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PART |I. FINANCIAL INFORM ATION

ltem 1. Financial Statements

Introductory Comments

The Condensed Consolidated Financial Statements of DST Systems, Inc. (“DST” or the “Company”) included herein
have been prepared by the Company, without audit, pursuant to the rules and regulations of the United States
Securities and Exchange Commission. Certain information and note disclosures normally included in financia
statements prepared in accordance with accounting principles generally accepted in the United States of America have
been condensed or omitted pursuant to such rules and regulations, although the Company believes that the disclosures
are adeguate to enable a reasonable understanding of the information presented. These Condensed Consolidated
Financial Statements should be read in conjunction with the audited financia statements and the notes thereto for the
year ended December 31, 2003.

The results of operations for the three months ended March 31, 2004, are not necessarily indicative of the resultsto be
expected for the full year 2004.



ASSETS
Current assets

Cash and cash equivaents
Transfer agency investments
Accountsreceivable

Other current assets

Investments
Properties
Goodwill
Intangibles
Other assets

Total assets

DST Sygstems, Inc.
Condensad Consolidated Balance Sheset
(dollarsin millions, except per share amounts)

(unaudited)

LIABILITIESAND STOCKHOLDERS EQUITY

Current liabilities
Debt due within one year
Transfer agency deposits
Accounts payable
Accrued compensation and benefits
Deferred revenues and gains
Other liabilities

Long-term debt

Deferred income taxes

Other liabilities

Commitments and contingencies (Note 5)
Stockholders equity

Common stock, $0.01 par; 300 million shares

authorized, 95.3 million shares issued
Additional paid-in capital
Retained earnings

Treasury stock (10.9 million and 11.9 million shares,

respectively), at cost

Accumulated other comprehensive income

Total stockholders equity

Total liabilities and stockholders' equity

March 31, December 31,
2004 2003

$ 95.0 $ 102.4

406.2 63.4

398.3 3994

124.7 116.6

1,024.2 681.8

1,426.6 1,432.5

645.2 647.2

287.6 261.8

121.2 123.2

485 52.1

$ 35533 $ 31986

$ 95 $ 26.9

406.2 63.4

146.8 126.3

66.5 98.1

93.2 95.0

150.7 162.5

872.9 572.2

1,449.1 1,437.8

402.3 408.5

945 96.4

2,818.8 2,514.9

10 10

205.1 208.8

566.2 514.6

(421.7) (438.4)

383.9 397.7

7345 683.7

$ 35533 $ 31986

The accompanying notes are an integral part of these financial statements.
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DST Systems, Inc.
Condensed Consolidated Statement of |ncome

(in millions, except per share amounts)
(unaudited)

For the Three Months
Ended March 31,

2004 2003
Operating revenues $ 4300 % 431.7
Out-of-pocket reimbursements 179.5 188.1
Total revenues 609.5 619.8
Costs and expenses 491.2 507.3
Depreciation and amortization 36.4 35.1
Income from operations 81.9 774
Interest expense (13.5) (3.4)
Other income, net 6.5 4.2
Equity in earnings (losses) of unconsolidated affiliates 5.1 (0.3)
Income before income taxes 80.0 779
Provision for income taxes 28.4 26.5
Net income $ 516 $ 51.4
Average common shares outstanding 84.1 1194
Diluted shares outstanding 86.5 120.9
Basic earnings per share $ 061 $ 0.43
Diluted earnings per share $ 060 $ 0.43

The accompanying notes are an integra part of these financial statements.



DST Sygsems, Inc.
Condensed Consolidated Statement of Cash Flows

(inmillions)
(unaudited)
For the Three Months
Ended March 31,
2004 2003

Cash flows -- operating activities:

Net income $ 51.6 $ 514
Degpreciation and amortization 364 351
Equity in (earnings) losses of unconsolidated affiliates (5.1 0.3
Net redized gain on investments (3.6) (0.1
Deferred taxes 7.6 (0.7)
Changes in accounts receivable 130 05
Changesin other current assets (12.9) (7.5
Changes in transfer agency investments (342.8) 8.7
Changes in transfer agency deposits 3428 (8.7
Changesin accounts payable and accrued liabilities 129 (7.5
Changesin deferred revenues and gains (34) 15.9
Changesin accrued compensation and benefits (26.4) (26.3)
Other, net 21 (4.0

Totd adjustmentsto net income 20.6 57
Net 722 57.1

Cash flows -- investing activities:

Proceeds from sale of investments 119 139

Investments and advances to unconsolidated ffiliates (13.9) 4.2

Investments in securities (9.7 (13.8)

Capita expenditures (39.9) (68.7)

Contingent payment for purchase of EquiServe (25.6)

Other, net 12 038
Net (76.0) (72.0)

Cash flows -- financing activities:.

Proceeds from issuance of common stock 158

Principal payments on long-term debt (20.0) (49.1

Net increasein revolving credit facilities and notes payable 138 60.0

Common stock repurchased (13.2) (26.5)
Net (3.6) (15.6)

Net decrease in cash and cash equivaents (7.9 (30.5)

Cash and cash equivaents at beginning of period 1024 92.3

Cash and cash equivalents at end of period 5 95.0 $ 61.8

The accompanying notes are an integra part of these financial statements.
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DST Systems, Inc.
Notesto Condensed Consolidated Financial Statements
(unaudited)

1. Summary of Accounting Policies

The Condensed Consolidated Financia Statements of DST Systems, Inc. (“DST” or the “Company”) included herein
have been prepared by the Company, without audit, pursuant to the rules and regulations of the United States
Securities and Exchange Commission. Certain information and note disclosures normally included in financial
statements prepared in accordance with accounting principles generally accepted in the United States of America have
been condensed or omitted pursuant to such rules and regulations, athough the Company believes that the disclosures
are adeguate to enable a reasonable understanding of the information presented. These Condensed Consolidated
Financial Statements should be read in conjunction with the audited financia statements and the notes thereto for the
year ended December 31, 2003.

I'n the opinion of management, the accompanying unaudited condensed consolidated financial statements contain all
adjustments (consisting of normal interim closing procedures) necessary to present fairly the financial position of the

Company and its subsidiaries at March 31, 2004 and December 31, 2003, and the results of operations and cash flows
for the three months ended March 31, 2004 and 2003.

Certain amounts in the prior year’s consolidated financia statements have been reclassified to conform to the current
year presentation.

The results of operations for the three months ended March 31, 2004, are not necessarily indicative of the resultsto be
expected for the full year 2004.

2. Investments

Investments are as follows (in millions):



2004 Carrying Value

Ownership March 31, December 31,
Per centage 2004 2003
Available-for-sale securities;
State Street Corporation 4% $ 666.8 $ 666.2
Computer Sciences Corporation 5% 3481 3318
Euronet Worldwide, Inc. 6% 358 340
Other available-for-sale securities 102.2 976
1,152.9 1,179.6
Unconsolidated ffiliates:
Boston Financid Data Services, Inc. 50% 823 79.1
Internationa Financid Data Services, UK. 50% 135 9.2
International Financid Data Services, Canada 50% 174 169
Unconsolidated Red Edtate Affiliates 875 777
Other unconsolidated affiliates 370 365
237.7 2194
Other:
Trading securities 26.6 231
Hed-to-maturity 94 104
36.0 35
Totd investments $ 14266 $ 14325

Certain information related to the Company’ s available-for-sale securities is as follows (in millions):

March 31, December 31,

2004 2003
Cogt $ 5562 $ 551.8
Grossunredized gains 597.6 6284
Grossunredlized losses (0.9) (0.6)
Market vaue $ 11529 $ 11796

The Company recognized $1.2 million and $4.3 million of investment impairments for the three months ended March
31, 2004 and 2003, respectively. A decline in a security's net realizable value that is other than temporary is treated as
aloss based on quoted market value and is reflected in the Other Income, net line in the statement of income.



Thefollowing table summarizes the fair value and gross unrealized losses of the Company’ s investments by the length
of time that the securities have been in a continuous loss position, at March 31, 2004:

L essthan 12 months Greater than 12 months Total
Unrealized Unrealized Unrealized
Fair Value losses Fair Value losses Fair Value losses

CommonStock $ 142 $ 04 $ 57 $ 0.5 $ 199 $ 09

Future adverse changes in market conditions or poor operating results of underlying investments could result in losses
or an inability to recover the carrying value of the investments that may not be reflected in an investment’s current
carrying vaue, thereby possibly requiring an impairment charge in the future, which could have a material effect on
the Company’ s financial position.

The following table summarizes equity in earnings (losses) of unconsolidated affiliates net of income taxes (in
millions):

For the Three Months

Ended March 31,
2004 2003
Boston Financid Data Services, Inc. $ 32 $ 2.0
Internationa Financia Data Services, U.K. 15 (23
Internationd Financid Data Services, Canada 04

$ 51 $ (03

3. Goodwill, Intangiblesand Other Assets

The following table summarizes intangible assets (in millions):

March 31, 2004 December 31, 2003
GrossCarrying Accumulated Gross Carrying  Accumulated
Amount Amortization Amount Amortization
Amortized intangible assets:
Customer relaionships $ 1360 $ 14.9 $ 1360 $ 130
Other 0.2 0.1 03 01
Totd $ 1362 % 15.0 $ 1363 3 131

Amortization of intangible assets for the quarters ended March 31, 2004 and 2003 was $2.1 million and $1.9 million,
respectively. Annua amortization amounts for intangible assets recorded as of March 31, 2004, are estimated at $7.7
million for 2004, $7.6 million for each of the years 2005, 2006, 2007 and $7.5 million for 2008. Substantialy all of
the intangibles are tax-deductible.



The following table summarizes the changes in the carrying amount of goodwill for the three months ended March 31,
2004, by segment (in millions):

December 31, March 31,
2003 Acguigtions Other 2004
Financid Services $ 247.3 $ 256 $ 01 $ 2730
Output Solutions 91 01 92
Cugtomer Management 54 54
Totd $ 261.8 $ 256 $ 02 $ 287.6

On March 30, 2001, the Company completed the acquisition of a 75% interest in EquiServe, Inc. (“EquiServe’) by
purchasing interests held by FleetBoston Financid (“ FleetBoston™) and Bank One Corporation (“Bank One’). On July
31, 2001, the Company completed the acquisition of the remaining 25%, which was owned by Boston Financial Data
Services (“BFDS’), on essentialy the same terms provided to FleetBoston and Bank One.

The Equi Serve acquisitions were accounted for as a purchase and the results of EquiServe’ s operations are included in
the Company’ s consolidated financia statements beginning March 30, 2001. The minimum purchase price of $186.7
million was paid in four installments. The minimum purchase price (discounted to $177.7 million for accounting
purposes) has been alocated to the net assets acquired based upon their fair vaues as determined by a valuation.
Three installment payments totaling $165.1 million were made through December 31, 2003. The fina purchase price
installment increased pursuant to a formula that provided for additional consideration to be paid in cash if EquiServe's
revenues, as defined in the agreements, for the years ending 2000, 2001, 2002 and 2003 exceeded certain targeted
levels. The finad payment of $45.8 million was paid in March 2004, including $20.2 million for the fina installment
and $25.6 million of additional consideration which was recorded as goodwill.

