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Vision

CTG’s vision is to be recognized as a leading provider of value-added IT services and solutions in our selected markets.

Statements included in this document that do not relate to present or historical conditions are “forward-looking statements” within the meaning of that term in Section 27A of the Securities Act of 1933,
as amended, and Section 21F of the Securities Exchange Act of 1934, as amended. Additional oral or written forward-looking statements may be made by the Company from time to time, and such
statements may be included in documents that are filed with the Securities and Exchange Commission. Such forward-looking statements involve risks and uncertainties that could cause results or
outcomes to differ materially from those expressed in such forward-looking statements. Forward-looking statements may include, without limitation, statements relating to the Company’s plans, strategies,
objectives, expectations, and intentions and are intended to be made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. Words such as “believes,” “forecasts,”
“intends,” “possible,” “expects,” “estimates,” “anticipates,” or “plans” and similar expressions are intended to identify forward-looking statements. Among the important factors on which such statements
are based are assumptions concerning the anticipated growth of the information technology industry, the continued need of current and prospective customers for the Company’s services, the availability
of qualified professional staff, and price and wage inflation.

Company Profile

In 2003, CTG began our 38th year of delivering information technology (IT) services that provide real business value to our

customers. Our fully integrated array of IT staffing, application management outsourcing, and industry-focused IT solutions

is backed by a time-tested suite of formal methodologies, a proprietary database of best practices, and an international

network of strategic alliances and partnerships. Our 2,700 business and IT experts, based in an international network of

offices in North America and Europe, help our clients use IT to achieve their business objectives.

Mission

CTG’s mission is to provide IT services and solutions that add real business value to our customers while creating professional

opportunities for our employees and value for our shareholders.
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Five-Year Selected Financial Information
Consolidated Summary –

* Includes a charge for the cumulative effect of a change in accounting principle related to the adoption of Financial Accounting Standard (FAS) No. 142, “Goodwill and Other Intangible Assets,” which
reduced net income by $37.0 million, basic net income per share by $2.23, and diluted net income per share by $2.19

** Includes the net expense of a restructuring charge, which increased operating loss by $4.2 million, net loss by $3.0 million, and basic and diluted net loss per share by $0.18

Consolidated Summary 2003 2002 2001 2000 1999
(amounts in millions, except per-share data)

.......................................................................................

.......................................................................................

.......................................................................................

Operating Data
Revenue $ 252.3 $ 263.3 $ 320.2 $ 354.8 $ 486.3
Operating income (loss) $ 3.3 $ 4.0 $ 0.4 $ (5.6)** $ 30.8
Net income (loss) before cumulative effect

of change in accounting principle $ 2.7 $ 1.4 $ (2.2) $ (5.7)** $ 16.7
Net income (loss) $ 2.7 $ (35.7)* $ (2.2) $ (5.7)** $ 16.7
Basic net income (loss) per share

before cumulative effect of change in
accounting principle $ 0.16 $ 0.08 $ (0.13) $ (0.35)** $ 1.02

Basic net income (loss) per share $ 0.16 $ (2.15)* $ (0.13) $ (0.35)** $ 1.02
Diluted net income (loss) per share

before cumulative effect of change in 
accounting principle $ 0.16 $ 0.08 $ (0.13) $ (0.35)** $ 1.00

Diluted net income (loss) per share $ 0.16 $ (2.11)* $ (0.13) $ (0.35)** $ 1.00
Cash dividend per share $ – $ – $ – $ 0.05 $ 0.05

Financial Position
Working capital $ 16.4 $ 16.6 $ 20.3 $ 12.5 $ 35.2
Total assets $ 96.4 $ 99.2 $ 149.5 $ 162.4 $ 199.2
Long-term debt $ – $ 8.5 $ 15.5 $ 9.7 $ 31.4
Shareholders’ equity $ 56.1 $ 52.4 $ 86.6 $ 88.8 $ 94.9

01 02 03

Revenue
(in millions)

01 02 03
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............................

................
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01 02 03
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.......

...................................

Diluted Net Income (Loss)
Per Share
Before Cumulative Effect of
Change in Accounting Principle

01

$0.20

$0.10

$0

$(0.10)

$(0.13)

$0.08

$0.16

...........................

.................
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Forward-Looking Statements

Statements included in this Management’s Discussion and Analysis of Financial Condition and Results of Operations and elsewhere in this
document that do not relate to present or historical conditions are “forward-looking statements” within the meaning of that term in Section 27A
of the Securities Act of 1933, as amended, and Section 21F of the Securities Exchange Act of 1934, as amended. Additional oral or written
forward-looking statements may be made by the Company from time to time, and such statements may be included in documents that are filed
with the Securities and Exchange Commission. Such forward-looking statements involve risks and uncertainties that could cause results or
outcomes to differ materially from those expressed in such forward-looking statements. Forward-looking statements may include, without
limitation, statements relating to the Company’s plans, strategies, objectives, expectations, and intentions and are intended to be made
pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. Words such as “believes,” “forecasts,” “intends,”
“possible,” “expects,” “estimates,” “anticipates,” or “plans” and similar expressions are intended to identify forward-looking statements. 

Several important factors should be taken into consideration when reviewing the operational results of the Company either on a quarterly
or annual basis. These include:

The anticipated demand for information technology (IT) services 
There has been a steady decline in demand in the technology services sector from 2000-2003 as a recession in the technology industry
has negatively affected spending for information technology services. While the Company believes that demand has begun to increase, a
continued decline in spending for IT services may continue to adversely affect the Company’s operating results in the future.

Foreign operations 
The Company has been negatively affected by weaker economic conditions in The Netherlands, which have reduced demand and increased price
competition for our services. If weaker economic conditions continue for an extended time, our ability to maintain or increase revenues in The
Netherlands may be significantly limited. We continue to assess whether additional cost reduction efforts may be required and if various
other strategies involving our operations in The Netherlands would better position the Company to realize our current and future objectives.

The availability of qualified professional staff
The Company currently actively competes with other IT services providers for qualified professional staff. The availability, or lack thereof, of
qualified professional staff may affect the Company’s ability to provide services and meet the needs of its customers in the future. An inability
to fulfill customer requirements due to a lack of available qualified staff may adversely impact the operations of the Company in the future.

Rate and wage inflation or deflation
While the rates at which the Company bills its customers for its services have tended to stabilize in the later part of 2003, there has been
a general decline in these rates over recent years as a result of the technology recession mentioned above. Additionally, the Company
actively competes against many other companies for business with new and existing clients. A continuation of the recession and competitive
pressures may lead to a further decline in the rates that the Company bills its customers for its services, which may adversely affect the
Company’s operating results in the future.

Results of Operations

The table below sets forth data as contained on the consolidated statements of operations, with the percentage information calculated as
a percentage of consolidated revenues.

Management’s Discussion and Analysis of
Financial Condition and Results of Operations

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

15

................................................

Year ended December 31, 2003 2002 2001
(percentage of revenue)

Revenue 100.0 % 100.0 % 100.0 %
Direct costs 73.3 % 72.5 % 71.4 %
Selling, general, and administrative expenses 25.4 % 26.0 % 28.5 %
Operating income 1.3 % 1.5 % 0.1 %
Interest and other expense, net (0.2) % (0.6)% (1.1) %
Income (loss) before income taxes and cumulative effect of change in accounting principle 1.1 % 0.9 % (1.0) %
Provision (benefit) for income taxes 0.0 % 0.4 % (0.3) %
Net income (loss) before cumulative effect of change in accounting principle 1.1 % 0.5 % (0.7) %
Cumulative effect of change in accounting principle – (14.1)% –
Net income (loss) 1.1 % (13.6)% (0.7) %
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2003 as compared to 2002 

In 2003, CTG recorded revenue of $252.3 million, a decrease of 4.2 percent when compared to 2002 revenue of $263.3 million. Revenues
from the Company’s North American operations totaled $212.1 million in 2003, a decrease of 6.5 percent when compared to 2002 revenue
of $226.8 million. Revenues from the Company’s European operations totaled $40.2 million, an increase of 10.1 percent when compared
to 2002 revenue of $36.5 million. The European revenue represented 16.0 and 13.8 percent of 2003 and 2002 consolidated revenue,
respectively. The Company’s revenue includes reimbursable expenses billed to customers. These expenses totaled $6.7 million and $6.8
million in 2003 and 2002, respectively. 

Consistent in both North America and Europe, the consolidated year-over-year revenue decrease is primarily a result of the ongoing
recession in technology-related investments which has had an overall negative effect on customer spending for information technology
services. Although 2003 saw an increasing demand for the IT staffing services provided by the Company, a general weakness in demand
for the other services offered by the Company resulted in the overall decrease in revenue year-over-year. Additionally, a change in the
mix of the services provided in 2003 towards providing more staffing services led to an aggregate decline in the rates of approximately
6 percent for which the Company bills its customers for its services. 

Revenue was negatively impacted in Europe due to the technology recession; however, this was fully offset by the strengthening of the
currencies of The Netherlands, Belgium, the United Kingdom, and Luxembourg, the countries in which the Company’s European subsidiaries
operate. In The Netherlands, Belgium, and Luxembourg, the functional currency is the Euro, while in the United Kingdom, the functional
currency is the British pound. If there had been no change in these foreign currency exchange rates from 2002 to 2003, European and
total consolidated revenues for 2003 would have been $8.1 million lower. Without these exchange gains in Europe, total European revenue
would have decreased $4.4 million or 12.1 percent from 2002.

In November 2003, the Company signed a contract with International Business Machines (IBM) for one year as one of IBM’s national
technical service providers for the United States. IBM has the right to extend the contract for three additional one-year periods. This
contract, and its predecessor, accounted for approximately 89 percent of the services provided to IBM in 2003. In 2003, IBM continued to be
the Company’s largest customer, accounting for $53.9 million or 21.4 percent of total revenue as compared to $51.9 million or 19.7 percent
of 2002 revenue. The increase in demand for staffing services that the Company experienced in 2003 was significantly impacted by IBM.
However, this increase in demand was partially offset by a decline in the rates that the Company billed IBM for its services. The Company
expects to continue to derive a significant portion of its revenue from IBM in 2004 and in future years. While a decline in revenue from
IBM would have a negative effect on the Company’s revenues and profits, the Company believes a simultaneous loss of all IBM business
is unlikely to occur due to the diversity of the projects performed for IBM and the number of locations and divisions involved. 

Direct costs, defined as costs for billable staff including billable out-of-pocket expenses, were 73.3 percent of revenue in 2003 as compared
to 72.5 percent of 2002 revenue. The increase in direct costs as a percentage of revenue in 2003 as compared to 2002 is due to the shift
to more staffing services in the Company’s sales mix and the recession previously mentioned which has adversely affected the rates at
which the company bills customers for its services. 

Selling, general, and administrative (SG&A) expenses were 25.4 percent of revenue in 2003 as compared to 26.0 percent of revenue in
2002. The decline in SG&A expense year-over-year is due to the Company continuing to align and reduce its cost structure to the current
level of revenue. 

Operating income was 1.3 percent of revenue in 2003 as compared to 1.5 percent of revenue in 2002. Operating income from North
American operations was $5.5 million and $7.7 million in 2003 and 2002, respectively, while European operations recorded an operating
loss of $(2.2) million and $(3.7) million in 2003 and 2002, respectively. Additionally, if there had been no change in the European foreign
currency exchange rates from 2002 to 2003, the operating loss in Europe in 2003 would have been $0.5 million lower, or $(1.7) million. 

