directors (the “Plan”) of CMGI, Inc., a Delaware corporation (the “Corporation”),

is hereby amended as follows:
 

Section 5(d)(i)(b) of the Plan is hereby amended and restated in its entirety to read as follows:
 

“Each Annual Option granted under the Plan on or after March 12, 2003 to a director who received an Initial Option under the Plan shall vest and become
exercisable as to 1/36th of the number of shares originally subject to the option on each monthly anniversary date of the date of grant of such Annual Option;
provided that the optionee serves as a director on such monthly anniversary date. Each Annual Option granted under the Plan prior to March 12, 2003 to a
director who received an Initial Option under the Plan shall vest and become exercisable as to 1/12th of the number of shares originally subject to the option on
each monthly anniversary date of the date of grant commencing on the 37th monthly anniversary date of the date of grant of such Annual Option; provided that the
optionee serves as a director on such monthly anniversary date. The first Annual Option granted under the Plan to a director who previously received an option
under the 1995 Plan shall vest and become exercisable as to 1/12th of the number of shares originally subject to the option on each monthly anniversary date of the
date of grant, commencing the first month following the date the option granted under the 1995 Plan becomes fully exercisable; provided that the optionee serves
as a director on such monthly anniversary date. Each subsequent Annual Option granted under the Plan to a director who previously received an option under the
1995 Plan shall vest and become exercisable as to 1/12th of the number of shares originally subject to the option on each monthly anniversary date of the date of
grant, commencing the first month following the date the Annual Option granted next prior to such option becomes fully exercisable; provided that the optionee
serves as a director on such monthly anniversary date.”
 

* * * * *
 

Adopted by the Board of Directors on
March 12, 2003.



 
Exhibit 10.3

 
AMENDMENT #8 TO LEASE

 
1.  Parties.
 

This Amendment, dated as of November 6, 2001, is between Andover Mills Realty Limited Partnership (“Landlord”) and CMGI, Inc. (“Tenant”).
 
2.  Recitals.
 

2.1    Landlord and Tenant have entered into Lease, dated as of April 12, 1999, for space in Brickstone Square in Andover, Massachusetts (as now or
hereafter amended, the “Lease”). Unless otherwise defined, terms used in this Amendment have the same meanings as those used in the Lease.
 

2.2    Tenant wishes to lease a designated portion of the Premises as shown in Exhibit “B-8” attached hereto and incorporated herein (the “Specified
Surplus Space”), with a rentable area agreed to contain 26,053 square feet, to Cambridge Soundworks, Inc., or one of its affiliates (the “New Tenant”), and has
requested Landlord’s help in the leasing and buildout process. In order to accomplish this and other matters, for $10.00 and other good and valuable
consideration, the receipt and sufficiency of which is acknowledged, the parties agree and the Lease is amended as follows as of the date hereof, notwithstanding
anything to the contrary:
 
3.  Amendments.
 

3.1    For a term of six (6) months from the date of this Amendment (the “Surplus Term”), in order to help Tenant lease the Surplus Space, Tenant grants to
Landlord the ongoing right from time to time to market and show the Surplus Space and negotiate and enter into a new lease with the New Tenant for the
Specified Surplus Space (the “New Lease”), with a term of between five (5) and ten (10) years plus any extensions, and “Buildout Costs” and “New Tenant
Costs” as set forth in Section 3.2(a) below. Landlord has no obligation to exercise any of these rights. The “Buildout Costs” means Landlord’s good faith estimate
of the third-party hard and soft costs of the improvements, modifications, and tenant allowances to be performed and/or paid for by the lessor in connection with
or as a result of the initial buildout of Specified Surplus Space under that New Lease (the “Buildout”).
 

3.2    If Landlord enters in to the New Lease for the Specified Surplus Space per Section 3.1, Landlord will notify Tenant in writing, and then:
 

(a)    Within fifteen (15) days thereafter, Tenant will pay to or as directed by Landlord the approved Buildout Costs for that New Lease as described
in Section 3.1 above, and leasing commissions for that New Lease (collectively, the “New Tenant Costs”) for ultimate payment by Landlord to the parties entitled
thereto as and when due, in addition to any rent payable by Tenant under the Lease. Subject to the terms of this Amendment, the New Tenant Costs payable by
Tenant hereunder will not exceed Eight Hundred Eighty-five Thousand Eight Hundred Two Dollars ($885,802).