4. Stockholders Equity

Earnings per share. The computation of basic and diluted earnings per share is as follows (in millions, except per
share amounts):

For the ThreeMonths
Ended March 31,
2004 2003
Net income $ 516 $ 514
Average common shares outstanding 3.1 1194
Incrementa shares from assumed
conversions of stock options and
forward purchase agreements 24 15
Diluted potentid common shares 86.5 1209

061 $ 043
060 $ 043

Basic earnings per share
Diluted earnings per share

@ H

Shares from options to purchase shares of common stock that were excluded from the diluted earnings per share

calculation because they were anti-dilutive totaled 4.8 million and 12.3 million for the three months ended March 31,
2004 and 2003, respectively. In August 2003, the Company issued convertible senior debentures that, if converted in
the future, would have a potentialy dilutive effect on the Company’s stock. The Series A debentures are convertible
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into 11.0 million shares of common stock and the Series B debentures are convertible into 6.1 million shares of
common stock, subject to adjustment. Since a cash settlement is assumed for these shares, the impact has been
excluded from earnings per share.

Comprehensive income (loss). Components of comprehensive income (loss) consist of the following
(in millions):

For the ThreeMonths
Ended March 31,
2004 2003
Net income $ 516 $ 514
Other comprehensive income (10s9):
Unredized (Iosses) on investments:
Unredized holding (losses) arising
during the period (275) (117.0
Lessreclassfication adjusmentsfor net
gains (losses) included in net income (36) 18
Foreign currency trandation adjustments 52 (15)
Deferred income taxes 121 450
Other comprehensiveincome (10ss) (13.8) (71.7)
Comprehensive income (10ss) $ 378 $ (203

Stock repurchases. The Company’s prior stock repurchase program expired on February 29, 2004, and on February
26, 2004, the Company’s Board of Directors authorized a new stock repurchase plan. In March 2004, 0.2 million
shares were purchased for an average price of $44.33 per share. The new plan alows (but does not require) the
repurchase of up to 6 million shares of Company common stock in open market and private transactions during the
period beginning March 1, 2004 through February 28, 2007. At March 31, 2004, the Company had 5.8 million shares
remaining to be purchased under this program and had purchased 0.2 million shares since the program commenced.

Stock -based compensation. The Company has stock-based compensation plans. The Company accounts for stock-
based compensation in accordance with Accounting Principles Board Opinion (*APBQO”) No. 25, “ Accounting for
Stock Issued to Employees,” and related interpretations and has presented the required Statement of Financia
Accounting Standards (“SFAS’) No. 123 “Accounting for Stock-Based Compensation,” as amended by SFAS No.
148, “ Accounting for Stock-Based Compensation — Transition and Disclosure,” pro forma disclosure in the table
below.
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The Company applies APBO No. 25 and related interpretations in accounting for its plans, and accordingly, no
compensation cost has been recognized for the Company’ s fixed stock-based compensation. Had compensation cost
been determined consistent with SFAS No. 123, as amended by SFAS No. 148, the Company's net income would have
been reduced to the following pro forma amounts:

For theThreeMonths
Ended March 31,
2004 2003
Net income (millions): Asreported $ 516 $ 514
Deduct: Totd stock-based employee
compensation expense determined under
fair vaue based method for dl awards, net of
related tax effects (5.4) (9.4)
Net Income Proforma $ 46.2 $ 420
Basic earnings per share: Asreported $ 061 $ 043
Proforma $ 055 $ 035
Diluted earnings per share: Asreported $ 0.60 $ 043
Proforma $ 054 $ 0.35

The Company uses the Black-Scholes option pricing model which requires the Company to make certain assumptions
in order to estimate fair value.

5. Commitments and Contingencies

The Company has entered into an agreement to guarantee 50% of a $2.2 million construction loan of a 50% owned
joint venture. The construction loan expires in June 2004.

The Company has entered into an agreement to guarantee 49% of a $2.2 million mortgage loan of a 50% owned resdl
estate joint venture. The mortgage loan expiresin May 2004.

The Company has entered into an agreement to guarantee on ajoint and severa basis, up to $10.0 million of a $60.0
million construction loan for a 50% owned real estate joint venture. The $60 million loan expires on December 31,
2005. At March 31, 2004 total borrowings on the loan were $6.7 million.

The Company and State Street Corporation (“ State Street”) have each guaranteed 50% of a lease obligation of
International Financial Data Services, U.K. Limited (“IFDS U.K.”), which requires IFDS U.K. to make annual rent
payments of approximately $3.6 million through 2017, for its use of acommercia office building. The commercia
office building is owned by awholly owned &ffiliate of International Financial Data Services, (Canada) Limited
(“IFDS Canada’) and was financed with a $19.5 million mortgage from a bank. The loan has a floating interest rate
based upon LIBOR and fully amortizes over the 15 year term. To fix the rate of borrowing costs, the IFDS Canada
affiliate entered into a 15 year interest rate hedge agreement with the same bank. The interest rate hedge, which has an
initial notional amount value of approximately $19.5 million and scheduled reductions that coincide with the scheduled
principa payments for the mortgage loan, was entered into for the purpose of fixing the borrowing costs of the
mortgage at approximately 6.3%. The Company and State Street have each guaranteed 50% of the amounts of the
interest rate hedge obligations. Under this guarantee, the Company would pay 50% of the total amount to close out of
the hedge, which is approximately $0.2 million.



The Company’s 50% owned joint ventures are generally governed by shareholder or partnership agreements. The
agreements generally entitle the Company to elect one-half of the directors to the board in the case of corporations and
to have 50% voting/managing interest in the case of partnerships.

The agreements generaly provide that the Company or the other party has the option to establish a price payable in
cash, or apromise to pay cash, for al of the other’s ownership in the joint venture and to submit an offer, in writing, to
the other party to sell to the other party al of its ownership interests in the joint venture or to purchase all ownership
interests owned by the other party at such offering price. The party receiving the offer generally has a specified period
of time to either accept the offer to purchase, or to eect to purchase the offering party’ s stock at the offering price.
The Company cannot estimate the potential aggregate offering price that it could be required to receive or elect to pay
in the event this option becomes operable, however the amount could be material.

FIN 45

In addition to the guarantees entered into mentioned above, the Company has also guaranteed certain obligations of
certain joint ventures under service agreements entered into by the joint ventures and their customers. The amount of
such abligations is not stated in the agreements. Depending on the negotiated terms of the guaranty and/or on the
underlying service agreement, the Company’s liability under the guaranty may be subject to time and materidity
limitations, monetary caps and other conditions and defenses.

In certain instances in which the Company licenses proprietary systems to customers, the Company gives certain
indemnities (including infringement indemnities) and warranties to the licensee, the terms of which vary depending on
the negotiated terms of each respective license agreement. Such warranties generally warrant that such systems will
perform in accordance with their specifications. The amount of such obligationsis not stated in the license
agreements. The Company’s liability for breach of such obligations may be subject to time and materidity limitations,
monetary caps and other conditions and defenses.

From time to time, the Company enters into service agreements and other agreements with unaffiliated parties
containing indemnification provisions, the terms of which vary depending on the negotiated terms of each respective
agreement. The amount of such obligations is not stated in the agreements. The Company’s liability under such
indemnification provisions may be subject to time and materidity limitations, monetary caps and other conditions and
defenses. Such indemnity obligations include those described herein.

The Company has entered into purchase and service agreements with its vendors, and consulting agreements with
providers of consulting services to the Company, pursuant to which the Company has agreed to indemnify certain of
such vendors and consultants, respectively, against third party claims arising from the Company’ s use of the vendor’s
product or the services of the vendor or consultant.

In connection with the acquisition or disposition of subsidiaries, operating units and business assets by the Company,
the Company has entered into agreements containing indemnification provisions, the terms of which vary depending
on the negotiated terms of each respective agreement, but which are generally described as follows: (i) in connection
with acquisitions made by the Company, the Company has agreed to indemnify the seller against third party clams
made against the seller relating to the subject subsidiary, operating unit or asset and arising after the closing of the
transaction, and (ii) in connection with dispositions made by the Company, the Company has agreed to indemnify the
buyer againgt damages incurred by the buyer due to the buyer’ s reliance on representations and warranties relating to
the subject subsidiary, operating unit or business assets in the disposition agreement if such representations or
warranties were untrue when made, or due to any breach of the representations, warranties, agreements or covenants
contained in the agreement.

The Company has entered into agreements with certain third parties, including banks and escrow agents, that provide
software, escrow, fiduciary and other services to the Company or to its benefit plans or customers. Under such
agreements, the Company has agreed to indemnify such service providers for third party claims relating to the carrying
out of their respective duties under such agreements.
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The Company has entered into agreements with lenders providing financing to the Company pursuant to which the
Company agrees to indemnify such lenders for third party claims arising from or relating to such financings. In
connection with real estate mortgage financing, the Company has entered into environmental indemnity agreementsin
which the Company has agreed to indemnify the lenders for any damage sustained by the lenders relating to any
environmental contamination on the subject properties.

In connection with the acquisition or disposition of real estate by the Company, the Company has entered into real
estate contracts containing indemnification provisions, the terms of which vary depending on the negotiated terms of
each respective contract, but which are generally described as follows: (i) in connection with acquisitions by the
Company, the Company has agreed to indemnify the seller against third party claims made against the seller arising
from the Company’ s on-site inspections, tests and investigations of the subject property made by the Company as part
of its due diligence and againgt third party claims relating to the operations on the subject property after the closing of
the transaction, and (ii) in connection with dispositions by the Company, the Company has agreed to indemnify the
buyer for damages incurred by the buyer due to the buyer’s reliance on representations and warranties relating to the
subject property made by the Company in the real estate contract if such representations or warranties were untrue
when made and against third party claims relating to operations on the subject property prior to the closing of the
transaction.

In connection with the leasing of real estate by the Company, as landlord and as tenant, the Company has entered into
occupancy leases containing indemnification provisions, the terms of which vary depending on the negotiated terms of
each respective lease, but which are generaly described as follows: (i) in connection with leases in which the
Company is the tenant, the Company has agreed to indemnify the landlord againgt third party claims relating to the
Company’ s occupancy of the subject property, including claims arising from loss of life, bodily injury and/or damage
to property thereon, and (ii) in connection with leases in which the Company is the landlord, the Company has agreed
to indemnify the tenant against third party claims to the extent occasioned wholly or in part by any negligent act or
omission of the Company or arising from loss of life, bodily injury and/or damage to property in or upon any of the
common areas or other areas under the Company’ s control.

At March 31, 2004, the Company had not accrued any liability on the aforementioned guarantees or indemnifications
as they relate to future performance criteria or indirect indebtedness of othersin accordance with FIN 45.