Interest and other expense, net was (0.2) percent of revenue in 2003 and (0.6) percent in 2002. The decrease as a percentage of revenue
from 2002 to 2003 is primarily due to lower average outstanding indebtedness balances and significantly lower interest rates in 2003,
interest income of $0.6 million resulting from a tax ruling in The Netherlands which created a significant net operating loss for tax purposes
in The Netherlands on which the Company was due interest, partially offset by a loss of approximately $(0.2) million on the sale of the
property held for sale in the second quarter of 2003. The provision for income taxes was 4.1 percent in 2003 and 39.5 percent in 2002.
The significant decrease in the provision for taxes is primarily due to the tax ruling in The Netherlands mentioned above, which resulted
in a significant net operating loss and a calculated refund of approximately $1.1 million of taxes previously paid. The Dutch government
has notified the Company that it will be receiving this refund, and the interest on this refund, in the first quarter of 2004. 

Net income for 2003 was 1.1 percent of revenue or $0.16 per diluted share, compared to a loss of 13.6 percent of revenue or $(2.11) per
diluted share in 2002. The 2002 loss includes the cumulative effect of the change in accounting principle relating to the valuation of the

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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Company’s goodwill which totaled 14.1 percent of revenue, or $(2.19) per diluted share. Diluted earnings per share were calculated using
16.8 and 16.9 million equivalent shares outstanding in 2003 and 2002, respectively. The decrease in equivalent shares outstanding in
2003 is due to a lesser dilutive effect of outstanding stock options.

Accounting Standards Pronouncements Affecting 2003

In June 2002, the Financial Accounting Standards Board (FASB) issued FAS No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities,” which addresses the accounting and reporting for costs associated with the exit from or disposal of a portion of a company’s operations.
The provisions of this standard are effective for any exit or disposal activities initiated after December 31, 2002. The Company has reviewed the
provisions of this standard and determined that its adoption did not have a significant effect on its financial position or results of operations for the
year ended December 31, 2003.

In April 2003, the FASB issued FAS No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging Activities.” This statement
amends and clarifies the financial accounting and reporting for derivative instruments, including those embedded in other contracts, and
for hedging activities under FAS No. 133. The provisions of the statement, for the most part, were effective for contracts entered into and
hedging activities designated after June 30, 2003. The Company has reviewed the provisions of this statement and determined that it did
not have any effect on its financial position or results of operations for the year ended December 31, 2003.

In May 2003, the FASB issued FAS No. 150, “Accounting for Certain Financial Instruments with Characteristics of both Liabilities and
Equity.” This statement establishes standards for how entities should measure and classify financial instruments with characteristics of
both liabilities and equity. The provisions of this statement were effective for interim periods beginning after June 15, 2003. The
Company has reviewed the provisions of this statement and determined that it did not have any effect on its financial position or results
of operations for the year ended December 31, 2003.

During 2003, the FASB issued Interpretation No. 46, “Consolidation of Variable Interest Entities,” and a revision of this Interpretation in
December 2003. These Interpretations of Accounting Research Bulletin No. 51, “Consolidated Financial Statements,” address the
consolidation by business enterprises of certain variable interest entities. If applicable, the provisions of these Interpretations were
effective for interim periods beginning after June 15, 2003. The Company has reviewed the provisions of these Interpretations and
determined that they did not have any effect on its financial position or results of operations for the year ended December 31, 2003.

During 2003, the Emerging Issues Task Force (EITF) issued Issue No. 00-21, “Revenue Arrangements with Multiple Deliverables.” This Issue
addresses certain aspects of the accounting by a vendor for arrangements under which it will perform multiple revenue-generating activities.
The provisions of this Issue were effective for interim periods beginning after June 15, 2003. The Company has reviewed the provisions of
this Issue and determined that those provisions are consistent with the Company’s existing policies, and therefore the implementation of this
Issue did not have a significant effect on the Company’s financial position or results of operations for the year ended December 31, 2003.

In December 2003, the FASB issued FAS No. 132 (revised 2003), “Employers’ Disclosures about Pensions and Other Post Retirement
Benefits.” This revision of FAS No. 132 requires additional disclosures about the assets, obligations, the cash flows, and the net periodic
benefit costs of defined benefit plans and other defined benefit postretirement plans. The provisions of the statement, for the most part, are
effective for periods ending after December 15, 2003. The Company has included these additional required disclosures, as applicable, in
the notes to its consolidated financial statements, including note 6, “Deferred Compensation Benefits,” and note 7, “Employee Benefits.” 

Critical Accounting Policies

Goodwill Valuation – With the required adoption of FAS No. 142 in 2002, CTG recorded a charge of $37.0 million, representing the cumulative
effect of the change in accounting principle. The remaining goodwill balance of $35.7 million, relating to the company’s North American
operations, will be evaluated annually or more frequently if facts and circumstances indicate impairment may exist. These evaluations will be
based on estimates and assumptions that may analyze the appraised value of similar transactions from which the goodwill arose, the appraised
value of similar companies, or estimates of future discounted cash flows. The estimates and assumptions on which the Company’s evaluations
are based necessarily involve judgments and are based on currently available information, any of which could prove wrong or inaccurate when
made, or become wrong or inaccurate as a result of subsequent events.

As of both January 1, 2003 and 2004, the Company completed its annual valuation of the business unit to which the Company’s goodwill
relates. This valuation indicated that the estimated fair value of the business unit exceeded the carrying value of this unit at both January
1, 2003 and 2004.  Accordingly, the Company believes no additional impairment is required to be recorded in its consolidated financial
results. Changes in future valuations, however, could lead to additional impairment charges.

Income Taxes – At December 31, 2003, the Company had approximately $5.0 million of current and non-current net deferred tax assets
recorded on its balance sheet. The changes in deferred tax assets and liabilities from year to year are determined based upon the

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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changes in differences between the basis of assets and liabilities for financial reporting purposes and the basis of assets and liabilities
for tax purposes, as measured by the enacted tax rates when these differences are estimated to reverse. The Company has made certain
assumptions regarding the timing of the reversal of these assets and liabilities, and whether taxable operating income in future periods
will be sufficient to recognize all or a part of any gross deferred tax asset of the Company.

During 2003, a court case was resolved in the plaintiff’s favor in The Netherlands, which created, for tax purposes, a significant net
operating loss for the Company’s Dutch subsidiaries. A portion of that net operating loss was carried back to years when the subsidiaries
had taxable income, which resulted in a tax refund of approximately $1.1 million, and interest of approximately $0.6 million, due to the
Company. The Company has recorded this refund and interest in its operations in 2003, and expects to receive the total amount due of
approximately $1.7 million in the first quarter of 2004. In addition to this refund, at December 31, 2003, the Company has a remaining
deferred tax asset resulting from the net operating loss in The Netherlands of approximately $3.8 million. The Company also has net
operating loss benefits of approximately $1.4 million in various other countries where it does business. Management of the Company has
analyzed each country’s tax position and determined that it is unclear whether approximately $4.0 million of this total potential asset
of $5.2 million will be realized at any point in the future. Accordingly, at December 31, 2003, the Company has offset the asset with a
valuation allowance totaling $4.0 million. In the future, the asset, and its potential realizability, will be evaluated each quarter to determine
if a portion of the valuation allowance should be reversed. Any reversal of this valuation allowance in the future will result in a reduction of
the Company’s effective tax rate. In 2003, a 1 percent decrease in the effect tax rate would have equaled $29,000 of additional net income. 

The Company has also made a number of estimates and assumptions relating to the reporting of assets and liabilities and the disclosure
of contingent assets and liabilities to prepare these condensed consolidated financial statements pursuant to the rules and regulations of
the Securities and Exchange Commission (the SEC). Such estimates primarily relate to allowances for doubtful accounts receivable,
investment valuation, legal matters, and estimates of progress toward completion and direct profit or loss on fixed-price contracts. Actual
results could differ from these estimates. 

2002 as compared to 2001 

In 2002, CTG recorded revenue of $263.3, a decrease of 17.8 percent when compared to 2001 revenue of $320.2 million. The year-over-
year revenue decrease was a result of the ongoing recession in the technology sector that had a significant negative effect on customer
spending for information technology services. North American revenue decreased by $46.9 million or 17.1 percent in 2002 as compared
to 2001, while revenue from European operations decreased by $10.0 million or 21.6 percent. European revenues were 13.8 percent and
14.5 percent of total Company revenues in 2002 and 2001, respectively. 

The 2001 to 2002 revenue decline was slightly offset by the weakening of the U.S. dollar as compared to the currencies of The Netherlands,
Belgium, the United Kingdom, and Luxembourg, the countries in which the Company’s European subsidiaries operate. If there had been no
change in these foreign currency exchange rates from 2001 to 2002, total consolidated revenues would have been $1.7 million lower. 

In November 2000, the Company signed a contract with IBM for three years as one of IBM’s national technical service providers for the
United States. This contract covered 95 percent of the total services provided to IBM by the Company in 2002. In 2002, IBM continued to
be the Company’s largest customer, accounting for $51.9 million or 19.7 percent of total revenue as compared to $78.3 million or 24.5
percent of 2001 revenue. Although revenues from IBM were constrained in 2002, the Company continued to derive a significant portion
of its revenue from IBM in 2003. While the decline in revenue from IBM has had a negative effect on the Company’s revenues and profits,
the Company believes a simultaneous loss of all IBM business is unlikely to occur due to the diversity of the projects performed for IBM
and the number of locations and divisions involved.

Direct costs, defined as costs for billable staff including billable out-of-pocket expenses, were 72.5 percent of revenue in 2002 as compared
to 71.4 percent of 2001 revenue. The increase in direct costs as a percentage of revenue in 2002 as compared to 2001 is primarily due to
the costs, including severance, associated with the reduction of unutilized personnel in the Company’s European operations and the recession
previously mentioned, which has adversely affected the rates at which the Company bills customers for its services. 

Selling, general, and administrative (SG&A) expenses were 26.0 percent of revenue in 2002 as compared to 28.5 percent of revenue in
2001. During 2002, due to the adoption of Financial Accounting Standard (FAS) No. 142, “Goodwill and Other Intangible Assets,” the
Company discontinued the amortization of its existing goodwill. In 2001, such amortization totaled $4.0 million, or $0.24 basic and diluted
earnings per share. If such amortization expense were excluded from the 2001 balances, SG&A expense as a percentage of revenue
would have been 27.3 percent in 2001. The decline in SG&A expense year over year is due to the Company continuing to align its cost
structure to the then current level of revenue. Operating income from North American and Corporate operations was $7.7 million and
$2.8 million in 2002 and 2001, respectively, while European operations recorded an operating loss of $(3.7) million and $(2.4) million in
2002 and 2001, respectively.
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Interest and other expense, net was (0.6) percent of revenue in 2002 and (1.1) percent in 2001. The decrease as a percentage of revenue
from 2001 to 2002 is primarily due to lower average outstanding indebtedness balances and lower interest rates in 2002. The provision
(benefit) for income taxes was 39.5 percent in 2002 and (32.9) percent in 2001. The 2001 effective rate was favorably impacted by the
resolution of both domestic and foreign tax matters.

Net loss for 2002 was (13.6) percent of revenue or $(2.11) per diluted share, compared to a net loss of (0.7) percent of revenue or
$(0.13) per diluted share in 2001. Net income before the cumulative effect of change in accounting principle for 2002 was 0.5 percent
of revenue or $0.08 per diluted share, compared to a loss of (0.7) percent of revenue or $(0.13) per diluted share in 2001. Diluted earnings
per share were calculated using 16.9 million and 16.4 million equivalent shares outstanding in 2002 and 2001, respectively. The increase
in equivalent shares outstanding in 2002 is due to additional weighted-average shares outstanding and the dilutive effect of outstanding
stock options.