 
(b)    Within thirty (30) days thereafter, Tenant will remove all of Tenant’s Property from the Specified Surplus Space and surrender vacant

possession of the Specified Surplus Space to Landlord in the condition required by the Lease. Tenant’s Property not removed by that date will be deemed
abandoned by Tenant in favor of Landlord. If the New Lease is validly terminated before the “Start Date” (defined below), possession of the Specified Surplus
Space will be returned to Tenant in its then “as-is” state and will continue to be part of the Premises subject to all of the terms of the Lease, Landlord will deliver
to Tenant (or credit against rent owed by Tenant under the Lease) any security deposit from the New Tenant that has been delivered to and may be retained and
applied Landlord under that New Lease, and Landlord will cooperate reasonably with Tenant (at no cost or Liabilities to Landlord) in Tenant’s enforcement of any
claims against the New Tenant under that New Lease.
 

(c)    Landlord will supervise the performance of the Buildout to be performed by the lessor under that New Lease, and at Tenant’s request in each
instance will reasonably cooperate with and periodically report to Tenant to keep Tenant informed as to the status of the Buildout, all at no additional charge to
Tenant. As consideration for Landlord’s agreement above, Tenant hereby waives and releases all claims of any type that it may have against Landlord or any of its
affiliated persons or entities in connection with the Buildout (excluding any contractors or subcontractors), except for claims of Tenant resulting from Landlord’s
failure to pay or cause to be paid any Buildout Costs in excess of those for which Tenant is responsible hereunder. Subject to the foregoing, Landlord will
cooperate reasonably with Tenant (at no cost or liability to Landlord) if Tenant wishes to assert claims against others in connection with the Buildout. In addition
to any other rights of Landlord, Tenant acknowledges and agrees that Landlord, the New Tenant and their respective professionals, contractors, subcontractors and
representatives will have the right to perform the Buildout and to enter the Specified Surplus Space and other necessary areas of the Premises as may be necessary
in connection therewith. Subject to Section 3.2(b) above, once the New Lease is entered into Landlord will have no obligations to Tenant with respect to that
Specified Surplus Space and Tenant will have no rights therein except as are specifically set forth herein. Subject to Section 3.4 below, Tenant’s surrender of
possession and/or the performance of the Buildout will not be deemed to be a termination of the Lease in whole or in part nor will they operate to relieve, reduce
or waive any of Tenant’s obligations under the Lease with respect to the payment of rent or otherwise.
 

(d)    Tenant will not be responsible for any costs for the New Lease in excess of the New Tenant Costs per Section 3.2(a) above unless Tenant fails
to pay the New Tenant Costs or fails to vacate and surrender possession of space as and when required, or otherwise defaults hereunder or under the rest of the
Lease. Tenant acknowledges and agrees that its timely payment in full of the New Tenant Costs and its surrender of vacant possession as and when required are
material inducements to Landlord to enter into this Amendment, and Tenant’s failure to do so will be a default under the Lease, and in addition to any other rights
and remedies of Landlord, Tenant will be responsible for any Liabilities incurred by Landlord under that New Lease and/or in connection with that Specified
Surplus Space resulting therefrom.
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3.3    [INTENTIONALLY OMITTED]

 
3.4    Subject to the terms hereof, and despite the entry into the New Lease and the earlier surrender of possession, the Lease will continue for the Specified

Surplus Space until the “Start Date” for that New Lease. The “Start Date” for that New Lease will be the date that the New Tenant under that New Lease accepts
the Specified Surplus Space and occupies a substantial part of that space to conduct business, or the rent commencement date occurs under that New Lease,
whichever is earlier. As of the Start Date: (a) the Lease will terminate and expire as to that Specified Surplus Space only (and no other space) and the agreed
rentable area of the remainder of the Premises will be reduced by the rentable area of that Specified Surplus Space; (b) Tenant’s parking rights under the Lease
will be reduced by 78 vehicles (26 of which will be assigned spaces), as shown in Exhibit “A-8” attached hereto; and (c) provided that Tenant has complied with
Sections 3.2(a) and (b) above and is not otherwise in default, Tenant’s Percentage will be reduced by 2.77% and Tenant’s obligation to pay rent for that Specified
Surplus Space for periods thereafter will terminate.
 