FIN 46

In December 2003, the FASB issued the revised Interpretation No. 46 (FIN 46), “Consolidation of Variable Interest
Entities, an interpretation of ARB No. 51." FIN 46 was effective immediately to variable interest entities created after
January 31, 2003. It is effective March 31, 2004 to variable interest entities created prior to February 1, 2003. FIN 46
requires the consolidation of certain types of entities in which the Company absorbs amgority of another entity’s
expected |losses, receives amgority of the other entity’ s expected residud returns, or both, as aresult of ownership,
contractua or other financial interests in the other entity. These entities are called “variable interest entities.” The
principal characteristics of variable interest entities are (1) an insufficient amount of equity to absorb the entity’ s expected
losses, (2) equity owners as a group are not able to make decisions about the entity’ s activities, or (3) equity that does not
absorb the entity’ s losses or receive the entity’ s residud returns. “Variable interests’ are contractual, ownership or other
monetary interests in an entity that change with fluctuations in the entity’ s net asset value. Asaresult, variable interest
entities can arise from items such asjoint ventures, lease agreements, |oan arrangements, guarantees or service contracts.

If an entity is determined to be a“variable interest entity,” the “primary beneficiary” must consolidate the entity. The
primary beneficiary isthe holder of the variable interests that absorb a mgority of the variable interest entity’ s expected
losses or recelve amagjority of the entity’ s residual returnsin the event no holder has amaority of the expected losses.
There is no primary beneficiary in cases where no single holder absorbs the mgjority of the expected losses or receives a
mgjority of the residua returns. The determination of the primary beneficiary is based on projected cash flows at the
inception of the variable interests.

With regard to red estate, the Company isthe lessee in a series of operating leases covering alarge portion of its Kansas
City based leased office facilities. The lessors are generally joint ventures (in which the Company has a 50% ownership)
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that have been established specifically to purchase, finance and engage in leasing activities with the joint venture partners
and unrelated third parties. Two of the real estate joint ventures have entered into financing arrangements with the
Company’ swholly owned captive insurance company. In each case, the other joint venture partner has guaranteed at
least 50% of the joint venture' s borrowings ($39.1 million at March 31, 2004) from the Company’ s captive insurance
company. The Company is generaly not the primary beneficiary of the joint ventures if the lease terms are consistent
with market terms at the inception of the lease and do not include a residud value guarantee, fixed-price purchase options
or similar features that disproportionately obligate it to absorb decreases in value or entitle it to participate in increases in
the value of thered estate. The Company had onerea edtate joint venture and related |ease entered into subsequent to
January 31, 2003, that qualified as a variable interest entity due to the Company’ s financing arrangement with the
Company’ swholly owned captive insurance company. The Company has not consolidated the red estate joint venture
upon application of FIN 46 because it is not the primary beneficiary based upon a cash flow analysis. The Compary has
finalized andlyses of red estate joint ventures entered into prior to February 1, 2003 and determined that a large portion of
the real estate joint ventures arevariable interest entities but the real estate joint ventures will not need to be consolidated
because the Company is not the primary beneficiary. The Company entered into two rea estate joint ventures during the
first quarter of 2004. The Company has determined that these ventures are not variable interest entities.

With regard to operating joint ventures, the Company has formed or entered into operating joint ventures to enter into or
expand its presence in target markets. The Company has three significant operating joint ventures, BFDS; IFDS
(includesIFDSU.K., IFDS Canadaand International Financial Data Services, Luxembourg); and Argus Health Systems.
Each of these operating joint ventures was formed prior to February 1, 2003. The Company has findized its FIN 46
analyses of these operating joint ventures, and its assessment is that none qualify as variable interest entities due to
meeting the criteria for the operating joint venture exception in FIN 46.

6. Recently Issued Accounting Standards

At arecent meeting, the FASB unanimously voted for proposed accounting standards relating to equity-based
compensation to be effective for fiscal periods beginning after December 15, 2004 (January 1, 2005 for the Company).
An exposure draft was released in the first quarter of 2004 and the final standard is expected to be issued in 2004. The
accounting standard is expected to require al companies to utilize the fair value method of accounting for equity- based
compensation in accordance with SFAS No. 123, “ Accounting for Stock-Based Compensation.” Companies can
currently voluntarily adopt SFAS No. 123, using a variety of adoption methods. DST is currently evauating the
impact of the proposed accounting standards and the adoption alternatives provided under both the current standards
and the proposed standards. DST discloses the pro forma impact of stock based compensation on its earningsin its
notes to financial statements.

In December 2003, the FASB issued an exposure draft that would amend the computational guidance in SFAS No.
128, “Earnings per Share,” for calculating the number of incremental shares included in diluted shares when applying
the treasury stock method. Also, this proposed Statement would eliminate the provisions of SFAS No. 128 that alow
an entity to rebut the presumption that contracts with the option of settling in either cash or stock will be settled in
stock. In addition, this proposed Statement would require that shares that will be issued upon conversion of a
mandatorily convertible security be included in the weighted-average number of ordinary shares outstanding used in
computing basic earnings per share from the date when conversion becomes mandatory. This Statement will be
effective for fiscal periods beginning after December 15, 2004 (January 1, 2005 for the Company). After the effective
date, al prior-period earnings per share data presented shall be adjusted retrospectively (including interimfinancia
statements, summaries of earnings and selected financia data) to conform with the provisions of this Statement. At
thistime, DST does not believe any prior period adjustments will result from the exposure draft. If this Statement is
findlized in its current form, DST will be required to include the shares from the convertible debentures as dilutive in
its calculation of earnings per share.
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7. Segment Information

The Company has severa operating business units that offer sophisticated information processing and software
services and products. These business units are reported as three operating segments (Financial Services, Output
Solutions and Customer Management). In addition, investments in equity securities and certain financia interestsand
the Company's rea estate subsidiaries and affiliates have been aggregated into an Investments and Other Ssgment.

Information concerning total assets by reporting segment is as follows (in millions):

March 31, December 31,

2004 2003
Financid Services $ 21496 $ 17292
Output Solutions 315.3 3137
Customer Management 124.8 1320
Investments and Other 1,362.2 1,393.6
Eliminations (398.6) (369.9)

$ 35533 $ 31986

The Company evaluates the performance of its segments based on income before income taxes and interest expense,
adjusted for certain items that are not necessarily ongoing in nature, do not have a high level of predictability
associated with them or are non-operationa in nature. Generaly, these items include net gains (losses) associated with
securities, restructuring costs and other similar items. Management believes the exclusion of these items provides a
better basis for evaluating underlying business unit performance. Intersegment revenues are reflected at rates
prescribed by the Company and may not be reflective of market rates.
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Summarized financial information concerning the segments is shown in the following tables (in millions):

Three Months Ended March 31, 2004

Financial Output Cusome  Investmentd Consolidated
Services Solutions Management Other Eliminations Total
Operating revenues $ 2689 $ 1078 $ 500 $ 33 % $ 4300
I ntersegment operating revenues 27 131 121 (27.9)
Out-of -pocket reimbursements 378 146.4 140 01 (18.8) 1795
30904 267.3 640 155 (46.7) 609.5
Costs and expenses 226.6 2509 518 86 (46.7) 491.2
Depreciation and amortization 24.8 7.2 13 31 364
Income from operations 58.0 9.2 109 38 819
Other income, net 29 36 65
Equity in earnings (losses) of
unconsolidated affiliates 54 0.3 51
Income beforeinterest
and income taxes $ 663 $ 92 $ 109 $ 71 % $ 935

Three Months Ended March 31, 2003

Financial Output Cugomer  Invetments Consolidated
Services Solutions  Management Other Eliminations Total
Operating revenues $ 2511 $ 1307 $ 462 $ 37 % $ 4317
I ntersegment operating revenues 29 134 110 (27.3)
Out-of -pocket reimbursements 372 1624 16.2 01 (278 1881
201.2 306.5 624 148 (55.1) 619.8
Costs and expenses 2138 283.1 516 89 (55.1) 507.3
Depreciation and amortization 216 88 17 30 3b.1
Income from operations 55.8 9.6 91 29 774
Other income, net 18 25 0.3) 42
Equity in earnings (losses) of
unconsolidated affiliates 04 01 0.3
Income before interest
and income taxes $ 572 $ 121 $ 91 $ 29 ¢ $ 813

The consolidated total income before interest and income taxes as shown in the segment reporting information above less
interest expense of $13.5 million and $3.4 million for the three months ended March 31, 2004 and 2003, respectively, is
equa to the Company's income before income taxes on a consolidated basis for the corresponding periods.
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ltem 2. Management’s Discussion and Analysis of Financial Condition and Results of Oper ations

The discussions set forth in this Quarterly Report on Form10-Q contain statements concerning potential future events.
Such forward-looking statements are based upon assumptions by the Company's management, as of the date of this
Quarterly Report, including assumptions about risks and uncertainties faced by the Company. In addition,
management may make forward-looking statements orally or in other writings, including, but not limited to, in press
releases, in the annual report to shareholders and in the Company’ s other filings with the Securities and Exchange
Commission. Readers can identify these forward-looking statements by the use of such verbs as expects, anticipates,
believes or similar verbs or conjugations of such verbs. If any of management's assumptions prove incorrect or should
unanticipated circumstances arise, the Company's actual results could materially differ from those anticipated by such
forward-looking statements. The differences could be caused by a number of factors or combination of factors
including, but not limited to, those factors identified below in “ Company-Specific Trendsand Risks.” Readersare
strongly encouraged to consider the factors listed in such section and any amendments or modifications thereof when
evaluating any forward-looking statements concerning the Company. The Company’s reportsfiled with or furnished
to the Securities and Exchange Commission (* SEC”) on Form 8-K, Form 10-K, Form 10-Q and other forms and any
amendments to those reports, may be obtained by contacting the SEC's Public Reference Branch at 1-800-SEC-0330
or by accessing the forms electronically, free of charge, through the SEC’ s Internet website at http: //www.sec.gov or
through the Company’ s Internet website, as soon as reasonably practicable after filing with the SEC, at

http: //www.dstsystems.com The Company will not update any forward-looking statements in this Quarterly Report to
reflect future events or devel opments.

The information contained in this Management's Discussion and Analysis of Financial Condition and Results of
Operations should be read in conjunction with the Condensed Consolidated Financial Statements and Notes thereto
included in this Form 10-Q and the audited financial statements and notes thereto in the Company’ s Annual Report on
Form 10-K for the year ended December 31, 2003.

INTRODUCTION

The Company has severa operating business units that offer sophisticated information processing and software
services and products. These business units are reported as three operating segments (Financial Services, Output
Solutions and Customer Management). In addition, investments in equity securities and certain financial interests and
the Company's rea estate subsidiaries and affiliates have been aggregated into an Investments and Other Segment.

Financial Services
The Financia Services Segment provides sophisticated information processing and computer software services and

products primarily to mutual funds, investment managers, corporations, insurance companies, barks, brokers and
financia planners. The Segment also provides design, management and transaction processing services for customized
consumer equipment maintenance and debt protection programs.

Output Solutions

The Output Solutions Segment provides single source, integrated print and el ectronic communications solutions,
including customized and personalized bill and statement processing services and electronic bill payment and
presentment solutions, and computer output archival solutions.

Customer M anagement
The Customer Management Segment provides customer management, billing and marketing solutions to the
video/broadband, direct broadcast satellite, wire-line and Internet Protocol telephony, Internet and utility markets.