Accounting Standards Pronouncements Affecting 2002

In July 2001, the Financial Accounting Standards Board (FASB) issued FAS No. 141, “Business Combinations,” and FAS No. 142,
“Goodwill and Other Intangible Assets.” These standards made significant changes to the accounting for business combinations, goodwill,
and intangible assets. FAS No. 141 eliminated the pooling-of-interests method of accounting for business combinations with limited
exceptions for combinations initiated prior to July 1, 2001. In addition, it clarified the criteria for recognition of intangible assets apart from
goodwill. This standard was effective for business combinations completed after June 30, 2001. 

FAS No. 142 discontinued the practice of amortizing goodwill and indefinite-lived intangible assets and initiated a review, at least annually,
for impairment. Intangible assets with a determinable useful life will continue to be amortized over their useful lives. FAS No. 142 applies to
existing goodwill and intangible assets, and such assets acquired after June 30, 2001. FAS No. 142 was effective for fiscal years beginning
after December 15, 2001. Accordingly, the Company adopted this standard as of January 1, 2002, and no longer amortizes its existing
goodwill since that date. 

In conjunction with the adoption of FAS No. 142, the initial valuation of the business unit to which the Company’s goodwill relates was
completed by management with the assistance of an independent appraisal company. Such valuation indicated that the carrying value
of the business unit was greater than the determined fair value. The goodwill on the Company’s balance sheet primarily related to the
acquisition in February 1999 of the healthcare information technology services provider Elumen Solutions, Inc. Although the revenues
and profits for this unit decreased in 2000 and 2001, in 2002 the revenues and profits for that unit were similar to when the acquisition
was completed in 1999. However, the valuation of technology companies in 1999 was relatively high as compared to the valuations at the
beginning of 2002. Accordingly, as a result of the independent appraisal which considered the fair market values of similar companies, the
Company recorded a $37.0 million non-cash charge for impairment of goodwill in that business unit in the Company’s year-to-date financial
results, as a cumulative effect of a change in accounting principle. There was no tax associated with this impairment, as the amortization
of this goodwill was not deductible for tax purposes. 

As of January 1, 2003, the Company completed its annual valuation of the business unit to which the Company’s goodwill relates. This
valuation indicated that the estimated fair value of the business unit exceeded the carrying value of this unit. Accordingly, the Company
believed no additional impairment was required to be recorded in its consolidated financial results. 

In August 2001, the FASB issued FAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” which addresses the
accounting and reporting for the impairment or disposal of long-lived assets. The Company adopted this standard effective January 1, 2002.
During the first quarter of 2002, the Company began to actively market one of its owned properties for sale, and had classified this property
as held for sale on its consolidated balance sheet. During 2002, the Company made an adjustment of approximately $0.1 million to the
carrying value of this asset in order to write down the property’s value to the anticipated net fair value. 

During the first quarter of 2002, based upon new interpretive guidance issued for the accounting for billable expenses under Emerging
Issues Task Force Issue No. D-103, “Income Statement Characterization of Reimbursements Received for Out-of-Pocket Expenses
Incurred,” the Company began to record its billable expenses on a gross basis as both revenue and direct costs, rather than on a net
basis. Such costs totaled $6.8 million and $8.1 million in 2002 and 2001, respectively. The 2001 revenue and direct cost balances on the
consolidated statement of operations have been restated from those which were previously reported.

In June 2002, the FASB issued FAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities,” which addressed the
accounting and reporting for costs associated with the exit from or disposal of a portion of a company’s operations. The provisions of this
standard are effective for any exit or disposal activities initiated after December 31, 2002. The adoption of this standard did not impact
the financial position or results of operations of the Company. 
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In December 2002, the FASB issued FAS No. 148, “Accounting for Stock-Based Compensation - Transition and Disclosure.” This standard
provides alternative methods of transition for a voluntary change to the fair value-based method of accounting for stock-based employee
compensation. Additionally, the standard also requires prominent disclosures in the Company’s financial statements about the method
of accounting used for stock-based employee compensation, and the effect of the method used when reporting financial results. The
provisions of this standard are effective for financial statements for fiscal years ending after December 15, 2002. As allowed by FAS No.
123, “Accounting for Stock-Based Compensation,” the Company continues to apply Accounting Principles Board (APB) Opinion No. 25,
“Accounting for Stock Issued to Employees,” and related interpretations when accounting for its stock option plans. No compensation cost
has been recognized in these consolidated financial statements for outstanding stock options. As required, the Company has applied the
additional disclosure provisions as prescribed by FAS No. 148, which can be found in Footnote No. 1 under the heading “Stock-Based
Employee Compensation.” 

Financial Condition and Liquidity

Cash provided by operating activities was $9.5 million and $4.6 million in 2003 and 2002, respectively. Net income in 2003 totaled $2.7
million, while other non-cash adjustments, primarily consisting of depreciation expense, the loss on sales of property and equipment and
property held for sale, and deferred income taxes, totaled $3.5 million. Additionally, accounts receivable decreased by $3.7 million as
compared to December 31, 2002 primarily due to the timing of the collection of outstanding balances near year-end 2003 which resulted in
a decrease in days sales outstanding to 63 days from 65 days at December 31, 2002. Accounts payable decreased $0.2 million primarily
due to the timing of certain payments. Taxes receivable increased $1.0 million due to the tax refund resulting from the change in the tax
law in The Netherlands previously mentioned, which resulted in a significant net operating loss and a calculated refund of approximately
$1.1 million of taxes previously paid. Advance billings on contracts increased $0.8 million due to the timing of billings sent to customers
prior to December 31, 2003. 

Cash flows from investing activities provided $0.6 million in 2003, primarily from the sale of a company-owned building, while using $1.8
million in 2002. In 2003, net property and equipment and property held for sale decreased approximately $3.9 million. Additions to
property and equipment were $1.7 million, offset by depreciation expense of $3.4 million and proceeds from the sales of property and
equipment and property held for sale of $2.3 million. The Company utilized the proceeds from the sale of the property held for sale to
reduce its outstanding balance on its revolving line of credit. The Company has no significant commitments for capital expenditures at
December 31, 2003. 

Financing activities used $8.2 million of cash in 2003. Net payments on long-term revolving debt totaled $8.5 million, reducing the outstanding
debt under this agreement to $0 at December 31, 2003. The Company borrows or repays this revolving debt as needed based upon its
working capital obligations, including the timing of the US bi-weekly payroll. Daily average borrowings under this agreement for the fourth
quarter of 2003 were $7.3 million. The Company also received $0.2 million from employees for stock purchased under the Employee
Stock Purchase Plan.

The Company is authorized to repurchase a total of 3.4 million shares of its common stock for treasury and the Company’s stock trusts.
At December 31, 2003, approximately 3.2 million shares have been repurchased under the authorizations, leaving 0.2 million shares
authorized for future purchases. No share purchases were made in 2003, 2002, or 2001.

At December 31, 2003, consolidated shareholders’ equity totaled $56.1 million, which is an increase of $3.8 million from December 31, 2002.
The increase is primarily due to net income of $2.7 million, and the favorable effect of foreign currency translation of $1.3 million.

The Company believes existing internally available funds, cash potentially generated by operations, and available borrowings under the
Company’s revolving line of credit totaling approximately $44.9 million at December 31, 2003 will be sufficient to meet foreseeable working
capital, capital expenditure, and possible stock repurchase needs, and to allow for future internal growth and expansion. At this time,
other than those noted below under the heading “Contractual Obligations,” the Company does not have any significant commitments for
expenditures in 2004.

The Company did not have any related party or off-balance sheet arrangements or transactions during 2003, 2002, or 2001.
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Contractual Obligations 

A summary of the Company’s contractual obligations at December 31, 2003 is as follows:

A The Company has a committed revolving debt agreement with a bank group totaling $45.0 million, due in May 2005. Borrowings under
the agreement are secured by certain of the Company’s assets, and the Company is required to meet certain financial covenants in
order to maintain borrowings under the agreement, pay dividends, and make acquisitions. At December 31, 2003 and during 2003
and 2002, the Company was in compliance with these covenants. The Company uses this facility to fund its working capital obliga-
tions as needed, primarily including funding the US bi-weekly payroll. There were no borrowings outstanding under this agreement at
December 31, 2003.

The Company currently has one outstanding letter of credit for less than $0.1 million that collateralizes an office lease. The Company
is also committed to enter into a letter of credit in 2004 totaling less than $0.1 million to collateralize an employee benefit program.

B The Company does not have any, and is not committed to enter any capital lease obligations at this time.

C Operating lease obligations relate to the rental of office space, office equipment, and automobiles leased in our European operations.
Total rental expense under operating leases in 2003, 2002, and 2001 was approximately $8.4 million, $8.5 million, and $9.6 million,
respectively.

D The Company is currently obligated to spend approximately $ 0.3 million in 2004 for computer-based training courses.

E The Company is committed for deferred compensation benefits in the United States under two plans. The Executive Supplemental
Benefit Plan (ESBP) provides a current and certain former key executives with deferred compensation benefits. The ESBP was amended
as of November 30, 1994 to freeze benefits for participants at that time. Currently, 10 individuals are receiving benefits under this plan.
The ESBP is deemed to be unfunded as the Company has not specifically identified Company assets to be used to discharge the
deferred compensation benefit liabilities.

The Company also has a non-qualified defined-contribution deferred compensation plan for certain key executives. There were no
contributions to this plan in 2003, and only one executive currently has a vested balance under the plan.

F The Company maintains a contributory defined-benefit plan for its employees located in The Netherlands. This plan was curtailed on
January 1, 2003 for additional contributions. As this plan is fully funded at December 31, 2003, the Company does not anticipate
making any additional payments to fund the Plan.

G The Company has other long-term liabilities totaling $0.2 million, reflecting the cost for access to informational databases provided by
a vendor to the Company.

Long-term debt A $ – $ – $ – $ – $ –
Capital lease obligations B – – – – –
Operating lease obligations C 14.2 6.1 6.3 1.6 0.2
Purchase obligations D 0.3 0.3 – – –
Deferred compensation benefits (United States) E 9.2 0.6 1.3 1.3 6.0
Deferred compensation benefits (Europe) F – – – – –
Other long-term liabilities G 0.2 0.1 0.1 – –

Total $23.9 $7.1 $7.7 $2.9 $6.2

Less than 1-3 3-5 More than
(in millions) Total 1 year years years 5 years

...........................................

...........................................

...........................................

...........................................

...........................................
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Independent
Auditors’ Report

The Board of Directors and Shareholders
Computer Task Group, Incorporated
Buffalo, New York

We have audited the accompanying consolidated balance sheet of Computer Task Group, Incorporated and subsidiaries as of December
31, 2003, and the related consolidated statements of operations, changes in shareholders’ equity, and cash flows for the year then
ended. These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these consolidated financial statements based on our audit. The accompanying balance sheet of Computer Task Group,
Incorporated as of December 31, 2002, and the related consolidated statements of operations, changes in shareholders’ equity, and
cash flows for the years ended 2002 and 2001 were audited by other auditors whose report thereon dated February 5, 2003, was unqual-
ified and included an explanatory paragraph that described the change in the company’s method of accounting for goodwill discussed in Note
1 to the consolidated financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Computer Task Group, Incorporated and subsidiaries as of December 31, 2003, and the results of their operations and their cash flows
for the year then ended, in conformity with accounting principles generally accepted in the United States of America.