3.5    Amendment #6 to Lease, dated 4/17/2001, and Amendment #7 to Lease, dated 4/18/2001, both are deleted from the Lease and are null and void.
 

3.6    As a material inducement to Tenant to enter into this Amendment, Landlord agrees that, as of the date hereof, Tenant owes no amounts to Landlord
except the rent due under the Lease and Tenant is not, to Landlord’s knowledge, in default under the Lease.
 

3.7    As a material inducement to Landlord to enter into this Amendment, Tenant agrees that, as of the date hereof, Landlord owes no amounts to Tenant
under the Lease and Landlord is not, to Tenant’s knowledge, in default under the Lease, and Tenant agrees, represents and warrants to Landlord that: Tenant has
not leased, subleased, assigned or conveyed the Specified Surplus Space or its interests therein to anyone else and has not employed or engaged any brokers or
agents in connection therewith or in connection with this Amendment, and in either case will not (and will not have the right or power to) do so during the
Surplus Term.
 

3.8    The Lease remains in full force and effect, and except as set forth in this Amendment, the Lease remains unchanged. Time is of the essence in this
Amendment and the rest of the Lease and holding over will not be permitted. Except for the representations and warranties specifically set forth in this
Amendment, neither party has made nor relied on any representations and warranties of any type, express or implied, in connection with this Amendment or its
subject matter. Landlord and Tenant are not partners or joint venturers nor are they agents of each other. Landlord will not be deemed to have assumed any of
Tenant’s Liabilities by reason of Landlord’s exercise of or failure to exercise any of its rights hereunder or under the rest of the Lease, and Landlord is under no
obligation to exercise any of its rights hereunder or to exercise them in any particular manner, including, without limitation, showing, marketing or negotiating for
the lease of any of the Specified Surplus Space. Notwithstanding anything to the contrary, and without limiting the generality of the foregoing, Landlord may in
its sole and absolute discretion show, market, negotiate or lease any or all of its own space in the Project to or with existing New Tenant or other prospective
tenants before, during, after or in lieu of showing, marketing, negotiating or leasing any of the Specified Surplus Space, regardless of
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the effect on the leasing of the Specified Surplus Space, and without incurring any Liabilities to Tenant or anyone else. On Landlord’s written request from time
to time, Tenant will promptly execute and deliver to Landlord amendments to this Lease and/or the existing Notice of Lease evidencing the termination of the
Lease with respect to the Specified Surplus Space and the other matters provided for in this Amendment. Tenant’s failure to execute and deliver such amendments
will not be a condition to the effectiveness of such termination and the other matters provided for in this Amendment.
 

IN WITNESS WHEREOF, intending to be legally bound, the parties have executed this Amendment as of the date in Article 1 above.
 
CMGI, INC., a Delaware corporation

 
 
 

Andover Mills Realty Limited Partnership,
a Massachusetts limited partnership

By:
 

/s/    George A. McMillan        
 

 
 

By:
 

/s/    Martin Spagat        

 

 

**Signature of Reporting Person**
Name:
Title:
Authorized Signature  

 

 

 

 

**Signature of Reporting Person**
Name:
Title:
Authorized Signature
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Exhibit 10.4

 
AMENDMENT #9 TO LEASE

 
1.  Parties
 

This Amendment, dated as of 12/03/01, is between Andover Mills Realty Limited Partnership (“Landlord”) and CMGI. Inc. (“Tenant”).
 
2.  Recitals.
 

2.1    Landlord and Tenant have entered into Lease, dated as of April 12, 1999, for space in Brickstone Square in Andover, Massachusetts (as now or
hereafter amended, the “Lease”). Unless otherwise defined, terms used in this Amendment have the same meanings as those used in the Lease.
 