Investments and Other
The Investments and Other Segment holds investments in equity securities and certain financial interests and the

Company's real estate subsidiaries and affiliates.
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RESULTSOF OPERATIONS

The following table summarizes the Company’ s operating results (dollars in millions, except per share amounts):

Three Months
Ended March 31,
2004 2003
Revenues
Operating revenues
Financial Services $ 2716 $ 2540
Output Solutions 120.9 144.1
Customer Management 50.0 46.2
Investments and Other 154 147
Eliminations (27.9) (27.3)
$ 4300 $ 4317
% change from prior year period (0.4%)
Out-of-pocket reimbursements
Financial Services $ 37.8 $ 37.2
Output Solutions 146.4 162.4
Customer Management 140 16.2
Investments and Other 01 01
Eliminations (18.8) (27.8)
$ 1795 $ 188.1
% change from prior year period (4.6%)
Total revenues $ 6095 $ 6198
% change from prior year period (1.7%)
Income from oper ations
Financial Services $ 58.0 $ 55.8
Output Solutions 9.2 9.6
Customer Management 109 9.1
Investments and Other 3.8 2.9
81.9 77.4
Interest expense (13.5) (3.4)
Other income, net 6.5 4.2
Equity in earnings (losses) of unconsolidated
affiliates, net of income taxes 5.1 (0.3
Income before income taxes 80.0 779
Provision for income taxes 28.4 26.5
Net income $ 51.6 $ 51.4
Basic earnings per share $ 0.61 $ 0.43
Diluted earnings per share $ 060 $ 0.43
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Consolidated revenues

Consolidated total revenues (including Out-of -Pocket (* OOP") reimbursements) for the three months ended March 31,
2004 decreased $10.3 million or 1.7%, over the same period in 2003. Consolidated operating revenues for the three
months ended March 31, 2004 were $430.0 million, a decrease of $1.7 million or 0.4% over the prior year quarter.
U.S. operating revenues for the three months ended March 31, 2004 were $380.9 million, a decrease of 3.2%6 over the
same period in 2003. International operating revenues for the three months ended March 31, 2004 were $49.1 million, an
increase of 28.9% over the same period in 2003.

Financial Services Segment total revenues for the three months ended March 31, 2004 increased $18.2 million or 6.2%
over the same period in 2003. Financia Services operating revenues for the three months ended March 31, 2004
increased $17.6 million or 6.9% over the same period in 2003. U.S. Financial Services Segment operating revenues for
the three months ended March 31, 2004 increased $9.9 million or 4.3% over the same period in 2003. The increasein
U.S. Financia Services Segment operating revenues resulted primarily from increased U.S. mutua fund servicing
revenues of $10.2 million and higher lock\line, LLC (“lock\line”) revenues of $3.8 million, partialy offset by a
decrease in EquiServe, Inc. (“EquiServe’) revenues primarily from lower corporate action servicing revenues of $4.9
million, over the same period in 2003. U.S. mutua fund servicing revenues increased as U.S. mutua fund open
shareowner accounts processed totaled 90.1 million a March 31, 2004, an increase of 2.2 million or 2.5% from the 87.9
million serviced at December 31, 2003 and an increase of 5.0 million or 5.9% from the 85.1 million serviced at March 31,
2003. Financial Services Segment operating revenues from international operations for the three months ended March
31, 2004 were $31.3 million, an increase of $7.7 million or 32.6% over the same period in 2003. Theincreaseis
primarily from higher software license fee revenues of $3.2 million and higher maintenance revenues of $1.7 million
compared to the same period in 2003 as well as an increase in the value of the British pound.

Output Solutions Segment total revenues for the three months ended March 31, 2004 decreased $39.2 million or 12.8%
over the same period in 2003. Output Solutions Segment operating revenues for the three months ended March 31,
2004 were $120.9 million, a decrease of $23.2 million or 16.1% over the same period in 2003. The operating revenue
decline resulted principally from the absence of DST Output Marketing Services, Inc. (“OMS’) revenues as a result of
the exchange transaction with Janus Capital Group Inc. (“Janus’) ($16.5 million were recorded in the first quarter of
2003) and lower revenues from the loss of atelecommunications client. Output Solutions Segment images produced
for the three months ended March 31, 2004 decreased 4.5% to 2.2 billion and items mailed decreased 4.0% to 429
million, compared to the same period in 2003.

Customer Management Segment total revenues for the three months ended March 31, 2004 increased $1.6 million or
2.6% over the same period in 2003. Customer Management Segment operating revenues for the three months ended
March 31, 2004 were $50.0 million, an increase of $3.8 million or 8.2% over the same period in 2003. The increase
for the quarter was primarily aresult of an increase in processing and software service revenues of $4.0 million.

Investments and Other Segment total revenues increased $0.7 million or 4.7% for the three months ended March 31,
2004, as compared to the same period in 2003. Investments and Other Segment operating revenues increased $0.7
million or 4.8% for the three months ended March 31, 2004, as compared to the same period in 2003. The increase
was primarily from increased real estate leasing activity. Segment revenues are primarily rental income for facilities
leased to the Company’ s operating segments.

I ncome from operations

Consolidated income from operations for the three months ended March 31, 2004 was $31.9 million, an increase of $4.5
million or 5.8% over the same period in 2003.

Financid Services Segment income from operations for the three months ended March 31, 2004 was $58.0 million, an
increase of $2.2 million or 3.9%, over the same period in 2003. Income from operations increased principaly due to
higher mutual fund servicing and international license revenues partialy offset by increased new systems devel opment
and implementation costs. Costs and expenses increased 6.0% compared to the prior year quarter, primarily from
increased personnel costs to support higher revenues and new systems devel opment and implementation costs.
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Depreciation and amortization costs increased 14.8% compared to the prior year quarter, primarily attributable to
depreciation of capital costs for DST’ s recovery data center, which became operational during the fourth quarter of
2003.

Output Solutions Segment income from operations for the three months ended March 31, 2004 was $9.2 million
compared to $9.6 million for the same period in 2003. The decrease related primarily to lower revenues. The Segment
results include $0.6 million of costs in both the first quarter of 2004 and 2003 associated with previously announced
facility and other consolidations. Depreciation and amortization decreased $1.6 million compared to the prior year
quarter, primarily from the excluson of OMS and lower capital expenditures.

Customer Management Segment income from operations totaled $10.9 million for the three months ended March 31,
2004, an increase of $1.8 million or 19.8% over the same period in 2003. Costs and expenses increased $0.2 million or
0.4% compared to first quarter 2003. Depreciation and amortization decreased $0.4 million compared to the prior year
quarter, primarily from capital expenditures.

Investments and Other Segment income from operations totaled $3.8 million for the three months ended March 31, 2004,
as compared to .9 million for the three months ended March 31, 2003. Theincrease s primarily due to increased redl
edtate leasing activity.

I nter est expense

Interest expense totaled $13.5 million for the three months ended March 31, 2004, an increase of $10.1 million from the
$3.4 million recorded in the same period in 2003, principaly from increased interest expense of $9.1 million associated
with the $840 million of convertible debenturesissued in August 2003. Average debt baances were higher in 2004
compared to 2003, primarily as a result of the convertible debentures and higher borrowings on the syndicated line of
credit facility primarily to finance the Janus transaction.

Other income, net

Other income was $6.5 million for the quarter ended March 31, 2004, compared to $4.2 million recorded in the prior
year quarter. First quarter 2004 results include $3.7 million of income primarily related to interest and dividend
income and $2.0 million related to net gains on securities. First quarter 2003 results include $3.3 million primarily
related to interest and dividend income and $0.1 million related to net gains on securities.

Equity in earnings of unconsolidated affiliates

Equity in earnings of unconsolidated affiliates totaled $65.1 million for the three months ended March 31, 2004 as
compared to aloss of $0.3 million for the three months ended March 31, 2003. Boston Financial Data Services earnings
increased $1.2 million for the three months ended March 31, 2004, compared to the same period in 2003, primarily
from higher revenues from client additions and improved operational efficiencies. Internationa Financial Data
Services (“1FDS’) resultsincreased $4.2 million for the three months ended March 31, 2004, compared to the same
period in 2003, primarily due to higher levels of accounts serviced and foreign currency exchange gains. Accounts
sarviced by International Financial Data Services, (U.K.) Limited (“IFDS U.K.”) were 4.8 million at March 31, 2004,
an increase of 0.2 million or 4.3% from year end 2003 levels and an increase of 1.0 million or 26.3% over March 31,
2003 levels, primarily from new client conversions. An additional 0.8 million accounts are scheduled to convert
during 2004. Accounts serviced by Internationa Financial Data Services, (Canada) Limited (“IFDS Canada”) were
2.8 million at March 31, 2004, an increase of 0.1 million or 3.7% from year end 2003 levels, and an increase of $0.1
million or 3.7% from March 31, 2003 levels, primarily from new client conversions.

| ncome taxes

The Company’s effective tax rate was 35.5% for the quarter ended March 31, 2004 and 34.0% for the quarter ended
March 31, 2003. The 2004 and 2003 tax rates were affected by tax aspects of certain international operations and of
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state tax income apportionment rules. The 2003 income tax rate was lower than the 2004 rate primarily as aresult of
rea estate related tax credits realized in 2003.

Business Segment Comparisons
FINANCIAL SERVICES SEGMENT

Revenues

Financia Services Segment total revenues for the three months ended March 31, 2004 increased 6.2% over the same
period in 2003 to $309.4 million. Financia Services Segment operating revenues for the three months ended March
31, 2004 were $271.6 million, an increase of $17.6 million or 6.9% over the same period in 2003. U.S. Financial
Services Segment operating revenues increased 4.3% to $240.3 million for the three months ended March 31, 2004.
Theincreasein U.S. Financia Services Segment operating revenues resulted primarily from increased U.S. mutua fund
servicing revenues of $10.2 million for the three months ended March 31, 2004 and higher lock\line revenues of $3.8
million for the three months ended March 31, 2004, partiadly offset by a decrease in EquiServe revenues from lower
corporate action servicing revenues of $4.9 million for the three months ended March 31, 2004, respectively, over the
same period in 2003. U.S. mutual fund servicing revenues increased as U.S. mutual fund open shareowner accounts
processed increased 5.9 from 85.1 million at March 31, 2003 to 90.1 million at March 31, 2004. Financia Services
Segment operating revenues from international operations for the three months ended March 31, 2004 increased 32.6%
to $31.3 million over the same period in 2003. The increase is primarily from higher license revenues of $3.2million
and higher maintenance revenues of $1.7 million for the three month period ended March 31, 2004 compared to the
same period in 2003.

Costsand expenses

Segment costs and expenses for the three months ended March 31, 2004 increased 6.0% to $226.6 million over the
same period in 2003, primarily attributable to increased personnel costs and costs related to new systems devel opment
and implementations. Personnel costs in the first quarter of 2004 increased 8.0% over the first quarter of 2003
primarily from an increase of $8.4 million to support higher revenues.

Depreciation and amortization

Segment depreciation and amortization increased 14.8% or $3.2 million for the three months ended March 31, 2004
over the same period in 2003. The increaseis primarily attributable to depreciation of capital costs for DST’ s recovery
data center, which became operational during the fourth quarter of 2003.

Income from oper ations
Segment income from operations far the three months ended March 31, 2004 increased 3.9% to $58.0 million over the

same period in 2003. Income from operations increased principally due to higher mutual fund servicing and
international license revenue partially offset by increased new systems devel opment and implementation costs.