Buffalo, New York
February 4, 2004
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Statements of Operations
Consolidated

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

Year ended December 31, 2003 2002 2001
(amounts in thousands, except per-share data)

23

Revenue $ 252,341 $ 263,276 $ 320,213
Direct costs 184,880 190,736 228,461
Selling, general, and administrative expenses 64,199 68,518 91,338
Operating income 3,262 4,022 414
Interest and other income 661 242 638
Interest and other expense (1,061 ) (2,012 ) (4,335 )
Income (loss) before income taxes and cumulative effect of change in accounting principle 2,862 2,252 (3,283 )
Provision (benefit) for income taxes 118 890 (1,081 )

Net income (loss) before cumulative effect of change in accounting principle 2,744 1,362 (2,202 )
Cumulative effect of change in accounting principle – (37,038 ) –
Net income (loss) $ 2,744 $ (35,676 ) $ (2,202 )

Basic net income (loss) per share:
Net income (loss) before cumulative effect of change in accounting principle $ 0.16 $ 0.08 $ (0.13 )
Cumulative effect of change in accounting principle – (2.23 ) –
Basic net income (loss) per share $ 0.16 $ (2.15 ) $ (0.13 )

Diluted net income (loss) per share:
Net income (loss) before cumulative effect of change in accounting principle $ 0.16 $ 0.08 $ (0.13 )
Cumulative effect of change in accounting principle – (2.19 ) –
Diluted net income (loss) per share $ 0.16 $ (2.11 ) $ (0.13 )
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Balance Sheets
Consolidated

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

Assets  
Current assets:

Cash and temporary cash investments $ 2,534 $ 69
Accounts receivable, net 41,554 43,696
Prepaids and other 2,538 2,253
Income taxes receivable 1,239 153
Deferred income taxes 502 623

Total current assets 48,367 46,794
Property and equipment, net of accumulated depreciation 7,187 8,939
Property held for sale – 2,190
Goodwill 35,678 35,678
Deferred income taxes 4,511 4,412
Other assets 704 1,171

Total assets $ 96,447 $ 99,184

Liabilities and Shareholders’ Equity 
Current liabilities:

Accounts payable $ 6,837 $ 6,520
Accrued compensation 19,334 19,139
Advance billings on contracts 1,167 359
Other current liabilities 4,581 4,163

Total current liabilities 31,919 30,181
Long-term debt – 8,497
Deferred compensation benefits 8,337 7,786
Other long-term liabilities 60 350

Total liabilities 40,316 46,814

Shareholders’ equity:
Common stock, par value $.01 per share, 150,000,000

shares authorized; 27,017,824 shares issued 270 270
Capital in excess of par value 111,333 111,465
Retained earnings 40,441 37,697
Less: Treasury stock of 6,148,990 shares at cost (31,416 ) (31,416 )

Stock Trusts of 4,152,119 and
4,246,337 shares at cost, respectively (58,446 ) (58,848 )

Accumulated other comprehensive loss:
Foreign currency adjustment (4,840 ) (6,116 )
Minimum pension liability adjustment (1,211 ) (682 )

Accumulated other comprehensive loss (6,051 ) (6,798 )
Total shareholders’ equity 56,131 52,370

Total liabilities and shareholders’ equity $ 96,447 $ 99,184

December 31, 2003 2002
(amounts in thousands, except share balances)
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Statements of Cash Flows
Consolidated

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

Cash flows from operating activities:
Net income (loss) $ 2,744 $ (35,676 ) $ (2,202 )
Adjustments:

Depreciation expense 3,392 3,903 4,638
Amortization expense – – 3,975
Change in accounting principle – 37,038 –
Deferred income taxes (75 ) 216 2,145
Tax benefit on stock option exercises 4 – 27
Loss on sales of property and equipment and property held for sale 220 142 80
Deferred compensation 22 (499 ) (589 )
Changes in assets and liabilities: 

Decrease in accounts receivable  3,670 8,347 5,531
(Increase) decrease in prepaids and other (122 ) 736 (104 ) 
(Increase) decrease in income taxes receivable (983 ) 102 (3,769 )
(Increase) decrease in other assets 467 (489 ) (30 )
Decrease in accounts payable (200 ) (2,100 ) (4,147 )
Decrease in accrued compensation (357 ) (5,387 ) (1,778 )
Increase (decrease) in advance billings on contracts 808 (112 ) (171 )
Increase (decrease) in other current liabilities 191 (1,480 ) (4,442 )
Decrease in other long-term liabilities (290 ) (187 ) (174 )

Net cash provided by (used in) operating activities 9,491 4,554 (1,010 )

Cash flows from investing activities:
Additions to property and equipment (1,689 ) (1,849 ) (4,204 )
Proceeds from sales of fixed assets 2,283 22 88

Net cash provided by (used in) investing activities 594 (1,827 ) (4,116 )

Cash flows from financing activities:
Proceeds from (payments on) long-term revolving debt, net (8,497 ) (7,015 ) 5,812
Proceeds from Employee Stock Purchase Plan 215 331 510
Purchase of stock for treasury – (6 ) (6 )
Proceeds from other stock plans 51 24 124

Net cash provided by (used in) financing activities (8,231 ) (6,666 ) 6,440

Effect of exchange rate changes on cash and temporary cash investments 611 646 (514 )
Net increase (decrease) in cash and temporary cash investments 2,465 (3,293 ) 800
Cash and temporary cash investments at beginning of year 69 3,362 2,562

Cash and temporary cash investments at end of year $ 2,534 $ 69 $ 3,362

Year ended December 31, 2003 2002 2001
(amounts in thousands)
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Statements of Changes in Shareholders’ Equity
Consolidated

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

Capital in
Common Stock Excess of Retained

(amounts in thousands, except per share data) Shares Amount Par Value Earnings

Balance as of December 31, 2000 27,018 $270 $111,564 $75,575
Employee Stock Purchase Plan share issuance – – (96) –
Stock Option Plan share issuance – – 32 –
Comprehensive income (loss):

Net loss – – – (2,202)
Foreign currency adjustment – – – –
Minimum pension liability adjustment – – – –

Total comprehensive income (loss) – – – (2,202)

Balance as of December 31, 2001 27,018 270 111,500 73,373
Employee Stock Purchase Plan share issuance – – (27) –
Stock Option Plan share issuance – – (8) –
Comprehensive income (loss):

Net loss – – – (35,676)
Foreign currency adjustment – – – –
Minimum pension liability adjustment – – – –

Total comprehensive income (loss) – – – (35,676)

Balance as of December 31, 2002 27,018 270 111,465 37,697
Employee Stock Purchase Plan share issuance – – (99) –
Stock Option Plan share issuance – – (33) –
Comprehensive income (loss):

Net income – – – 2,744
Foreign currency adjustment – – – –
Minimum pension liability adjustment – – – –

Total comprehensive income (loss) – – – 2,744

Balance as of December 31, 2003 27,018 $270 $111,333 $40,441
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Foreign Total
Treasury Stock Stock Trusts Currency Minimum Pension Shareholders’

Shares Amount Shares Amount Adjustment Liability Adjustment Equity

6,147 $(31,404) 4,508 $(59,964) $(6,406) $(842) $88,793
– – (142) 606 – – 510
1 (6) (28) 119 – – 145

– – – – – – (2,202)
– – – – (878) – (878)
– – – – – 259 259
– – – – (878) 259 (2,821)

6,148 (31,410) 4,338 (59,239) (7,284) (583) 86,627
– – (84) 358 – – 331
1 (6) (8) 33 – – 19

– – – – – – (35,676)
– – – – 1,168 – 1,168
– – – – – (99) (99)
– – – – 1,168 (99) (34,607)

6,149 (31,416) 4,246 (58,848) (6,116) (682) 52,370
– – (73) 314 – – 215
– – (21) 88 – – 55

– – – – – – 2,744
– – – – 1,276 – 1,276
– – – – – (529) (529)
– – – – 1,276 (529) 3,491

6,149 $(31,416) 4,152 $(58,446) $(4,840) $(1,211) $56,131
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1. Summary of Significant Accounting Policies 

Basis of Presentation 

The consolidated financial statements include the accounts of
Computer Task Group, Incorporated, and its subsidiaries (the
Company or CTG), located primarily in North America and Europe.
All intercompany accounts and transactions have been eliminated.
Certain amounts in the prior years’ consolidated financial statements
and notes have been reclassified to conform to the current year
presentation. Management of the Company has made a number of
estimates and assumptions relating to the reporting of assets and
liabilities and the disclosure of contingent assets and liabilities to
prepare these consolidated financial statements in conformity with
accounting principles generally accepted in the United States of
America. Such estimates primarily relate to the valuation of goodwill,
allowances for doubtful accounts receivable and deferred tax assets,
investment valuation, legal matters, and estimates of progress
toward completion and direct profit or loss on fixed-price contracts.
Actual results could differ from those estimates. 

CTG operates in one industry segment, providing information technology
(IT) professional services to its clients. The services provided include
flexible and strategic staffing and the planning, design, implementation,
and maintenance of comprehensive IT solutions.

Revenue and Cost Recognition

The Company primarily recognizes revenue on time-and-materials
and monthly fee contracts as hours are expended and costs are
incurred. Fixed-price contracts accounted for under the percentage-
of-completion method represented approximately 3 percent of 2003,
2 percent of 2002, and 1 percent of 2001 revenue, respectively. The
amount of revenue recorded is a factor of the percentage of labor
and overhead costs incurred to date to total estimated labor and
overhead costs for each contract. Fixed-price contract costs include
all direct labor and material costs and those indirect costs related to
contract performance. Selling, general, and administrative costs are
charged to expense as incurred. Provisions for estimated losses on
uncompleted contracts are made in the period in which such losses
are determined. As required, the Company includes billable expenses
in its accounts as both revenue and direct costs. These billable
expenses totaled $ 6.7 million, $6.8 million, and $8.1 million in 2003,
2002, and 2001, respectively.

In 2003, the Emerging Issues Task Force (EITF) issued Issue No.
00-21, “Revenue Arrangements with Multiple Deliverables.” This
Issue addresses certain aspects of the accounting by a vendor for
arrangements under which it will perform multiple revenue-generating
activities. The provisions of this Issue were effective for interim
periods beginning after June 15, 2003. The Company has reviewed
the provisions of this Issue and determined that those provisions are
consistent with the Company’s existing policies, and therefore the
implementation of this Issue did not have a significant effect on the
Company’s financial position or results of operations for the period
ended December 31, 2003.

Accounts receivable is reconciled to the consolidated balance sheet
at December 31, 2003 and 2002 as follows:

Bad debt expense (benefit) in 2003, 2002 and 2001 was $0.4 million,
$(0.6) million, and $(0.3) million, respectively. The benefit balances in
2002 and 2001 reflect the favorable resolution of several significant
accounts during those years that had been expensed in previous years.

Fair Value of Financial Instruments 

The fair value of a financial instrument is defined as the amount at
which the instrument could be exchanged in a current transaction
between willing parties. At December 31, 2003 and 2002, the carrying
amounts of the Company’s financial instruments, which include cash
and temporary cash investments ($2.5 million and $0.1 million,
respectively), accounts receivable, net ($41.6 million and $43.7 million,
respectively), prepaid and other assets ($2.5 million and $2.3 million,
respectively), accounts payable ($6.8 million and $6.5 million,
respectively), and long-term debt ($0 and $8.5 million, respectively),
approximate fair value. 

Property and Equipment 

Property and equipment are generally stated at historical cost less
accumulated depreciation (see “Impairment of Long-Lived Assets and
Long-Lived Assets to Be Disposed Of”). Depreciation is computed
using the straight-line method based on estimated useful lives of one
year to 30 years, and begins after an asset has been put into service.
The cost of property or equipment sold or otherwise disposed of, along
with related accumulated depreciation, is eliminated from the accounts,
and the resulting gain or loss is reflected in current earnings.
Maintenance and repairs are charged to expense when incurred, while
significant betterments to existing assets are capitalized.