2.2    Tenant wishes to lease designated portions of the Premises as shown in Exhibit “B-9” attached hereto and incorporated herein (the “Surplus Space”)
to new tenants (the “New Tenants”), and has requested Landlord’s help in the leasing and buildout process. In order to accomplish this arid other matters, for
$10.00 and other good and valuable consideration, the receipt and sufficiency of which is acknowledged, the parties agree and the Lease is amended as follows as
of the date hereof, notwithstanding anything to the contrary:
 
3.  Amendments.
 

3.1    For a term of one (1) year from the date of this Amendment (the “Surplus Term”), in order to help Tenant lease the Surplus Space, Tenant grants to
Landlord the ongoing right from time to time to market and show the Surplus Space and negotiate and enter into new leases with New Tenants for all or parts, of
the Surplus Space (the “New Leases”). Landlord has no obligation to exercise any of these rights, but before it enters into a New Lease for all or a part of the
Surplus Space it will deliver a written notice to Tenant specifying the portion of the Surplus Space to be leased (the “Specified Surplus Space”), the proposed term
of the New Lease and a breakdown of the “Buildout Costs.” The “Buildout Costs” means Landlord’s good faith estimate of the third-party hard and soft costs of
the improvements, modifications, and tenant allowances to be performed and/or paid for by the lessor in connection with or as a result of the initial buildout of
Specified Surplus Space under that New Lease (the “Buildout”). Tenant will not unreasonably withhold its approval of the Buildout Costs for that New Lease.
The standard for reasonable approval will be determined with reference to the Buildout Costs that are commercially reasonable in order to convince the
prospective New Tenant to lease the applicable Specified Surplus Space under the New Lease. If Tenant approves (or is deemed to have approved) the Buildout
Costs for a New Lease, Landlord will have the right, but not the obligation, to enter into a New Lease for that Surplus Space.
 

3.2    If the Specified Surplus Space under a New Lease is for less than all of the remaining Surplus Space in that particular area, then the remainder of the
Surplus Space in that area must retain (or Tenant will permit Landlord to construct in a good and workmanlike manner as part of the Buildout) legal access in
compliance with all applicable laws and codes.
 

3.3    If Landlord enters into a New Lease for a Specified Surplus Space per Section 3.1 Landlord will notify Tenant in writing, and then:
 

(a)    Within fifteen (15) days thereafter, Tenant will pay to or as directed by Landlord the approved Buildout Costs for that New Lease as described
in Section 3.1 above, and an amount equal to a standard third-party leasing commission for that New Lease (i.e., 5%, 4%, 4%, 3%, 2%, 1.5%, etc. based on
annual gross rents) (collectively, the “New Tenant Costs”) for ultimate payment by Landlord to the parties entitled thereto as and when due, in addition to any rent
payable by Tenant under the Lease.



 
(b)    Within thirty (30) days thereafter, Tenant will remove all of Tenant’s Property from the Specified Surplus Space and surrender vacant

possession of the Specified Surplus Space to Landlord in the condition required by the Lease. Tenant’s Property not removed by that date will be deemed
abandoned by Tenant in favor of Landlord. If the New Lease is validly terminated before the “Start Date” (defined below), possession of the Specified Surplus
Space will be returned to Tenant in its then “as-is” state and will continue to be part of the Premises and the Surplus Space subject to all of the terms of the Lease,
Landlord will deliver to Tenant (or credit against rent owed by Tenant under the Lease) any security deposit from the New Tenant that has been delivered to and
may be retained and applied Landlord under that New Lease, and Landlord will cooperate reasonably with Tenant (at no cost or Liabilities to Landlord) in
Tenant’s enforcement of any claims against the New Tenant under that New Lease.
 