OUTPUT SOLUTIONS SEGMENT

Revenues

Output Solutions Segment total revenues for the three months ended March 31, 2004 decreased 12.8% to $267.3
million as compared to the same period in 2003. Output Solutions Segment operating revenues for the three months
ended March 31, 2004 decreased 16.1% to $120.9 million, as compared to the same period in 2003. The operating
revenue decline for the three months ended March 31, 2004 resulted principally from the absence of OMS revenues as
aresult of the exchange transaction with Janus ($16.5 million of OMS revenueswere recorded in the first quarter of
2003) and lower revenues from the loss of a telecommunications client.

Costsand expenses
Segment costs and expenses for the three months ended March 31, 2004 decreased 12.9% to $250.9 million over the

same period in 2003. The decline resulted from the absence of OMSS costs and expenses of $19.6 million aswell as
lower costs due to decreased operating revenues and out-of -pocket revenues. The Segment results include $0.6 million
of costs in both 2004 and 2003 associated with previoudy announced facility and other consolidations. Personnel
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costs for the three months ended March 31, 2004 decreased 16.0% over the same period in 2003 primarily due to the
facility consolidation effort.

Depreciation and amortization

Segment depreciation and amortization decreased 18.2% to $7.2 million for the three months ended March 31, 2004
compared to the same period in 2003, primarily from the exclusion of OMS ($0.8 million) and from lower capital
expenditures, which resulted in lower depreciation and amortization in 2004 of $0.8 million.

Income from oper ations
Segment income from operations for the three months ended March 31, 2004 decreased 4.2% to $9.2 million over the
same period in 2003. The decrease related primarily to lower revenues.

CUSTOMER MANAGEMENT SEGMENT

Revenues

Customer Management Segment total revenues for the three months ended March 31, 2004 increased 2.6% to $64.0
million as compared to the same period in 2003. Customer Management Segment operating revenues for the three
months ended March 31, 2004 were $50.0 million, an increase of $3.8 million or 8.2%, over the same period in 2003.
Processing and software service revenuesincreased $4.0 million or 8.8% to $49.3 million for the three months ended
March 31, 2004. Processing and software service revenues increased primarily as aresult of higher software license
and maintenance revenues, professional services revenuesand incremental revenues from additional product features.
Total cable and satellite subscribers serviced were 37.2 million at March 31, 2004, a decrease of 5.3% compared to
year end 2003 levels, principally from anet decrease in U.S. and international cable subscribers serviced.

As previoudly disclosed, two clients have discontinued their processing agreements. At March 31, 2004,
approximately 0.7 million subscribers were serviced for these clients. The remaining subscribers are expected to be
converted by the end of the third quarter 2004.

Costsand expenses

Segment costs and expenses for the three months ended March 31, 2004 increased $0.2 million or 0.4% compared to the
same period in 2003. Personnel costs increased $4.0 million compared to the same period in 2003 due to systems
development. This decrease was offset by a decrease of $1.9 million of capitalized personnel costs and decreased
statement processing costs of $2.4 million for the three months ended March 31, 2004, compared to the ssme period in
2003.

Depreciation and amortization
Segment depreciation and amortization for the three months ended March 31, 2004 decreased $0.4 million to $1.3
million compared to the same period in 2003, primarily from lower capital expenditures.

I ncome from operations

Customer Management Segment income from operations for the three months ended March 31, 2004 increased $1.8
million to $10.9 million compared to the same period in 2003. The increase for the three months ended March 31,
2004 over the same period in 2003 is primarily attributable to an increase in revenues of $1.6 million and decreased
depreciation and amortization of $0.4 million, offset by an increase in costs and expenses of $0.2 million.

INVESTMENTSAND OTHER SEGMENT

Revenues

Investments and Other Segment total revenues were $15.5 million for the three months ended March 31, 2004, an
increase of $0.7 million as compared to the same period in 2003. Investments and Other Segment operating revenues
were $15.4 million for the three months ended March 31, 2004, an increase of $0.7 million as compared to the same
period in 2003. The increase is primarily attributable to increased real estate leasing activity.

Costsand expenses
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Segment costs and expenses decreased $0.3 million to $8.6 million for the three months ended March 31, 2004, as
compared to the same period in 2003.

Depreciation and amortization
Segment depreciation and amortization increased $0.1 million to $3.1 million for the three months ended March 31,
2004, as compared to the same period in 2003.

Income from oper ations
Segment income from operations totaled $3.8 million for the three months ended March 31, 2004, as compared to $.9
million for the three months ended March 31, 2003 primarily due to higher real estate revenues.

LIQUIDITY AND CAPITAL RESOURCES

The Company's cash flow from operating activities totaled $72.2 million for the three months ended March 31, 2004.
Operating cash flows primarily resulted from net income of $51.6 million, depreciation and amortization of $36.4
million partially offset by adecrease in accrued compensation and benefits of $26.4 million.

The Company has a cash management service for full service mutual fund transfer agency clients, whereby end of day
available client bank balances are invested overnight by and in the name of the Company into credit-quality money
market funds. All invested balances are returned to the full service mutua fund transfer agency client accounts the
following business day. In the first quarter of 2004, the Company initiated a similar cash management service for a
portion of its corporate securities processing transfer agency accounts. The Company had $406.2 million and $63.4 of
transfer agency investments and deposits at March 31, 2004 and December 31, 2003, respectively. The Company will
continue to evaluate implementation of this service for the remainder of its corporate securities processing transfer
agency accounts and estimates that the balance may increase by approximately $300.0 million upon full
implementation.

The Company collects from its clients and remits to the U.S. Postal Service a significant amount of postage. A
significant number of contracts allow the Company to pre-bill and/or require deposits from its clients to mitigate the
effect on cash flow.

Cash flows used in investing activities totaled $76.0 million for the three months ended March 31, 2004. The
Company expended $39.9 million during the three months ended March 31, 2004 for capital additions, of which $28.4
million related to the Financial Services, Output Solutions and Customer Management Segments and $11.5million
related to the Investments and Other Segment, which primarily related to acquisitions of buildings and building
improvements. The Company made $9.7 million of investments in available-for-sale securities and expended $13.9
million for advances to affiliates and other investments. During the three months ended March 31, 2004, the Company
received $9.4 million from the sale and maturities of investments in available-for-sale securities and $2.5 million
primarily from the sale of other investments.

On March 30, 2001, the Company completed the acquisition of a 75% interest in EquiServe, Inc. (“EquiServe’) by
purchasing interests held by FleetBoston Financia (“ FleetBoston”) and Bank One Corporation (“Bank One’). On July
31, 2001, the Company completed the acquisition of the remaining 25%, which was owned by Boston Financia Data
Services, on essentialy the same terms provided to FleetBoston and Bank One.

The Equi Serve acquisitions were accounted for as a purchase and the results of EquiServe' s operations are included in
the Company’ s consolidated financial statements beginning March 30, 2001. The minimum purchase price of $186.7
million was paid in four installments. The minimum purchase price (discounted to $177.7 million for accounting
purposes) has been allocated to the net assets acquired based upon their fair vaues as determined by a valuation.
Three installment payments totaling $165.1 million were made through December 31, 2003. The final installment
payment was $45.8 million and was paid in March 2004. The final purchase price installment increased pursuant to a
formulathat provided for additional consideration to be paid in cash if EquiServe' s revenues, as defined in the
agreements, for the years ending 2000, 2001, 2002 and 2003 exceeded certain targeted levels. Goodwill was increased
by $25.6 million, the amount of contingent consideration paid during the first quarter of 2004.
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Cash flows used in financing activities totaled $3.6 million for the three months ended March 31, 2004. For the three
months ended March 31, 2004, the Company repurchased $13.2 million of common stock. The Company had
payments of $20.0 million for the three months ended March 31, 2004 on its long-term debt. Net borrowings totaled
$13.8 million on the Company’s revolving credit facility, which brought the outstanding balance to $490.9 million at
March 31, 2004.

The Company has approximately $62.5 million of scheduled debt payments due on or before March 31, 2005, however
the Company has classified these amounts as long-term debt due to the Company’ s ability and intent to refinance the
debt under its existing line of credit agreements.

The Company’s prior stock repurchase program expired on February 29, 2004. On February 26, 2004, the Company’s
Board of Directors authorized a new stock repurchase plan. The new plan allows (but does not require) the repurchase
of up to 6 million shares of Company common stock in open market and private transactions during the period
beginning March 1, 2004 through February 28, 2007.

During the three months ended March 31, 2004, the Company purchased 0.2 million shares of its common stock under
this share repurchase program for $8.9 million. At March 31, 2004, the Company had 5.8 million shares remaining to
be purchased under this program and had purchased 0.2 million shares since this program commenced.

The Company believes that its existing cash balances and other current assets, together with cash provided by
operating activities and, as necessary, the Company's bank and revolving credit facilities, will suffice to meet the
Company's operating and debt service requirements and other current liabilities for at least the next 12 months.
Further, the Company believes that its longer term liquidity and capital requirements will also be met through cash
provided by operating activities and bank credit facilities.

FIN 45

The Company has guaranteed certain obligations of certain joint ventures under service agreements entered into by the
joint ventures and their customers. The amount of such obligations is not stated in the agreements. Depending on the
negotiated terms of the guaranty and/or on the underlying service agreement, the Company’s liability under the
guaranty may be subject to time and materiality limitations, monetary caps and other conditions and defenses.

In certain instances in which the Company licenses proprietary systems to customers, the Company gives certain
indemnities (including infringement indemnities) and warranties to the licensee, the terms of which vary depending on
the negotiated terms of each respective license agreement. Such warranties generally warrant that such systems will
perform in accordance with their specifications. The amount of such obligationsis not stated in the license
agreements. The Company’s liability for breach of such obligations may be subject to time and materiaity limitations,
monetary caps and other conditions and defenses.

From time to time, the Company enters into service agreements and other agreements with unaffiliated parties
containing indemnification provisions, the terms of which vary depending on the negotiated terms of each respective
agreement. The amount of such obligations is not stated in the agreements. The Company’s liability under such
indemnification provisions may be subject to time and materidity limitations, monetary caps and other conditions and
defenses. Such indemnity obligations include those described herein.

The Company has entered into purchase and service agreements with its vendors, and consulting agreements with
providers of consulting services to the Company, pursuant to which the Company has agreed to indemnify certain of
such vendors and consultants, respectively, against third party claims arising from the Company’s use of the vendor’s
product or the services of the vendor or consultant.

In connection with the acquisition or disposition of subsidiaries, operating units and business assets by the Company,
the Company has entered into agreements containing indemnification provisions, the terms of which vary depending
on the negotiated terms of each respective agreement, but which are generally described as follows: (i) in connection
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with acquisitions made by the Company, the Company has agreed to indemnify the seller against third party claims
made against the seller relating to the subject subsidiary, operating unit or asset and arising after the closing of the
transaction, and (ii) in connection with dispositions made by the Company, the Company has agreed to indemnify the
buyer against damages incurred by the buyer due to the buyer’s reliance on representations and warranties relating to
the subject subsidiary, operating unit or business assets in the disposition agreement if such representations or
warranties were untrue when made, or due to any breach of the representations, warranties, agreements or covenants
contained in the agreement.