Goodwill 

In July 2001, the Financial Accounting Standards Board (FASB) issued
Financial Accounting Standard (FAS) No. 141, “Business
Combinations,” and FAS No. 142, “Goodwill and Other Intangible
Assets.” The Company adopted these standards as of January 1, 2002.

In conjunction with the adoption of FAS No. 142, the initial valuation of
the business unit for which the Company’s goodwill relates was
completed in 2002 by management with the assistance of an independ-
ent appraisal company. Such valuation indicated that the carrying
value of the business unit was greater than the determined fair
value. The goodwill on the Company’s balance sheet primarily
related to the acquisition in February 1999 of the healthcare informa-
tion technology services provider Elumen Solutions, Inc. Although
the revenues and profits for this unit decreased in 2000 and 2001,

Notes to
Consolidated Financial Statements

Accounts receivable, gross $ 42,866 $ 45,266

Allowance for doubtful accounts (1,225) (1,170)

Projects reserve (87) (400)

Accounts receivable, net $ 41,554 $ 43,696

December 31, 2003 2002
(amounts in thousands)
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in 2002 the revenues and profits for that unit were similar to when
the acquisition was completed in 1999. However, the valuation of
technology companies in 1999 was relatively high as compared to
the valuations at the beginning of 2002. Accordingly, as a result of
the valuation which considered the fair market values of similar
companies, the Company recorded a $37.0 million non-cash charge
for impairment of goodwill in that business unit in the Company’s
2002 year-to-date financial results, as a cumulative effect of a
change in accounting principle. There was no tax associated with
this impairment as the amortization of this goodwill was not
deductible for tax purposes. 

As of both January 1, 2003 and 2004, the Company completed its
annual valuation of the business unit to which the Company’s goodwill
relates. These valuations indicated that the estimated fair value of the
business unit exceeded the carrying value of this unit in both 2003 and
2004. Accordingly, the Company believes no additional impairment is
required to be recorded in its consolidated financial results. 

FAS No. 142 also discontinued the practice of amortizing goodwill
and indefinite-lived intangible assets. The effect of the amortization
of the Company’s existing goodwill on net income (loss), and basic
and diluted net income (loss) per share for the years ended
December 31, 2003, 2002, and 2001 is as follows: 

The change in the goodwill balance on the consolidated balance
sheets for 2003 and 2002 is as follows:

The remaining goodwill balance at December 31, 2003 of $35.7 million
is included in the Company’s North American segment.

Impairment of Long-Lived Assets
and Long-Lived Assets to Be Disposed Of 

Long-lived assets are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an
asset may not be recoverable. The recoverability of assets to be held
and used is measured by a comparison of the carrying amount of an
asset to future cash flows expected to be generated by the asset. If
such assets are considered to be impaired, the impairment to be
recognized is measured by the amount by which the carrying
amount of the assets exceeds the fair value of the assets. Assets to
be disposed of by sale are reported at the lower of the carrying
amount or fair value less costs to sell. 

During 2002, the Company began to actively market one of its owned
properties for sale, and classified this property as held for sale on the
consolidated balance sheet as of December 31, 2002. During the
2002 third quarter, the Company made an adjustment of approxi-
mately $0.1 million to the carrying value of this asset in order to
write down the property’s value to the anticipated net fair value.
The property was subsequently sold during the second quarter of
2003 for approximately $2.2 million. The Company recorded an
additional loss of approximately $(0.2) million at the time of the sale. 

Income Taxes 

The Company provides deferred income taxes for the temporary
differences between the financial reporting basis and the tax basis
of the Company’s assets and liabilities. Deferred income taxes
relate principally to deferred compensation, loss carryforwards, non-
deductible accrued expenses, goodwill, and accelerated depreciation.
In assessing the realizability of deferred tax assets, management
considers, within each taxing jurisdiction, whether it is more likely
than not that some portion or all of the deferred tax assets will not be
realized. Management considers the scheduled reversal of deferred
tax liabilities, projected future taxable income, and tax planning
strategies in making this assessment. Based upon the levels of histor-
ical taxable income or loss, and projections for future taxable income
or loss over the years in which the deferred tax assets are
deductible, management believes at December 31, 2003 that it is
more likely than not that the Company will not realize a portion of the
benefits of these deductible differences in the future. Accordingly, a
valuation allowance has been established for certain of the
Company’s deferred tax assets representing net operating losses in
several of its foreign units. See Note 4, “Income Taxes.”

Tax credits, if any, are accounted for as a reduction of the income tax
provision in the year in which they are realized (flow-through method). 

For the year ended
December 31, 2003 2002 2001
(amounts in thousands, except per-share data)

.....................................................................................................................

Net income (loss):
Net income (loss) before 

cumulative effect of change
in accounting principle $ 2,744 $ 1,362 $ (2,202 )

Cumulative effect of change
in accounting principle – (37,038 ) –

Net income (loss) 2,744 (35,676 ) (2,202 )

Goodwill amortization – – 3,975

Adjusted net income (loss) $ 2,744 $ (35,676 ) $ 1,773

Basic net income
(loss) per share:

Income (loss) before cumulative effect 
of change in accounting principle $ 0.16 $ 0.08 $ (0.13 )

Cumulative effect of change
in accounting principle – (2.23 ) –

Reported basic net income
(loss) per share 0.16 (2.15 ) (0.13 )

Goodwill amortization – – 0.24

Adjusted basic net income
(loss) per share $ 0.16 $ (2.15 ) $ 0.11

Diluted net income
(loss) per share:

Income (loss) before cumulative effect 
of change in accounting principle $ 0.16 $ 0.08 $ (0.13 )

Cumulative effect of change
in accounting principle – (2.19 ) –

Reported diluted net income
(loss) per share 0.16 (2.11 ) (0.13 )

Goodwill amortization – – 0.24

Adjusted diluted net income
(loss) per share $ 0.16 $ (2.11 ) $ 0.11

Goodwill, beginning of year $ 35,678 $ 73,121

Cumulative effect of change in accounting principle – (37,038)

Other – (405)

Goodwill, end of year $ 35,678 $ 35,678

2003 2002
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For the years ended December 31, 2003, 2002, and 2001, the tax
expense (benefit) associated with the minimum pension liability
adjustment was $0.4 million, $0.1 million, and $(0.2), respectively.

Stock-Based Employee Compensation 

The Company accounts for its stock-based employee compensation
plans in accordance with the provisions of FAS No. 123,
“Accounting for Stock-Based Compensation,” and FAS No. 148,
“Accounting for Stock-Based Compensation - Transition and
Disclosure,” which allows entities to continue to apply the recognition
and measurement provisions of Accounting Principles Board (APB)
Opinion No. 25, “Accounting for Stock Issued to Employees,” and
related interpretations. As such, no stock-based employee compensa-
tion cost is reflected in the net income (loss) of the Company for the
periods presented in these consolidated financial statements, as all
options granted by the Company had an exercise price that was
equal to or greater than the underlying common stock at the date of
grant. See Note 9, “Stock Option Plans.” 

The following table details the effect on net income (loss) and basic and
diluted net income (loss) per share as if the Company had adopted
the fair value recognition provisions of FAS No. 123 as they apply to
stock-based employee compensation:

Pro forma amounts for compensation cost may not be indicative of
the effects on earnings for future years.

Derivatives

On January 1, 2001, the Company adopted the provisions of FAS No.
133, “Accounting for Derivative Instruments and Hedging Activities,”
and those of FAS No. 137 and FAS No. 138, which deferred the effective
date and amended FAS No. 133, respectively. These standards provide
accounting and reporting guidelines for derivative investments, includ-
ing those embedded in other contracts, and for hedging activities.
The Company evaluated each of these standards and compared the
guidance provided to its current accounting practices, and determined
that, as the Company does not partake in derivative or hedging activities,
the adoption of the standards had no effect on the consolidated financial
statements and required minimal disclosure by the Company.

Net Income (Loss) Per Share

Basic and diluted earnings (loss) per share (EPS) for the years
ended December 31, 2003, 2002, and 2001 are as follows: 

Weighted-average shares represent the average of issued shares
less treasury shares and less the shares held in the Stock Trusts. In
2003 and 2002, the dilutive effect of outstanding stock options was
183,000 and 328,000 weighted-average shares, respectively. As the
Company had a net loss in 2001, the dilutive effect of outstanding
stock options totaling 125,000 weighted-average shares at
December 31, 2001 was not included in the diluted EPS calculation. 

Options to purchase 1.6 million, 1.8 million, and 2.5 million shares of
common stock were outstanding at December 31, 2003, 2002, and
2001, respectively, but were not included in the computation of diluted
earnings per share, as the options’ exercise price was greater than
the average market price of the common shares.

Foreign Currency Translation 

The functional currency of the Company’s foreign subsidiaries is the
applicable local currency. The translation of the applicable foreign
currencies into U.S. dollars is performed for assets and liabilities using
current exchange rates in effect at the balance sheet date, for equity
accounts using historical exchange rates, and for revenue and
expense activity using the applicable month’s average exchange rates. 

Statement of Cash Flows

For purposes of the statement of cash flows, cash and temporary cash
investments are defined as cash on hand; demand deposits; and short-
term, highly liquid investments with a maturity of three months or less.

Interest paid during 2003, 2002, and 2001 amounted to $0.5 million,
$1.6 million, and $3.9 million, respectively, while net income tax
payments totaled $1.1 million, $1.9 million, and $0.7 million for the
respective years. 

(amounts in thousands, except per share data) 2003 2002 2001
.................................................

Net income (loss), as reported $ 2,744 $ (35,676 ) $ (2,202 )

Stock-based employee 
compensation expense as
calculated under the fair value 
method for all awards, net of tax (1,148 ) (1,380 ) (2,204 )

Pro forma net income (loss) $ 1,596 $ (37,056 ) $ (4,406 )

Basic net income (loss) per share:

As reported $ 0.16 $ (2.15 ) $ (0.13 )

Pro forma $ 0.10 $ (2.24 ) $ (0.27 )

Diluted net income (loss) per share:

As reported $ 0.16 $ (2.11 ) $ (0.13 )

Pro forma $ 0.09 $ (2.19 ) $ (0.27 )

Net Weighted- Earnings
Income Average (Loss)

(amounts in thousands, except per-share data) (Loss) Shares per Share

...................................................................................................

...................................................................................................

...................................................................................................

For the year ended
December 31, 2003
Basic EPS $ 2,744 16,663 $ 0.16

Dilutive effect of
outstanding stock options – 183 –

Diluted EPS $ 2,744 16,846 $ 0.16

For the year ended
December 31, 2002
Basic EPS

Net income before cumulative effect 
of change in accounting principle $ 1,362 16,567 $ 0.08

Cumulative effect of change in
accounting principle (37,038 ) 16,567 (2.23 )

Net loss $ (35,676 ) 16,567 $ (2.15 )

Diluted EPS

Net income before cumulative effect 
of change in accounting principle $ 1,362 16,895 $ 0.08

Cumulative effect of change in
accounting principle (37,038 ) 16,895 (2.19 )

Net loss $ (35,676 ) 16,895 $ (2.11 )

For the year ended
December 31, 2001
Basic EPS $ (2,202) 16,435 $ (0.13 )

Dilutive effect of
outstanding stock options – – –

Diluted EPS $ (2,202) 16,435 $ (0.13 )
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Accounting Standards Pronouncements

In June 2002, the FASB issued FAS No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities,” which addresses the
accounting and reporting for costs associated with the exit from or
disposal of a portion of a company’s operations. The provisions of this
standard are effective for any exit or disposal activities initiated after
December 31, 2002. The Company has reviewed the provisions of this
standard and determined that its adoption did not have a significant
effect on its financial position or results of operations for the year
ended December 31, 2003.