(c)    Landlord will supervise the performance of the Buildout to be performed by the lessor under that New Lease, and at Tenant’s request in each
instance will reasonably cooperate with and periodically report to Tenant to keep Tenant informed as to the status of the Buildout, all at no additional charge to
Tenant. As consideration for Land1ord’s agreement above, Tenant hereby waives and releases all claims of any type that it may have against Landlord or any of
its affiliated persons or entities in connection with the Buildout (excluding any contractors or subcontractors), except for claims of Tenant resulting from
Landlord’s failure to pay or cause to be paid any Buildout Costs in excess of those for which Tenant is responsible hereunder. Subject to the foregoing, Landlord
will cooperate reasonably with Tenant (at no cost or liability to Landlord) if Tenant wishes to assert claims against others in connection with the Buildout. In
addition to any other rights of Landlord, Tenant acknowledges and agrees that Landlord, the New Tenant and their respective professionals, contractors,
subcontractors, and representatives will have the right to perform the Buildout and to enter the Specified Surplus Space and other necessary areas of the Premises
as may be necessary in connection therewith. Subject to Section 3.3(b) above, once a New Lease is entered into Landlord will have no obligations to Tenant with
respect to that Specified Surplus Space and Tenant will have no rights therein except as are specifically set forth herein. Subject to Section 3.4 below, Tenant’s
surrender of possession and/or the performance of the Buildout will not be deemed to be a termination of the Lease in whole or in part nor will they operate to
relieve, reduce or waive any of Tenant’s obligations under the Lease with respect to the payment of rent or otherwise.
 

(d)    Tenant will not be responsible for any costs for a New Lease in excess of the New Tenant Costs per Section 3.3(a) above unless Tenant fails to
pay the New Tenant Costs or fails to vacate and surrender possession of space as and when required, or otherwise defaults hereunder or under the rest of the
Lease. Tenant acknowledges and agrees that its timely payment in full of the approved New Tenant Costs and its surrender of vacant possession as and when
required are material inducements to Landlord to enter into this Amendment, and Tenant’s failure to do so will be a default under the Lease, and in addition to any
other rights and remedies of Landlord, Tenant will be responsible for any Liabilities incurred by Landlord under that New Lease and/or in connection with that
Specified Surplus Space resulting therefrom.
 

2



 
3.4    Subject to the terms hereof and despite the entry into a New Lease and the earlier surrender of possession, the Lease will continue for a Specified

Surplus Space under a New Lease until the “Start Date” for that New Lease. The “Start Date” for a New Lease will be the date that the New Tenant under that
New Lease accepts the Specified Surplus Space and occupies a substantial part of that space to conduct business, or the rent commencement date occurs under
that New Lease, whichever is earlier. As of the Start Date: (a) the Lease will terminate and expire as to that Specified Surplus Space only (and no other space) and
the agreed rentable area of the remainder of the Premises will be reduced by the rentable area of that Specified Surplus Space; (b) Tenant’s parking rights under
the Lease will be reduced by three (3) spaces/vehicles (1/3 of which will be assigned spaces), for each 1,000 square feet of rentable area in that Specified Surplus
Space, as reasonably allocated by Landlord, and Tenant’s parking plan will be amended accordingly; and (c) provided that Tenant has complied with Sections
3.3(a) and (b) above and is not otherwise in default, Tenant’s Percentage will be reduced proportionately and Tenant’s obligation to pay rent for that Specified
Surplus Space for periods thereafter will terminate.
 

3.6    As a material inducement to Tenant to enter into this Amendment, Landlord agrees that, as of the date hereof, Tenant owes no amounts to Landlord
except the rent due under the Lease and Tenant is not, to Landlord’s knowledge, in default under the Lease.
 

3.7    As a material inducement to Landlord to enter into this Amendment, Tenant agrees that, as of the date hereof, Landlord owes no amounts to Tenant
under the Lease and Landlord is not, to Tenant’s knowledge, in default under the Lease, and Tenant agrees, represents and warrants to Landlord that: Tenant has
not leased, subleased, assigned or conveyed the Surplus Space or its interests therein to anyone else and has not employed or engaged any brokers or agents in
connection therewith or in connection with this Amendment, and in either case will riot (and will not have the right or power to) do so during the Surplus Term.
 