The Company has entered into agreements with certain third parties, including banks and escrow agents, that provide
software, escrow, fiduciary and other services to the Company or to its benefit plans or customers. Under such
agreements, the Company has agreed to indemnify such service providers for third party claims relating to the carrying
out of their respective duties under such agreements.

The Company has entered into agreements with lenders providing financing to the Company pursuant to which the
Company agrees to indemnify such lenders for third party claims arising from or relating to such financings. In
connection with rea estate mortgage financing, the Company has entered into environmental indemnity agreementsin
which the Company has agreed to indemnify the lenders for any damage sustained by the lenders relating to any
environmental contamination on the subject properties.

In connection with the acquisition or disposition of real estate by the Company, the Company has entered into real
estate contracts containing indemnification provisions, the terms of which vary depending on the negotiated terms of
each respective contract, but which are generally described as follows: (i) in connection with acquisitions by the
Company, the Company has agreed to indemnify the seller against third party claims made against the seller arising
from the Company’s on-site inspections, tests and investigations of the subject property made by the Company as part
of its due diligence and against third party claims relating to the operations on the subject property after the closing of
the transaction, and (ii) in connection with dispositions by the Company, the Company has agreed to indemnify the
buyer for damages incurred by the buyer due to the buyer’ s reliance on representations and warranties relating to the
subject property made by the Company in the real estate contract if such representations or warranties were untrue
when made and against third party claims relating to operations on the subject property prior to the closing of the
transaction.

In connection with the leasing of rea estate by the Company, as landlord and as tenant, the Company has entered into
occupancy leases containing indemnification provisions, the terms of which vary depending on the negotiated terms of
each respective lease, but which are generally described as follows: (i) in connection with leases in which the
Company is the tenant, the Company has agreed to indemnify the landlord against third party claims relating to the
Company’s occupancy of the subject property, including claims arising from loss of life, bodily injury and/or damage
to property thereon, and (ii) in connection with leases in which the Company is the landlord, the Company has agreed
to indemnify the tenant against third party claims to the extent occasioned wholly or in part by any negligent act or
omission of the Company or arising from loss of life, bodily injury and/or damage to property in or upon any of the
common areas or other areas under the Company’s control.

At March 31, 2004, the Company had not accrued any liability on the aforementioned guarantees or indemnifications
asthey relate to future performance criteria or indirect indebtedness of others in accordance with FIN 45.

FIN 46

In December 2003, the FASB issued the revised Interpretation No. 46 (FIN 46), “Consolidation of Variable Interest
Entities, an interpretation of ARB No. 51." FIN 46 was effective immediately to variable interest entities created after
January 31, 2003. It is effective March 31, 2004 to variable interest entities created prior to February 1, 2003. FIN 46
requires the consolidation of certain types of entities in which the Company absorbs a mgjority of another entity’s
expected losses, receives amgjority of the other entity’ s expected residual returns, or both, as aresult of ownership,
contractua or other financial interests in the other entity. These entities are called “variable interest entities.” The
principal characteristics of variable interest entities are (1) an insufficient amount of equity to absorb the entity’ s expected
losses, (2) equity owners as agroup are not able to make decisions about the entity’ s activities, or (3) equity that does not
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absorb the entity’ s losses or receive the entity’ sresidud returns. “Variable interests” are contractual, ownership or other
monetary interests in an entity that change with fluctuations in the entity’ s net asset value. Asaresult, variable interest
entities can arise from items such asjoint ventures, lease agreements, |oan arrangements, guarantees or service contracts.

If an entity is determined to be a“variable interest entity,” the “primary beneficiary” must consolidate the entity. The
primary beneficiary isthe holder of the variable interests that absorb a mgjority of the variable interest entity’ s expected
losses or receive amgority of the entity’ s residua returns in the event no holder has a mgjority of the expected losses.
Thereis no primary beneficiary in cases where no single holder absorbs the mgjority of the expected losses or receives a
majority of the residua returns. The determination of the primary beneficiary is based on projected cash flows at the
inception of the variable interests.

With regard to red estate, the Company isthe lessee in a series of operating leases covering alarge portion of its Kansas
City based leased office fecilities. The lessors are generaly joint ventures (in which the Company has a 50% ownership)
that have been established specifically to purchase, finance and engage in leasing activities with the joint venture partners
and unrelated third parties. Two of the real estate joint ventures have entered into financing arrangements with the
Company’ swholly owned captive insurance company. In each case, the other joint venture partner has guaranteed at
least 50% of the joint venture' s borrowings ($39.1 million at March 31, 2004) from the Company’ s captive insurance
company. The Company is generdly not the primary beneficiary of the joint venturesif the lease terms are consistent
with market terms at the inception of the lease and do not include aresidual value guarantee, fixed-price purchase options
or smilar features that disproportionately obligate it to absorb decreasesin value or entitle it to participate in increasesin
the value of the real estate. The Company had one real estate joint venture and related |ease entered into subsequent to
January 31, 2003, that qualified as a variable interest entity due to the Company’ s financing arrangement with the
Company’ swholly owned captive insurance company. The Company has not consolidated the real estate joint venture
upon gpplication of FIN 46 becauseit is not the primary beneficiary based upon a cash flow analysis. The Company has
finalized analyses of real estate joint ventures entered into prior to February 1, 2003 and determined that a large portion of
the real estate joint ventures are variable interest entities but the real edtate joint ventures will not need to be consolidated
because the Company is not the primary beneficiary. The Company entered into two real estate joint ventures during the
first quarter of 2004. The Company has determined that these ventures are not variable interest entities.

With regard to operating joint ventures, the Company has formed or entered into operating joint ventures to enter into or
expand its presence in target markets. The Company has three significant operating joint ventures, BFDS; IFDS
(includes IFDS U.K., IFDS Canada and International Financial Data Services , Luxembourg); and Argus Hedth Systems.
Each of these operating joint ventures was formed prior to February 1, 2003. The Company has findized its FIN 46
analyses of these operating joint ventures, and its assessment is that none qualify as variable interest entities due to
meeting the criteria for the operating joint venture exception in FIN 46.

OTHER

Comprehensive income (loss). The Company’s comprehensive income (loss) totaled $37.8 million for the three
months ended March 31, 2004, compared to aloss of $20.3 million for the three months ended March 31, 2003.
Comprehensive income (loss) consists of net income of $51.6 million and other comprehensive loss of $13.8 million
for the three months ended March 31, 2004, and net income of $51.4 million and other comprehensive losses of $71.7
million for the three months ended March 31, 2003, respectively. Other comprehensive income consists of unrealized
gains (losses) on available-for-sale securities, net of deferred taxes, reclassifications for net gains included in net
income and foreign currency trandation adjustments. The principal difference between net income and comprehensive
net income is the net change in unrealized gains (losses) on available-for-sale securities.

Other than temporary impairments. At March 31, 2004, the Company’ s available-for-sale securities had unrealized
losses of $0.9 million. If it is determined that a security’s net redizable vaue is other than temporary, aredlized loss
will be recognized in the statement of operations and the cost basis of the security reduced to its estimated fair value.
The Company does not believe that the unrealized losses recorded at March 31, 2004 are other than temporary.

The Company recognized investment impairments of $1.2 million and $4.3 million for the three months ended March
31, 2004 and 2003, respectively , which the Company believed were other than temporary. The impairments related
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primarily to investments available for sale in the Financial Services and Investment and Other Segments. A declinein
a security's net reglizable value that is other than temporary is treated as a loss based on quoted market value and is
reflected in the Other income, net line in the statement of income.

Seasonality. Generaly, the Company does not have significant seasona fluctuations in its business operations.
Processing and output solutions volumes for mutua fund and corporate securities transfer processing customers are
usually highest during the quarter ended March 31 due primarily to processing year-end transactions and printing and
mailing of year-end statements and tax forms during January. The Company has historically added operating
equipment in the last half of the year in preparation for processing year-end transactions which has the effect of
increasing costs for the second half of the year. Revenues and operating results from individual license sales depend
heavily on the timing and size of the contract.

Recently I'ssued Accounting Standards

At arecent meeting, the FASB unanimousdly voted for proposed accounting standards relating to equity-based
compensation to be effective for fiscal periods beginning after December 15, 2004 (January 1, 2005 for the Company).
An exposure draft was released in the first quarter of 2004 and the final standard is expected to be issued in 2004. The
accounting standard is expected to require all companies to utilize the fair value method of accounting for equity- based
compensation in accordance with SFAS No. 123, “ Accounting for Stock-Based Compensation.” Companies can
currently voluntarily adopt SFAS No. 123, using a variety of adoption methods. DST is currently evaluating the
impact of the proposed accounting standards and the adoption alternatives provided under both the current standards
and the proposed standards. DST discloses the pro forma impact of stock based compensation on its earnings in its
notes to financial statements.

In December 2003, the FASB issued an exposure draft that would amend the computational guidance in SFAS No.
128, “Earnings per Share,” for calculating the number of incremental shares included in diluted shares when applying
the treasury stock method. Also, this proposed Statement would eliminate the provisions of SFAS No. 128 that alow
an entity to rebut the presumption that contracts with the option of settling in either cash or stock will be settled in
stock. In addition, this proposed Statement would require that shares that will be issued upon conversion of a
mandatorily convertible security be included in the weighted-average number of ordinary shares outstanding used in
computing basic earnings per share from the date when conversion becomes mandatory. This Statement will be
effective for fiscal periods beginning after December 15, 2004 (January 1, 2005 for the Company). After the effective
date, al prior-period earnings per share data presented shall be adjusted retrospectively (including interim financia
statements, summaries of earnings and selected financial data) to conform with the provisions of this Statement. At
thistime, DST does not believe any prior period adjustments will result from the exposure draft. If this Statement is
finalized in its current form, DST will be required to include the shares from the convertible debentures as dilutive in
its calculation of earnings per share.

Company-Specific Trends and Risks
Dependence on Certain Industries

The Company derives a substantial proportion of its consolidated revenues from the delivery of services and products
to clients that are publicly traded corporations, mutual funds, investment managers, insurance companies, banks,
brokers, or financia planners or are in the video/broadband, direct broadcast satellite, wire-line, wireless and cdllular,
debt protection, Internet protocol telephony, Internet, utility and other businesses. Consolidations which would
decrease the number of potentia clients in such businesses, events which would reduce the rate of growth in or
negatively impact such businesses, or significant declines in the number of accounts or subscribers serviced by clients
in such businesses could have a materia adverse effect on the financia condition and results of operations of the

Company.

Development of Technology
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The Company is implementing and enhancing () a new stock transfer system (“Fairway”) that will replace the
existing systems used by its wholly-owned subsidiary EquiServe, Inc. to maintain corporate stock transfer records, and
(b) a new subscriber management system (“ Concorde”) that will replace the existing systems used by its wholly-owned
subsidiaries DST Interactive, Inc. and DST Innovis, Inc. to maintain cable and satellite TV subscriber records. Failure
to successfully complete Fairway or Concorde development and implementation, to successfully convert existing
clients to such systems, or to successfully complete and implement various other current technology projects could
have a materia adverse effect on the financia condition and results of operations of the Company.