In April 2003, the FASB issued FAS No. 149, “Amendment of
Statement 133 on Derivative Instruments and Hedging Activities.”
This statement amends and clarifies the financial accounting and
reporting for derivative instruments, including those embedded in
other contracts, and for hedging activities under FAS No. 133. The
provisions of the statement, for the most part, were effective for
contracts entered into and hedging activities designated after June
30, 2003. The Company has reviewed the provisions of this statement
and determined that it did not have any effect on its financial position
or results of operations for the year ended December 31, 2003.

In May 2003, the FASB issued FAS No. 150, “Accounting for Certain
Financial Instruments with Characteristics of both Liabilities and
Equity.” This statement establishes standards for how entities should
measure and classify financial instruments with characteristics of both
liabilities and equity. The provisions of this statement were effective
for interim periods beginning after June 15, 2003. The Company has
reviewed the provisions of this statement and determined that it did
not have any effect on its financial position or results of operations
for the year ended December 31, 2003.

During 2003, the FASB issued Interpretation No. 46, “Consolidation
of Variable Interest Entities,” and a revision of this Interpretation in
December 2003. These Interpretations of Accounting Research
Bulletin No. 51, “Consolidated Financial Statements,” address the
consolidation by business enterprises of certain variable interest
entities. If applicable, the provisions of these Interpretations were
effective for interim periods beginning after June 15, 2003. The
Company has reviewed the provisions of these Interpretations and
determined that they did not have any effect on its financial position
or results of operations for the year ended December 31, 2003.

During 2003, the Emerging Issues Task Force (EITF) issued Issue
No. 00-21, “Revenue Arrangements with Multiple Deliverables.” This
Issue addresses certain aspects of the accounting by a vendor for
arrangements under which it will perform multiple revenue-generating
activities. The provisions of this Issue were effective for interim
periods beginning after June 15, 2003. The Company has reviewed
the provisions of this Issue and determined that those provisions are
consistent with the Company’s existing policies, and therefore the
implementation of this Issue did not have a significant effect on the
Company’s financial position or results of operations for the year
ended December 31, 2003.

In December 2003, the FASB issued FAS No. 132 (revised 2003),
“Employers’ Disclosures about Pensions and Other Post Retirement
Benefits.” This revision of FAS No. 132 requires additional disclosures

about the assets, obligations, the cash flows, and the net periodic bene-
fit costs of defined benefit plans and other defined benefit postretirement
plans. The provisions of the statement, for the most part, were effective
for periods ending after December 15, 2003. The Company has included
these additional required disclosures, as applicable, in the notes to its
consolidated financial statements, including Note 6, “Deferred
Compensation Benefits,” and Note 7, “Employee Benefits.” 

2. Property and Equipment 

Property and equipment at December 31, 2003 and 2002 are sum-
marized as follows:

At December 31, 2002, property and equipment of $11,129 is included
in the consolidated balance sheet as property and equipment of
$8,939 and property held for sale of $2,190.

At December 31, 2002, the Company owned three buildings, two of
which were in use by the Company as corporate offices. During 2002,
the third building, with a net fair value of $2.2 million, was leased to a
third party for approximately eight months, which ended in August 2002.
Receipts under this lease were approximately $0.2 million in 2002.

During 2002, the Company began to actively market for sale the third
building it owned, and had classified this property as held for sale
on the consolidated balance sheet at December 31, 2002. During
the third quarter of 2002, the Company made an adjustment of
approximately $0.1 million to the carrying value of this building in
order to adjust the property’s value to the anticipated net fair value.
The property was subsequently sold during the second quarter of
2003 for approximately $2.2 million. The Company recorded an
additional loss of approximately $(0.2) million at the time of the sale. 

3. Debt 

During 2002, the Company amended and restated its existing revolving
line of credit agreement (Agreement). At that time, the new Agreement
had a borrowing limit of $50 million. During December 2003, the
Company paid off a $5 million term loan, which reduced the overall
borrowing limit of the Agreement to $45 million. The Agreement is due
in May 2005. The Agreement has interest rates ranging from 25 to 200
basis points over the prime rate and 125 to 300 basis points over Libor,
and provides certain of the Company’s assets as security for outstanding
borrowings. The Company is required to meet certain financial
covenants in order to maintain borrowings under the Agreement, pay
dividends, and make acquisitions. At December 31, 2003 and during
2003 and 2002, the Company was in compliance with these covenants.

Useful
December 31, Life 2003 2002
(amounts in thousands) (years)

............................................

Land – $ 378 $ 886

Buildings 30 4,456 7,065

Equipment 2-5 15,047 17,668

Furniture 5-10 5,204 5,160

Software 2-5 8,615 7,965

Leasehold improvements 10 2,788 2,511

36,488 41,255

Less accumulated depreciation (29,301 ) (30,126 )

$ 7,187 $ 11,129
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At December 31, 2003 and 2002, there were $0 and $8.4 million out-
standing, respectively, under the Company’s revolving credit agreement.
Additionally, at both December 31, 2003 and 2002, there was $0.1
million outstanding under one letter of credit under this agreement. 

The maximum amounts outstanding under the revolving credit agree-
ments during 2003, 2002, and 2001 were $20.7 million, $29.7 million,
and $40.0 million, respectively. Average bank borrowings outstanding
for the years 2003, 2002, and 2001 were $12.4 million, $20.5 million,
and $29.7 million, respectively, and carried weighted-average interest
rates of 3.4 percent, 4.1 percent, and 7.5 percent, respectively. 

The Company owed $0 and $0.1 million at December 31, 2003 and 2002,
respectively, under capital lease agreements. The 2002 amount was
included in the Company’s long-term debt balance at December 31, 2002.

4. Income Taxes

The provision (benefit) for income taxes for 2003, 2002, and 2001
consists of the following: 

The change in estimate of non-deductible expenses includes adjust-
ments to the Company’s tax accruals due to the favorable resolution
or expected resolution of both domestic and foreign tax matters that
had previously been in process.

During 2003, a court case was resolved in the plaintiff’s favor in The
Netherlands, which created, for tax purposes, a significant net operating
loss for the Company’s Dutch subsidiaries. A portion of that net operating
loss was carried back to years when the subsidiaries had taxable

income, which resulted in a tax refund of approximately $1.1 million,
and interest of $0.6 million on that refund, due to the Company. The
Company has recorded this refund in its operations in 2003, and
expects to receive the amount in the first quarter of 2004. 

The Company’s deferred tax assets and liabilities at December 31,
2003 and 2002 consist of the following: 

In assessing the realizability of deferred tax assets, management
considers, within each taxing jurisdiction, whether it is more likely
than not that some portion or all of the deferred tax assets will not be
realized. Management considers the scheduled reversal of deferred
tax liabilities, projected future taxable income, and tax planning
strategies in making this assessment. Based upon the levels of histor-
ical taxable income or loss, and projections for future taxable income
or loss over the years in which the deferred tax assets are
deductible, at December 31, 2003 management believes that it is
more likely than not that the Company will not realize a portion of the
benefits of these deductible differences in the future. 

The Company has a remaining deferred tax asset resulting from the
net operating loss in The Netherlands of approximately $3.8 million.
The Company also has net operating loss benefits of approximately
$1.4 million in various other countries where it does business.
Management of the Company has analyzed each country’s tax
position and determined that it is unclear whether approximately
$4.0 million of this total potential asset of $5.2 million will be realized
at any point in the future. Accordingly, at December 31, 2003, the
Company has offset the asset with a valuation allowance totaling
$4.0 million. In the future, the asset, and its potential realizability, will
be evaluated each quarter to determine if a portion of the valuation
allowance should be reversed.

Undistributed earnings of the Company’s foreign subsidiaries were
minimal at December 31, 2003, and are considered to be indefinitely
reinvested. Accordingly, no provision for U.S. federal and state

Assets
Deferred compensation $ 3,260 $ 3,015

Loss carryforwards 5,225 1,048

Accruals deductible for tax purposes when paid 100 319

Allowance for doubtful accounts 402 290

Amortization 1,037 1,156

Gross deferred tax assets 10,024 5,828

Liabilities 
Depreciation 724 550

Amortization 30 81

Other, net 214 162

Gross deferred tax liabilities 968 793

Deferred tax assets valuation allowance 4,043 –

Net deferred tax assets $ 5,013 $ 5,035

Net deferred assets and liabilities
are recorded at December 31, 2003
and 2002 as follows: 
Net current assets $ 502 $ 623

Net non-current assets 4,511 4,412

Net deferred tax assets $ 5,013 $ 5,035

December 31, 2003 2002
(amounts in thousands)

32

(amounts in thousands) 2003 2002 2001

................................................................................................................

Domestic and foreign components
of income (loss) before income
taxes are as follows:
Domestic $ 6,048 $ 6,126 $ 162
Foreign (3,186) (3,874) (3,445)

$ 2,862 $ 2,252 $ (3,283)

The provision (benefit) for
income taxes consists of:
Current tax: U.S. federal $ 908 $ 494 $ (1,388)

Foreign (1,084) (524) (2,657)
U.S. state and local 545 592 819

369 562 (3,226)
Deferred tax: U.S. federal (204) 197 1,837 

U.S. state and local (47) 131 308
(251) 328 2,145

$ 118 $ 890 $ (1,081)

The effective and statutory
income tax rate can be
reconciled as follows:
Tax at statutory rate of 34 percent $ 973 $ 765 $ (1,116)
Rate differential – – –
State tax, net of federal benefits 360 415 541
Expenses for which no tax

benefit (expense) is available 21 (70) 1,097
Change in estimate of

non-deductible expenses (500) (215) (1,642)
Non-taxable income (413) – –
Foreign tax ruling (3,270) – –
Valuation allowance 4,043 – –
Tax refund related to tax settlement (1,084) – –
Other, net (12) (5) 39

$ 118 $ 890 $ (1,081)
Effective income tax rate 4.1% 39.5% (32.9%)
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income taxes has been provided thereon. Upon distribution of these
earnings in the form of dividends or otherwise, the Company would
be subject to both U.S. income taxes (subject to an adjustment for
foreign tax credits) and withholding taxes payable to the various
foreign countries. In the event that the other foreign entities’ earnings
were distributed, it is estimated that U.S. federal and state income
taxes, net of foreign credits, would be immaterial. 

In 2003, 2002, and 2001, 13,000, 3,000, and 26,000 shares of common
stock, respectively, were issued through the exercise of non-qualified
stock options or through the disqualifying disposition of incentive
stock options. The total tax benefit to the Company from these
transactions, which is credited to capital in excess of par value rather
than recognized as a reduction of income tax expense, was $4,000,
$2,000, and $27,000 in 2003, 2002, and 2001, respectively. These
tax benefits have also been recognized in the consolidated balance
sheets as a reduction of current taxes payable.

5. Lease Commitments

At December 31, 2003, the Company was obligated under a number
of long-term operating leases. Minimum future obligations under such
leases are summarized as follows: 

The operating lease obligations relate to the rental of office space,
office equipment, and automobiles leased in Europe. Total rental
expense under such operating leases for 2003, 2002, and 2001 was
approximately $8.4 million, $8.5 million, and $9.6 million, respectively. 