3.8    The Lease remains in full force and effect, and except as set forth in this Amendment, the Lease remains unchanged. Time is of the essence in this
Amendment and the rest of the Lease and holding over will not be permitted. Except for the representations and warranties specifically set forth in this
Amendment, neither party has made nor relied on any representations and warranties of any type, express or implied, in connection with this Amendment or its
subject matter. Landlord and Tenant are not partners or joint venturers nor are they agents of each other. Landlord will not be deemed to have assumed any of
Tenant’s Liabilities by reason of Landlord’s exercise of or failure to exercise any of its rights hereunder or under the rest of the Lease, and Landlord is under no
obligation to exercise any of its rights hereunder or to exercise them in any particular manner, including, without limitation, showing, marketing or negotiating for
the lease of any of the Surplus Space. Notwithstanding anything to the contrary, and without limiting the generality of the foregoing, Landlord may in its sole and
absolute discretion show, market, negotiate or lease any or all of its own space in the Project to or with existing or prospective New Tenants before, during, after
or in lieu of showing, marketing, negotiating or leasing any of the Surplus Space, regardless of the effect on the leasing of the Surplus Space, and without
incurring any Liabilities to Tenant or anyone else. On Landlord’s written request from time to time, Tenant will promptly execute and deliver to Landlord
amendments to this Lease and/or the existing Notice of Lease evidencing the termination(s) of the Lease with respect to each Specified Surplus Space and the
other matters
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provided for in this Amendment. Tenant’s failure to execute and deliver such amendments will not be a condition to the effectiveness of such termination(s) and
the other matters provided for in this Amendment.
 

IN WITNESS WHEREOF, intending to be legally bound, the parties have executed this Amendment as of the date in Article 1 above.
 
CMGI, INC., a Delaware corporation

 
 
 

Andover Mills Realty Limited Partnership,
a Massachusetts limited partnership

By:
 

/s/    Bill Garrity        
 

 
 

By:
 

/s/    Martin Spagat        

 

 

**Signature of Reporting Person**
Name: Bill Garrity
Title: Vice President, Facilities
Authorized Signature  

 

 

 

 

**Signature of Reporting Person**
Name: Martin Spagat
Title: Vice President
Authorized Signature
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Exhibit 10.5

 
AMENDMENT #10 TO LEASE

 
1.  Parties.
 

This Amendment, dated as of November 18, 2002, is between Andover Mills Realty Limited Partnership (“Landlord”) and CMGI, Inc. (“Tenant”).
 
2.  Recitals.
 

2.1    Landlord and Tenant have entered into Lease, dated as of April 12, 1999, for space in Brickstone Square in Andover, Massachusetts (as now or
hereafter amended, the “Lease”). Unless otherwise defined, terms used in this Amendment have the same meanings as those used in the Lease, and particularly
those in Amendment #9 to Lease, dated as of 12/8/2001 (“Amendment #9”).
 

2.2    Pursuant to Amendment #8 to Lease, and the Letter Agreement, dated 12/21/2001, between Landlord and Tenant, on Tenant’s behalf Landlord leased
26,053 square feet of the Specified Surplus Space on the 5th Floor of Building 100 as shown in Exhibit “B-10” hereto (the “Cambridge Space”) to Cambridge
Soundworks, Inc. pursuant to a New Lease (the “Cambridge Lease”). The Start Date of the Synplicity Lease was 3/1/2002, and therefore the Lease terminated as
to the Cambridge Space only as of 3/1/2002.
 

2.3    Pursuant to Amendment #9 to Lease, and the Letter Agreement, dated 7/1/2002, between Landlord and Tenant, on Tenant’s behalf Landlord leased
3,549 square feet of the Specified Surplus Spare on the 5th Floor of Building 100 as shown in Exhibit “B-10” hereto (the “Synplicity Space”) to Synplicity, Inc.
pursuant to a New Lease (the “Synplicity Lease”). The Start Date of the Synplicity Lease was 8/1/2002; and therefore the Lease will terminate as to the Synplicity
Space only as of 8/1/2002.
 