Impact of Technological and Market Changes

The Company’s clients use computer technology-based products and servicesin the complex and rapidly changing
markets in which they operate. The technology available to the Company’s clients, such as methods for the electronic
dissemination of documents, is expanding. The Company’s future success depends in part on its ability to continue to
develop and adapt its technology, on atimely and cost effective basis, to meet clients' needs and demands for the latest
technology. There can be no assurance that the Company will be able to respond adequately and in advance of its
competitors to these technological demands or that more advanced technology, including technology for the electronic
dissemination of documents, will not reduce or replace the needs for certain of the Company’s products and services.

Similarly, certain of the Company’s clients provide services related to communications devices and/or the
communications industry. The communications industry, and wireless communication devices in particular, are
rapidly evolving. The future success of the Company’ s business of providing administrative services to clientsin the
communications industry depends in part on the Company’s ability to continue to develop and adapt its services, on a
timely and cost effective basis, to meet clients' needs and demands for administrative services appropriate to the latest
communications technology.

The Company has expended considerable funds to develop products to serve new and rapidly changing markets. |If
such markets grow or converge more sowly than anticipated or the Company’ s products and services fail to achieve
market acceptance, there could be a material adverse effect on the financia condition and results of operations of the

Company.

The Company significantly investsin available-for-sale equity securities of other companies. The vaue of such
securities depends on the market for such securities and on changes in the markets in which such other companies
operate.

Reliance on Facilities

The Company’s processing services are primarily dependent on facilities housing central computer operations or in
which information, image or bill and statement processing occur. The Company’s mutual fund full service, corporate
stock transfer and insurance, warranty and debt protection administrative service businesses are dependent on call
centersin various locations. The Company owns, leases and manages red estate. A natural disaster, terrorist act or
other calamity that causes long-term damage to the Company’ s facilities, or economic or other events impacting the
real estate markets in which the Company owns, leases or manages rea estate, could have a material adverse effect on
the financia condition and results of operation of the Company.

Relianceon Insurers

Currently, the Company’s business of providing administrative services in connection with the insurance, warranty,
and debt protection services of its clients significantly depends upon its business relationships with one or more
insurance companies that provide coverage necessary for the clients' products and services. Termination of the
business rel ationships with such insurance companies could have a material adverse effect on the financia condition
and results of operations of the Company if the Company were unable to arrange alternative sources of coverage.

Importance of Key Personnel
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The Company’ s operations and the continuing implementation of its business strategy depend upon the efforts of its
technical personnel and senior management. Recruiting and retaining capable personnel, particularly those with
expertise in the types of computer hardware and software utilized by the Company, are vital to the Company’ s success.
Thereis substantial competition for qualified technical and management personnel, and there can be no assurance that
the Company will be able to attract or keep the qualified personnel it requires. The loss of key personnd or the failure
to hire qualified personnel could have a materia adverse effect on the financial condition and results of operations of
the Company.

Lack of Control of Joint Ventures

The Company’s business strategy for growth and expansion includes reliance on joint ventures. The Company derives
part of its net income from its pro rata share in the earnings of these unconsolidated companies. Although the
Company owns significant equity interests in such companies and has representation on their Boards of Directors or
governance structures, the Company is not in a position to exercise control over their operations, strategies or financial
decisions without the concurrence of its equity partners. The Company’s equity interests in Boston Financial Data
Services, Inc. (“BFDS’), Argus Health Systems, Inc., and International Financial Data Services Limited Partnership
and International Financial Data Services Limited (cdlectively, “IFDS’) are subject to contractua buy/sell
arrangements that may restrict the Company’s ability to fully dispose of its interest in these companies and that under
certain circumstances permit such companies to purchase the Company’ s interest.

The other parties to the Company’s current and future joint venture arrangements may at any time have economic,
business or legd interests or goals that are inconsistent with those of the joint venture or of the Company. In addition,
if such other parties were unable to meet their economic or other obligations to such ventures, it could, depending upon
the nature of such obligations, adversely affect the financia condition and results of operations of the Company.

Significant Competition from Other Providers

The Company and its subsidiaries and joint ventures encounter significant competition for the Company’ s services and
products from other third-party providers of smilar services and products and from potential clients who have chosen
not to outsource certain services the Company could provide. The Company’s ability to compete effectively depends,
in part, on the availahility of capital and other resources, and some of these competitors have greater resources and
greater access to capital than the Company. The Company also competes for shareowner accounting services with
brokerage firms that perform sub-accounting services for the brokerage firms  customers who purchase or sell shares
of mutual funds for which the Company serves as transfer agent. Such brokerage firms maintain only an “omnibus’
account with the Company representing the aggregate number of shares of a mutual fund owned by the brokerage
firms customers, thus resulting in fewer mutual fund shareowner accounts being maintained by the Company. Any of
these events could have a material adverse effect on the financia condition and results of operations, including gross
profit margins, of the Company. In addition, competitive factors could influence or ater the Company’s overall
revenue mix between the various business segments.

Regulation

Asregistered transfer agents, the Company, its subsidiary EquiServe, itsindirect subsidiary EquiServe Trust Company,
N.A. (“EquiServe Trugt”), its joint venture BFDS and BFDS' subsidiary National Financial Data Services, Inc.
(collectively, “Domestic Transfer Agent Businesses’) are subject to the Securities Exchange Act of 1934, as amended
(the “Exchange Act”) and to the rules and regulations of the Securities and Exchange Commission (“SEC”) under the
Exchange Act which require them to register with the SEC and which impose on them recordkeeping and reporting
requirements. Certain of the operations and records of the Domestic Transfer Agent Businesses are subject to
examination by the SEC and, as providers of servicesto financia ingtitutions, to examination by bank and thrift
regulatory agencies. In connection with its transfer agency business, EquiServe Trust serves as a limited purpose trust
company subject to regulation of the Office of the Comptroller of the Currency. In addition, companies wholly owned
by IFDS (“IFDS Transfer Agent Businesses”) are subject to regulation of similar regulatory agenciesin other
countries. Any of the Domestic Transfer Agent Businesses or IFDS Transfer Agent Businesses could have its
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regulatory authorizations suspended or revoked if it were to materialy violate applicable regulations, which could have
an adverse effect on the financial condition and results of operations of the Company.

Similarly, certain of the Company’s subsidiaries involved in the business of providing administrative servicesin
connection with insurance and warranty products are licensed insurance agencies or licensed or registered service
warranty providers and, as such, are subject to applicable state insurance and service warranty laws and to related rules
and regulations. These laws and regulations impose on them recordkeeping, reporting, financial, and other
requirements and generally regulate the conduct of regulated business operations. In the event any of the subsidiaries
materialy violate any of these applicable laws or regulations, their regulatory authorizations could be suspended or
revoked, which could have a materia adverse effect on the financial condition and results of operations of the

Company.

The Company’s existing and potential clients are subject to extensive regulation. Certain of the Company’s customers
are subject to federal and state regulation of investment advisors and broker/dealers. Certain of the Company’s clients
are also subject to federal and state regulations governing the privacy and use of the customer information that is
collected and managed by the Company’s products and services. Certain of the Company’s revenue opportunities may
depend on continued deregulation in the worldwide communications industry. Regulatory changes that adversely
affect the Company’ s existing and potential clients, or material violation of regulatory requirements by clients, could
diminish the business prospects of such clients. If such conditions were to materially, adversely affect the business of
amateria client or amaterial group of the Company’s clients, such conditions could have a material adverse effect on
the financial condition and results of operations of the Company.

Interest Earnings asa Portion of Revenue

The Company’s transfer agent businesses derive a certain amount of service revenue from investment earnings related
to cash balances maintained in transfer agency customer bank accounts. The balances maintained in the bank accounts
are subject to fluctuation. A change in interest rates could have amaterial adverse effect on the financia condition and
results of operations of the Company.

Anti-Takeover Considerations

Some provisions of the Company’s Certificate of Incorporation could make it more difficult for athird party to acquire
control of the Company, even if the change of control would be beneficial to certain stockholders. The Company has
also adopted a stockholders' rights plan, which could delay, deter or prevent a change in control of the Company. A
few of the Company’s client agreements allow the client to terminate its agreement or to obtain rights to use the
Company’ s software used in processing the client’ s data in the event of an acquisition or change of control of the
Company. Inthe event of a change in control of the Company (as defined in the applicable plan or agreement), vesting
of awards (including stock options, restricted stock, and rights to receive stock as deferred compensation) under the
Company’s Stock Option and Performance Award Plan will be automatically accelerated, certain limited rights related
to stock options will become exercisable, and employment continuation provisions will apply under the employment
agreements of certain executive officers. Certain of the Company’s joint venture agreements allow other parties to the
joint venture to buy the Company’ s joint venture interests in the event of a change of control of the Company.

Non-U.S. Operations

Consolidated revenues from the Company’ s subsidiaries in Canada, Europe and elsewhere outside the U.S. account for
a percentage of the Company’s revenues. The Company’s current and proposed international business activities are
subject to certain inherent risks, including but not limited to, specific country, regional or globa economic conditions,
exchange rate fluctuation and its impact on liquidity, change in the national priorities of any given country, and
cultural differences. There can be no assurance that such risks will not have a material adverse effect on the
Company’s future international sales and, consequently, the Company’s financia condition and results of operations.

Variability of Quarterly Operating Results
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The Company’s quarterly and annual operating results may fluctuate from quarter to quarter and year to year
depending on various factors, including but not limited to the impact of significant start-up costs associated with
initiating the delivery of contracted services to new clients, the hiring of additiona staff, new product development and
other expenses, introduction of new products by competitors, pricing pressures, the evolving and unpredictable nature
of the markets in which the Company’s products and services are sold, and general economic conditions.

Client Failureto Renew or Utilize Contracts

Substantially al of the Company’s revenue is derived from the sale of services or products under long-term contracts
with its clients. The Company does not have the unilateral option to extend the terms of such contracts upon their
expiration. Certain of the Company’s service agreements contain “termination for convenience” clauses that enable
clients to cancel the agreements by providing written notice to the Company a specified number of days prior to the
desired termination date. Such clauses are sometimes coupled with a requirement for payment by the client of afeein
the event of termination for convenience. The failure of clients to renew contracts, a reduction in usage by clients
under any contracts or the cancellation of contracts could have a material adverse effect on the Company’s financial
condition and results of operations.

Dependence on Proprietary Technology

The Company relies on a combination of patent, trade secret and copyright laws, nondisclosure agreements, and other
contractual and technical measures to protect its proprietary technology. There can be no assurance that these
provisions will be adequate to protect its proprietary rights. There can be no assurance that third parties will not assert
infringement claims against the Company or the Company’s clients or that such claims, if brought, would not have a
materia adverse effect on the financial condition and results of operations of the Company.

Security of Proprietary Customer Information

The Company’ s business involves the e ectronic recordkeeping of proprietary information of the Company’s
customers, and of the clients of such customers. The Company maintains systems and procedures to protect against
unauthorized access to such information and against computer viruses (“ Security Systems’), and there is no guarantee
that the Security Systems are adequate to protect against all security breaches. Rapid advances in technology make it
impossible to anticipate or be prepared to address dl potentia security threats. A materia breach of Security Systems
could cause the Company’ s customers to reconsider use of the Company’ s services and products, affect the Company’s
reputation, or otherwise have a materia adverse effect on the Company’s financial condition and results of operations.