6. Deferred Compensation Benefits

The Company maintains a non-qualified defined-benefit Executive
Supplemental Benefit Plan (ESBP) that provides a current and certain
former key executives with deferred compensation benefits, based
on years of service and base compensation, payable during retire-
ment. The plan was amended as of November 30, 1994, to freeze
benefits for participants at that time.

Net periodic pension cost for the year ended December 31, 2003,
2002, and 2001 for the ESBP is as follows: 

The Company also maintains a contributory defined-benefit plan for
its employees located in The Netherlands (NDBP). Benefits paid are

a function of a percentage of career average pay. The Plan was cur-
tailed for additional contributions in January 2003.

Net periodic pension cost for the twelve-month period ended
September 26, 2003, September 27, 2002, and September 28, 2001
for the NDBP is as follows:

The change in benefit obligation and reconciliation of fair value of
plan assets for the year ended December 31, 2003 and 2002 for the
ESBP, and for the twelve month period ended September 26, 2003
and September 27, 2002 for the NDBP are as follows:

2004 $ 6,124

2005 3,843

2006 2,507

2007 1,288

2008 313

Later years 156

Minimum future obligations $ 14,231

Year ending December 31,
(amounts in thousands)

..................................

Net Periodic Pension Cost –
ESBP 2003 2002 2001
(amounts in thousands)

........................

Net Periodic Pension Cost –
NDBP 2003 2002 2001
(amounts in thousands)

.....................................

Service cost $ 110 $ 278 $ 228

Interest cost 216 237 160

Expected return on plan assets (251 ) (227 ) (189 )

Amortization of actuarial loss – 14 –

Net periodic pension cost 75 302 199

Employee contributions 60 199 149

Net retirement cost $ 15 $ 103 $ 50

Changes in Benefit
Obligation 2003 2002 2003 2002
(amounts in thousands)

ESBP NDBP

Benefit obligation at 
beginning of year $ 8,272 $ 8,660 $ 3,969 $ 4,505

Service cost, net – – 50 79

Interest cost 538 586 216 237

Amortization of 
unrecognized net loss – 7 – 14

Employee contributions – – 60 199

Benefits paid (880) (1,147) (16) (14)

Adjustment to
minimum liability 903 166 – –

Curtailment gain – – (579) –

Actuarial (gain) loss – – (142) (1,285)

Effect of exchange 
rate changes – – 763 234

Benefit obligation at 
end of period 8,833 8,272 4,321 3,969

Reconciliation of Fair
Value of Plan Assets
Fair value of plan assets 

at beginning of year – – 3,590 3,643

Expected return on 
plan assets – – 251 227

Employer contributions – – 348 392

Employee contributions – – 60 199

Benefits paid – – (16) (14)

Unrecognized net loss – – (95) (1,059)

Effect of exchange 
rate changes – – 689 202

Fair value of plan assets 
at end of year – – 4,827 3,590

(Funded) unfunded status 8,833 8,272 (506) 379

Unrecognized net 
actuarial gain (2,018) (1,137) (5) (348)

Accrued benefit cost (asset) $ 6,815 $ 7,135 $ (511) $ 31

Weighted-average 
discount rate 6.25 % 6.75 % 5.00 % 5.00 %

Salary increase rate – – 4.00 % 4.00 %

Expected return on 
plan assets – – 5.50 % 5.50 %

33

Interest cost $ 538 $ 586 $ 692

Amortization of unrecognized net loss 22 7 30

Net periodic pension cost $ 560 $ 593 $ 722
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For the ESBP, the accumulated benefit obligation at December 31,
2003 and 2002 was $8.8 million and $8.3 million, respectively.
Benefits paid to participants are funded by the Company as needed.
The plan is deemed unfunded as the Company has not specifically
identified Company assets to be used to discharge the deferred
compensation benefit liabilities. The Company has purchased insur-
ance on the lives of certain plan participants in amounts considered
sufficient to reimburse the Company for the costs associated with the
plan for those participants. The Company does not anticipate making
contributions to the plan in 2004 and future years to fund the plan.

Benefit payments for the ESBP are expected to be paid in future
years as follows:

The Company maintains a non-qualified defined-contribution deferred
compensation plan for certain key executives. The Company contributions
to this plan, if any, are based on annually defined financial performance
objectives. There were no contributions to the plan in 2003, 2002, or 2001.

7. Employee Benefits 

401(k) Profit-Sharing Retirement Plan 

The Company maintains a contributory 401(k) profit-sharing retirement
plan covering substantially all U.S. employees. Company contributions,
which are discretionary, consist of cash, and may include the
Company’s stock, were funded and charged to operations in the
amounts of $1.6 million, $1.4 million, and $1.9 million for 2003, 2002,
and 2001, respectively.

Other Retirement Plans

The Company maintains various retirement plans other than the NDBP
discussed in Note 6, covering substantially all of the remaining
European employees. Company contributions charged to operations
were $0.4 million in 2003, $0.4 million in 2002, and $0.2 million in 2001.

Other Postretirement Benefits 

The Company provides limited healthcare and life insurance benefits
to one current and eight retired employees and their spouses, totaling
14 participants, pursuant to contractual agreements.

Net periodic postretirement benefit cost for 2003, 2002, and 2001 is
as follows:

The change in postretirement benefit obligation at December 31,
2003 and 2002 is as follows:

Benefits paid to participants are funded by the Company as needed.

The rate of increase in healthcare costs is assumed to be 11 percent
for medical and 6 percent for dental in 2004, gradually declining to 5
percent by the year 2010 and remaining at that level thereafter.
Increasing the assumed healthcare cost trend rate by one percentage
point would increase the accumulated postretirement benefit obligation
by $43,000 at December 31, 2003, and the net periodic cost by $2,600
for the year. A one-percentage-point decrease in the healthcare
cost trend would decrease the accumulated postretirement benefit
obligation by $38,000 at December 31, 2003, and the net periodic
pension cost by $2,300 for the year.

8. Shareholders’ Equity 

Employee Stock Purchase Plan 

Under the Company’s First Employee Stock Purchase Plan (Plan),
employees may apply up to 10 percent of their compensation to
purchase the Company’s common stock. Shares are purchased at
the closing market price on the business day preceding the date of
purchase. During 2001, an additional 0.5 million shares were
authorized under the Plan. As of December 31, 2003, approximately
265,000 shares remain unissued under the Plan, of the total of 11.5
million shares that had been authorized under the Plan. During 2003,
2002, and 2001, approximately 73,000, 84,000, and 142,000 shares,
respectively, were purchased under the plan at an average price of
$2.92, $3.93, and $3.59 per share, respectively. 

Shareholder Rights Plan 

The Board of Directors adopted a Shareholder Rights Plan in
January 1989. Under the plan, one right was distributed for each
share of common stock outstanding on January 27, 1989, and on
each additional share of common stock issued after that date and
prior to the date the rights become exercisable. The rights become
exercisable when 20 percent or more of the Company’s outstanding

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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Net Periodic Postretirement
Benefit Cost 2003 2002 2001
(amounts in thousands)

..........................

Interest cost $ 35 $ 28 $ 17

Amortization of transition amount 29 29 29

Amortization of gain – (14 ) (33 )

$ 64 $ 43 $ 13

Postretirement benefit obligation at beginning of year $ 560 $ 418

Interest cost 35 28

Amortization of transition amount 29 29

Benefits paid (47) (52)

Amortization of gain – (14)

Adjustment to unrecognized transition obligation (30) (14)

Adjustment to unrecognized gain 90 165

Postretirement benefit obligation at end of year 637 560

Fair value of plan assets at end of year – –

Funded status 637 560

Unrecognized transition obligation (263) (292)

Unrecognized gain (57) 32

Accrued postretirement benefit cost $ 317 $ 300

Weighted-average discount rate 6.25 % 6.75 %

Salary increase rate – –

Change in Postretirement
Benefit Obligation 2003 2002
(amounts in thousands)

2004 $ 638

2005 665

2006 655

2007 676

2008 664

2009-2013 3,543

$ 6,841

Year ending December 31,
(amounts in thousands)

..................................

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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common stock is acquired by a person or group, other than Company-provided employee benefit plans, and when an offer to acquire is
made. Each right entitles the holder to purchase Series A preferred stock (which is essentially equivalent to common stock) at a 50 percent
discount from the then-market price of the common stock or, in the event of a merger, consolidation, or sale of a major part of the Company’s
assets, to purchase common stock of the acquiring company at a 50 percent discount from its then-market price. The Shareholder Rights
Plan was amended in 1999 to provide that the rights expire in November 2008. The rights may be redeemed by the Company at a price of
$.01 per right. 

Stock Trusts 

The Company maintains a Stock Employee Compensation Trust (SECT) to provide funding for existing employee stock plans and benefit
programs. Shares are purchased by and released from the SECT by the trustee of the SECT at the request of the compensation committee
of the Board of Directors. As of December 31, 2003, all shares remaining in the SECT were unallocated and, therefore, are not considered
outstanding for purposes of calculating earnings per share. 

SECT activity for 2003, 2002, and 2001 is as follows:

During 1999, the Company created an Omnibus Stock Trust (OST) to
provide funding for various employee benefit programs. During 1999,
the OST purchased 59,000 shares for $1 million. Shares are released
from the OST by the trustee at the request of the compensation
committee of the Board of Directors. During 2003, 2002, and 2001, no
shares were purchased or released by the trust.

Restricted Stock Plan 

Under the Company’s Restricted Stock Plan, 800,000 shares of restricted stock may be granted to certain key employees. During 2000, all
outstanding restricted stock grants were canceled.

9. Stock Option Plans

On April 26, 2000, the shareholders approved the Company’s Equity Award Plan (Equity Plan). Under the provisions of the plan, stock options,
stock appreciation rights, and other awards may be granted or awarded to employees and directors of the Company. The compensation
committee of the Board of Directors determines the nature, amount, pricing, and vesting of the grant or award. All options and awards remain
in effect until the earlier of the expiration, exercise, or surrender date.

On April 24, 1991, the shareholders approved the Company’s 1991 Employee Stock Option Plan (1991 Plan), which came into effect after the
Company’s 1981 Employee Stock Option Plan (1981 Plan) terminated on April 21, 1991. Under the provisions of the plan, options may be granted
to employees and directors of the Company. The option price for options granted under each plan is equal to or greater than the fair market
value of the Company’s common stock on the date the option is granted. Incentive stock options generally become exercisable in four annual
installments of 25 percent of the shares covered by the grant, beginning one year from the date of grant, and expire six years after becoming
exercisable. Nonqualified stock options generally become exercisable in either four or five annual installments of 20 or 25 percent of the shares
covered by the grant, beginning one year from the date of grant, and expire up to 15 years from the date of grant. All options remain in effect
until the earlier of the expiration, exercise, or surrender date.

The per-option weighted-average fair value on the date of grant of stock
options granted in 2003, 2002, and 2001, using the Black-Scholes
option pricing model, was $1.85, $2.70, and $2.17, respectively. The fair
value of the options at the date of grant was estimated with the following
weighted-average assumptions:

The Company accounts for its stock-based employee compensation plans in accordance with the provisions of FAS No. 123, “Accounting for
Stock-Based Compensation,” and FAS No. 148, “Accounting for Stock-Based Compensation - Transition and Disclosure,” which allows entities
to continue to apply the recognition and measurement provisions of Accounting Principles Board (APB) Opinion No. 25, “Accounting for Stock
Issued to Employees,” and related interpretations. No stock-based employee compensation cost is reflected in the net income (loss) of the
Company for the periods presented in these consolidated financial statements, as all options granted by the Company had an exercise price
that was equal to or greater than the underlying common stock at the date of grant.