2.4    In order to accomplish these and other matters, for $10.00 and other good and valuable consideration, the receipt and sufficiency of which are
acknowledged, the parties agree and the Lease is amended as follows as of the date hereof, notwithstanding anything to the contrary:
 
3.  Amendments
 

3.1    As of 3/1/2002, Tenant will be deemed to have assigned, conveyed and transferred to Landlord all of Tenant’s right, title and interest in and to the
Cambridge Space (but not its Liabilities in connection with that space), and: (a) the Lease will terminate and expire as to the Cambridge Space only (Tenant and
its Affiliates already have vacated and surrendered possession of the Synplicity Space); (b) the agreed rentable area of the remainder of the Premises will be
reduced by 26,053 s.f., so that it will equal 295,136 s.f.; (c) Tenant’s parking rights under the Lease will be reduced by ninety-one (91) vehicles; and (d) Tenant’s
Percentage is reduced by 2.77%, so that it will total 31.38%. Rent under the Lease is payable for the Cambridge Space through and until 3/1/2002, and Landlord
will credit to Tenant any rent paid for that space al1ocable to periods after that date.
 

3.2    As of 8/1/2002, Tenant will be deemed to have assigned, conveyed and transferred to Landlord all of Tenant’s right, title and interest in and to the
Synplicity Space (but not its Liabilities in connection with that space), and: (a) the Lease will terminate and expire as to the Synplicity Space only (Tenant and its
Affiliates already have vacated and surrendered possession of the Synplicity Space); (b) the agreed rentable area of the remainder of the Premises will be reduced
by 3,549 s.f., so that it will



 
equal 291,587 s.f.; (c) Tenant’s parking rights under the Lease will be reduced by eleven (11) vehicles, and Exhibit “A-10” attached hereto (which shows a new
parking plan for Tenant, and incorporates the parking reduction in connection with the Cambridge Lease) will be substituted into the Lease; and (d) Tenant’s
Percentage is reduced by 0.38%, so that it will total 31%. Rent under the Lease is payable for the Synplicity Space through and until 8/1/2002, and Landlord will
credit to Tenant any rent paid for that space allocable to periods after that date.
 

The Lease remains in full force and effect, and except as set forth above, the Lease remains unchanged.
 

IN WITNESS WHEREOF, intending to be legally bound, the parties have executed this Amendment as of the date in Article 1 above.
 
CMGI, INC., a Delaware corporation

 
 
 

Andover Mills Realty Limited Partnership,
a Massachusetts limited partnership

By:
 

/s/    Bill Garrity        
 

 
 

By:
 

/s/    Martin Spagat        

 

 

**Signature of Reporting Person**
Name: Bill Garrity
Title: Vice President, Facilities
Authorized Signature  

 

 

 

 

**Signature of Reporting Person**
Name: Martin Spagat
Title: Vice President
Authorized Signature
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EXHIBIT 99.1

 
CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
 

In connection with the Quarterly Report on Form 10-Q of CMGI, Inc. (the “Company”) for the period ended April 30, 2003 as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), the undersigned, George A. McMillan, President and Chief Executive Officer of the Company, hereby
certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
 

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
 
Date: June 16, 2003 By: /s/    George A. McMillan

George A. McMillan
President and Chief Executive Officer

 
 
This certification accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required by the Sarbanes-
Oxley Act of 2002, be deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.
 
A signed original of this written statement required by the Sarbanes-Oxley Act of 2002 has been provided to the Company and will be retained by the Company
and furnished to the Securities and Exchange Commission or its staff upon request.



 
EXHIBIT 99.2

 
CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
 

In connection with the Quarterly Report on Form 10-Q of CMGI, Inc. (the “Company”) for the period ended April 30, 2003 as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), the undersigned, Thomas Oberdorf, Chief Financial Officer and Treasurer of the Company, hereby
certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
 

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
 
Date: June 16, 2003 By: /s/    Thomas Oberdorf

Thomas Oberdorf
Chief Financial Officer and Treasurer

 
 
This certification accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required by the Sarbanes-
Oxley Act of 2002, be deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.
 
A signed original of this written statement required by the Sarbanes-Oxley Act of 2002 has been provided to the Company and will be retained by the Company
and furnished to the Securities and Exchange Commission or its staff upon request.