Potential Dilution of Company Common Stock

In August 2003, the Company issued $340 million aggregate principal amount of convertible senior debentures. The
debentures are under specified circumstances convertible into shares of the Company’ s common stock at a conversion
rate of 20.3732 shares per $1,000 principal amount of debentures, subject to adjustment. Each series of debentures are
convertible under any of the following circumstances: (1) during any calendar quarter (and only during such calendar
quarter) if the closing price of the Company’s common stock, for at least 20 trading days during the period of 30
consecutive trading days ending on the last trading day of the previous calendar quarter, is greater than or equal to
120% of the applicable conversion price; (2) subject to certain exceptions, during the five business day period after any
five consecutive trading-day period in which the trading price per $1,000 original principal amount of the applicable
series of debentures for each day of that period was less than 95% of the product of the last reported sale price of the
Company’s common stock and the conversion rate on each such day; (3) if the Company call the debentures for
redemption; or (4) upon the occurrence of specified corporate transactions. Upon conversion, the Company will have
the right to deliver, in lieu of shares of its common stock, cash or a combination of cash and shares of common stock.
The debentures, if converted into common stock, would have a potentially dilutive effect on the Company’s common
stock.

Under the Company’s Employee Stock Purchase Plan, employees have aright, subject to certain limits, to purchase
Company common stock at 85% of the lower of the average market price of the stock on the exercise date or the
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offering date. Under the Company’s Stock Option and Performance Award Plan, the Company issues to directors and
employees options to purchase shares of the Company’s common stock. Purchases under the Employee Stock
Purchase Plan and exercises of options could have a potentialy dilutive effect on the Company’s common stock.

A change of control under the Company’s stockholder’ s rights plan would cause the issuance of rights to purchase
1/1000" shares of preferred stock of the Company for each share of Company common stock, or, in some
circumstances, other securities of the Company, which could have a potentialy dilutive effect on the Company’s
common stock.

Miscdlaneous

In addition to the factors noted above, there may be other factors that cause any forward-looking comment to become
inaccurate. One such factor islitigation and claims involving the Company, including routine litigation and claims
involving transfer agency operations in which the plaintiffs or claimants allege that errors or delays in transaction
processing cause damages based on factors such as unfavorable changes in the market value of securities processed
and including class action claims based upon various regulatory rules and consumer protection statutes with respect to
which class action plaintiffs may attempt to assert private rights of action. Other factors include, but are not limited to,
accounting or other fraud that may occur with respect to the financial statements or business of a financial service
provider or other client of the Company; changes in management strategies; changes in lines of business or markets;
failure of anticipated opportunities to materialize; changes in the cost of necessary supplies; and changesin the
economic, political or regulatory environments in the United States and/or the other countries where the Company now
competes or may compete in the future.

Item 3. Quantitative and Qualitative Disclosures about M arket Risk

In the operations of its businesses, the Company’s financia results can be affected by changesin equity pricing,
interest rates and currency exchange rates. Changes in interest rates and exchange rates have not materially impacted
the consolidated financia position, results of operations or cash flows of the Company. Changes in equity values of
the Company’ s investments have had a material effect on the Company’ s comprehensive income and financial

position.

Available-for-sale equity pricerisk

The Company’ s investments in available-for-sale equity securities are subject to price risk. The fair value of the
Company’s available-for-sale investments as of March 31, 2004 was $1.2 hillion. The impact of a 10% changein fair
vaue of these investments would be approximately $70.3 million to comprehensive income. As discussed under
“Comprehensive income (10ss)” above, net unrealized gains on the Company’ s investments in available-for-sale
securities have had a material effect on the Company’ s comprehensive income and financia position.

Interest raterisk

The Company and certain of its joint ventures derive a certain amount of their service revenues from investment
earnings related to cash balances maintained in transfer agency customer bank accounts that the Company is agent to.
The baances maintained in the bank accounts are subject to fluctuation. At March 31, 2004, the Company and its joint
ventures had approximately $1.9 billion of cash balances maintained in such accounts, of which $406.2 million is on
the Company’s balance sheet. The Company estimates that a 50 basis point change in interest earnings rate would be
approximately $4.4 million of net income (10ss).

At March 31, 2004, the Company had $1,458.6 million of debt, of which $596.0 million was subject to variable
interest rates (Federal Funds rates, LIBOR rates, Prime rates). The Company estimates that a 10% increase in interest
rates would not be materia to the Company’ s consolidated pretax earnings or to the fair value of its debt.

Foreign currency exchangeraterisk

The operation of the Company's subsidiaries in international markets results in exposure to movements in currency
exchange rates. The principal currencies involved are the British pound, Canadian dollar and Australian dollar.
Currency exchange rate fluctuations have not historically materially affected the consolidated financia results of the
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Company. At March 31, 2004, the Company’sinternational subsidiaries had approximately $221 million in total
assets and for the quarter ended March 31, 2004, these internationa subsidiaries produced approximately $5.0 million
in net income. The Company estimates that a 10% change in exchange rates would increase or decrease the total
assets by approximately $22 million and would increase or decrease net income by approximately $0.5 million.

The Company'sinternational subsidiaries use the local currency as the functiona currency. The Company trandates
all assets and liabilities at year-end exchange rates and income and expense accounts at average rates during the year.
Whileit is generaly not the Company’s practice to enter into derivative contracts, from time to time the Company and
its subsidiaries do utilize forward foreign currency exchange contracts to minimize the impact of currency movements.

Item 4. Controls and Procedures

As of the end of the fiscal quarter for which this quarterly report on Form 10-Q is filed, the Company’s Chief
Executive Officer and Chief Financia Officer evaluated the effectiveness of the Company’s disclosure controls and
procedures. Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that
the Company’ s disclosure controls and procedures (i) are effective for recording, processing, summarizing and
reporting, within the time periods specified in the Securities and Exchange Commission’s rules and forms, the
information required to be disclosed by the Company in reports that it files or submits under the Securities Exchange
Act of 1934, and (ii) include controls and procedures designed to ensure that information required to be disclosed by
the Company in such reports is accumulated and communicated to the Company’ s management, including the Chief
Executive Officer and Chief Financia Officer, as appropriate to alow timely decisions regarding required disclosure.
There has been no change in the Company’ sinterna control over financial reporting that occurred during the fiscal
quarter for which this quarterly report on Form 10-Q is filed that has materialy affected, or is reasonably likely to
materialy affect, the Company’s interna control over financial reporting.



PART II. OTHER INFORMATION

Item 1. Legal Proceedings

The Company is from time to time a party to litigation arising in the ordinary course of itsbusiness. Currently, there are no
legal proceedings that management believes would have a material adverse effect upon the consolidated results of
operations or financia condition of the Company.

Item 2. Changesin Securities and Use of Proceeds

Stock repurchases. The following table sets forth information with respect to shares of Company common stock
purchased by the Company during the quarter ended March 31, 2004.

Total Number of
Shar es Purchased Maximum Number of
Total Number as Part of Shares That May Yet
of Shares AveragePrice Publicly Announced Be Purchased Under

Period Pur chased Paid Per Share Plans or Programs the Plans or Programs
January 1-January 31 29,245 (1) $42.88 0 2,223,172 (2)
February 1-February 29 3,139 (1) $42.81 0 2,223,172 (2)
March 1-March 31 262,998 (1) $44.74 200,000 5,800,000 (3)

(1) For the quarter ended March 31, 2004, the Company purchased in open market transactions approximately 95,000
shares of its common stock related to employee stock option exercises. These purchases were not made under the
publicly announced repurchase plans or programs. Of these shares, 29,245 shar eswer e purchased in January,
3,139 shareswer e purchased in February and 62,998 shar es wer e purchased in March.

(2) The Company’s prior stock repurchase program, which the Company announced on February 26, 2002, allowed
the repurchase of up to 6 million shares of Company common stock in open market and private transactions, had
2.2 million shares available to be repurchased at the time the program expired on February 29, 2004.

(3) On February 26, 2004, the Company’s Board of Directors authorized a new stock repurchase plan. The new plan
allows (but does not require) the repurchase of up to 6 million shares of Company common stock in open market
and private transactions during the period beginning March 1, 2004 through February 28, 2007.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Submission of Mattersto a VVote of Security Holders

None.

If a stockholder desires to have a proposal included in DST’ s Proxy Statement for the annual meeting of stockholders
to be held in 2005, the Corporate Secretary of DST must receive such proposal on or before December 1, 2004, and the
proposal must comply with the applicable SEC laws and rules and the procedures set forth in the DST By-laws.



Iltem 5. Other Information

The following table presents operating data for the Company’ s operating business segments:

March 31, December 31,

2004 2003
Financial Services Operating Data
Mutual fund shareowner accounts processed (millions)
us
Non-retirement accounts 55.2 4.0
IRA mutua fund accounts 24.2 23.7
TRAC mutud fund accounts 6.2 6.1
Section 529 and Educationd IRA's 45 41
0.1 879
International
United Kingdom (1) 48 4.6
Canada (2 28 2.7
TRAC participants (millions) 3.7 35
Security transfer accounts processed (millions) 2.1 229
Automated Work Distributor workstations (thousands) 831 87.0
lock\line supported consumers (millions) 214 198
Customer Management Operating Data
Video/broadband/satdllite TV subscribers processed (millions)
us 30.5 304
I nternational 6.7 89

For the Three M onths

Ended March 31,
2004 2003
Output SolutionsOper ating Data
Images produced (millions) 2,185 2,289
ltems mailed (millions) 429 47

(1) Processed by International Financial Data Services, (U.K.) Limited, an unconsolidated affiliate of the Company.
(2) Processed by International Financial Data Services, (Canada) Limited, an unconsolidated affiliate of the Company.
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Item 6. Exhibits and Reportson Form 8-K

(@) Exhibits:

311 Certification of Thomas A. McDonnell, Chief Executive Officer of Registrant

31.2 Certification of Kenneth V. Hager, Chief Financial Officer of Registrant

32 Certification Pursuant to 18 U.S.C. Section 1350 of Thomas A. McDonnell, Chief Executive Officer of
Registrant and Kenneth V. Hager, Chief Financia Officer of Registrant

Exhibit 32 shall not be deemed “filed” for the purposes of or otherwise subject to the liabilities under Section 18 of
the Securities Exchange Act of 1934 and shall not be deemed to be incorporated by reference into the filings of the
Company under the Securities Act of 1933.

(b) Reportson Form &K:

The Company furnished a Current Report on Form 8-K dated January 27, 2004, under Items 7 and 12 of such
form, reporting the announcement of financial results for the fourth quarter ended December 31, 2003.

The Company furnished a Current Report on Form 8-K dated February 27, 2004, under Items 7 and 9 of such
form, reporting an announcement by the Company concerning a new share repurchase program.

SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Company has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized, and in the capacities indicated, on May 7, 2004.

DST Systems, Inc.

/9 Kenneth V. Hager

Kenneth V. Hager

Vice President, Chief Financial Officer and Treasurer
(Principal Financia Officer)
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