(amounts in thousands) 2003 2002 2001

..............................

Share balance at beginning of year 4,187 4,279 4,449

Shares purchased – – –

Shares released:
Stock option plans (21) (8) (28)
Employee Stock Purchase Plan (73) (84) (142)

Share balance at end of year 4,093 4,187 4,279

2003 2002 2001

.......................

Expected life (years) 3.5 3.8 4.0

Dividend yield 0.0% 0.0% 0.0 %

Risk-free interest rate 2.3% 3.5% 4.4 %

Expected volatility 84.9% 82.6% 70.9 %
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The following table details the effect on net income (loss) and basic and diluted net income (loss) per share as if the Company had adopted
the fair value recognition provisions of FAS No. 123 as they apply to stock-based employee compensation: 

Pro forma amounts for compensation cost may not be indicative of the effects on earnings for future years.

A summary of stock option activity under these plans is as follows:

At December 31, 2003 and 2002, the number of options exercisable under the Equity Plan was 615,000 and 362,250, respectively, and the
weighted-average exercise price of those options was $3.37 and $3.35, respectively. At December 31, 2003 and 2002, the number of options
exercisable under the 1991 Plan was 1,019,875 and 1,012,063, respectively, and the weighted-average exercise price of those options was
$15.38 and $16.50, respectively. 

A summary of the range of exercise prices and the weighted-average remaining contractual life of outstanding options at December 31, 2003
for the Equity and 1991 Plans is as follows: 

At December 31, 2003, there were 989,750 and 0 shares available for grant under the Equity Plan and 1991 Plan, respectively.

In 2003 and 2002, the Company received stock for treasury valued at $ 0 and $6,000 from employees through stock option exercise transactions.

36

(amounts in thousands, except per share data) 2003 2002 2001

..............................................

Net income (loss) as reported $ 2,744 $ (35,676) $ (2,202)

Stock-based employee compensation expense
as calculated under the fair value method
for all awards, net of tax (1,148) (1,380) (2,204)

Pro forma net income (loss) $ 1,596 $ (37,056) $ (4,406)

Basic net loss per share:
As reported $ 0.16 $ (2.15) $ (0.13)

Pro forma $ 0.10 $ (2.24) $ (0.27)

Diluted net income (loss) per share:

As reported $ 0.16 $ (2.11) $ (0.13)

Pro forma $ 0.09 $ (2.19) $ (0.27)

Equity Plan Weighted-Average 1991 Plan Weighted-Average
Options Exercise Price Options Exercise Price

................................................................

................................................................

................................................................

................................................................

Options Weighted-Average
Range of Outstanding at Weighted-Average Remaining Contractual

Exercise Prices December 31, 2003 Exercise Price Life (years)

..............................................

..............................................

..............................................

..............................................

Equity Plan $ 1.40 to $ 1.96 280,000 $ 1.60 7.9

$ 2.24 to $ 3.18 1,163,000 $ 2.98 9.4

$ 4.16 to $ 7.49 552,250 $ 5.18 9.4

1991 Plan $ 2.88 166,125 $ 2.88 5.3

$ 5.13 to $ 6.13 276,500 $ 5.94 8.7

$ 9.44 35,200 $ 9.44 0.6

$ 14.88 to $ 21.94 626,500 $ 18.41 3.7

$ 26.06 to $ 37.19 97,050 $ 30.94 4.3

Outstanding at December 31, 2000 265,000 $ 4.10 2,142,125 $ 13.59
Granted 1,298,000 $ 3.53 226,000 $ 5.94
Exercised – – (27,450) $ 4.43
Canceled, expired, and forfeited (266,000) $ 4.87 (676,250) $ 10.09

Outstanding at December 31, 2001 1,297,000 $ 3.38 1,664,425 $ 14.13

Granted 498,000 $ 4.47 – –
Exercised – – (7,650) $ 3.19
Canceled, expired, and forfeited (140,250) $ 5.56 (279,025) $ 14.01

Outstanding at December 31, 2002 1,654,750 $ 3.52 1,377,750 $ 14.21

Granted 517,000 $ 3.13 – –
Exercised (15,000) $ 2.35 (5,625) $ 2.88
Canceled, expired, and forfeited (161,500) $ 3.92 (170,750) $ 15.16

Outstanding at December 31, 2003 1,995,250 $ 3.40 1,201,375 $ 14.13
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10. Significant Customer 

International Business Machines (IBM) is the Company’s largest customer. IBM accounted for $53.9 million or 21.4 percent, $51.9 million
or 19.7 percent, and $78.3 million or 24.5 percent of consolidated 2003, 2002, and 2001 revenue, respectively. The Company’s accounts
receivable from IBM at December 31, 2003 and 2002 amounted to $12.2 million and $11.6 million, respectively. No other customer accounted
for more than 10 percent of revenue in 2003, 2002, or 2001.

11. Litigation 

The Company is involved in litigation arising in the normal course of business. In the opinion of management, an adverse outcome to any
of this litigation would not have a material effect on the financial condition of the Company. 

12. Segment Information 

The Company operates in one industry segment, providing information technology (IT) professional services to its clients. The services provided
include flexible and strategic staffing and the planning, design, implementation, and maintenance of comprehensive IT solutions. All of the
Company’s revenues are generated from these services. CTG’s two reportable segments are based on geographical areas, which is consis-
tent with prior years and prior to the adoption of FAS No. 131.

The accounting policies of the individual geographical areas are the same as those described in Note 1, “Summary of Significant Accounting
Policies.” CTG evaluates the performance of its geographical areas at the operating income level.

Corporate and other identifiable assets consist principally of cash and temporary cash investments and other assets.

37

....................................................................................................................

Revenue
North America $ 212,075 $ 226,824 $ 273,724
Europe 40,266 36,452 46,489

Total revenue $ 252,341 $ 263,276 $ 320,213

Depreciation and Amortization 
North America $ 1,638 $ 1,921 $ 6,052
Europe 707 754 1,076
Corporate and other 1,047 1,228 1,485

Total depreciation and amortization $ 3,392 $ 3,903 $ 8,613

Operating Income (loss)
North America $ 18,401 $ 19,577 $ 15,618
Europe (2,236) (3,698) (2,399)
Corporate and other (12,903) (11,857) (12,805)

Total operating income $ 3,262 $ 4,022 $ 414

Identifiable Assets
North America $ 73,958 $ 79,816 $ 127,227
Europe 12,544 9,866 10,958
Corporate and other 9,945 9,502 11,303

Total identifiable assets $ 96,447 $ 99,184 $ 149,488

Capital Expenditures
North America $ 922 $ 832 $ 2,065
Europe 292 589 710
Corporate and other 475 428 1,429

Total capital expenditures $ 1,689 $ 1,849 $ 4,204

Financial Information Relating to Domestic and Foreign Operations 2003 2002 2001
(amounts in thousands)
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.......................................................................................................................................................

.......................................................................................................................................................

Quarters
(amounts in thousands, except per-share data) First Second Third Fourth Total

13. Quarterly Financial Data (Unaudited)

2003
Revenue $ 63,862 $ 64,057 $ 61,141 $ 63,281 $ 252,341
Direct costs 47,154 46,834 44,757 46,135 184,880
Gross profit 16,708 17,223 16,384 17,146 67,461
Selling, general, and administrative expenses 16,286 15,988 15,588 16,337 64,199
Operating income 422 1,235 796 809 3,262
Interest and other income (expense), net (198) (445) (210) 453 (400)
Income before income taxes 224 790 586 1,262 2,862
Provision (benefit) for income taxes 94 332 246 (554) 118
Net income $ 130 $ 458 $ 340 $ 1,816 $ 2,744
Basic net income per share $ 0.01 $ 0.03 $ 0.02 $ 0.11 $ 0.16
Diluted net income per share $ 0.01 $ 0.03 $ 0.02 $ 0.11 $ 0.16

2002
Revenue $ 69,894 $ 67,667 $ 62,149 $ 63,566 $ 263,276
Direct costs 50,149 48,986 45,250 46,351 190,736
Gross profit 19,745 18,681 16,899 17,215 72,540
Selling, general, and administrative expenses 17,943 17,374 16,399 16,802 68,518
Operating income 1,802 1,307 500 413 4,022
Interest and other expense, net 1,060 198 267 245 1,770
Income before income taxes and cumulative

effect of change in accounting principle 742 1,109 233 168 2,252
Provision for income taxes 293 438 92 67 890
Net income before cumulative effect of change

in accounting principle 449 671 141 101 1,362
Cumulative effect of change in accounting principle (37,038) – – – (37,038)
Net income (loss) $ (36,589) $ 671 $ 141 $ 101 $ (35,676)

Basic net income per share before cumulative
effect of change in accounting principle $ 0.03 $ 0.04 $ 0.01 $ 0.01 $ 0.08

Cumulative effect of change in accounting principle (2.24) – – – (2.23)
Basic net income (loss) per share $ (2.21) $ 0.04 $ 0.01 $ 0.01 $ (2.15)

Diluted net income per share before cumulative
effect of change in accounting principle $ 0.03 $ 0.04 $ 0.01 $ 0.01 $ 0.08

Cumulative effect of change in accounting principle (2.19) – – – (2.19)
Diluted net income (loss) per share $ (2.16) $ 0.04 $ 0.01 $ 0.01 $ (2.11)
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Stock Market Information

The Company’s common shares are traded on the New York
Stock Exchange under the symbol CTG, commonly abbreviated
Cptr Task.

On February 23, 2004, there were 2,880 record holders of the
Company’s common shares. The Company did not pay a dividend
from 2001 to 2003. The Company paid an annual cash dividend of
$.05 per share from 1993 to 2000 and, prior to that, paid $.025 per
share annually since 1976 plus a 10 percent share dividend in 1980.

Annual Meeting 

The annual meeting of shareholders has been scheduled for May
5, 2004 in Buffalo, New York, for shareholders of record on
March 26, 2004.

Form 10-K and Company Code of Ethics,
Committee Charters and Governance
Policies Available 

Copies of the Company’s Form 10-K Annual Report, quarterly
reports on Form 10-Q, current reports on Form 8-K, and all
amendments to those reports including the Company’s code of
ethics, committee charters and governance policies which are filed
with the Securities and Exchange Commission, may be obtained
without charge either through its website at www.ctg.com/investors
or upon written or verbal request to: 

Computer Task Group, Incorporated 
Investor Relations Department 
800 Delaware Avenue 
Buffalo, NY 14209-2094
(716) 887-7400

Transfer Agent and Registrar 

EquiServe 
Our Transfer Agent is responsible for our shareholder records,
issuance of stock certificates, and distribution of our dividends and
the IRS Form 1099. Your requests, as shareholders, concerning
these matters are most efficiently answered by corresponding
directly with EquiServe: 

EquiServe Trust Company, N.A. 
P.O. Box 43010
Providence, RI 02940-3010
(781) 575-3170 (MA residents) 
(800) 730-4001 
(781) 828-8813 (fax)
www.equiserve.com

Independent Certified Public Accountants 

KPMG LLP
12 Fountain Plaza, Suite 601 
Buffalo, NY 14202

Corporate Information

Stock Price
High Low
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. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Year ended December 31, 2003
Fourth Quarter $ 4.41 $ 3.30

Third Quarter $ 3.80 $ 2.51

Second Quarter $ 2.92 $ 1.93

First Quarter $ 4.09 $ 2.00

Year ended December 31, 2002
Fourth Quarter $ 3.85 $ 2.50

Third Quarter $ 5.05 $ 2.70

Second Quarter $ 5.83 $ 4.15

First Quarter $ 6.08 $ 3.75
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