Legal Depariment

August 22, 2003
VIA OVERNIGHT MAIL

Secretary Jean Jewell

Idaho Public Utilities Commission
472 W Washington 83702

Boise, ID 83720-0074

RE: INTHE MATTER OF THE APPLICATION

OF IDT AMERICA, CORP. FOR A
CERTIFICATE OF PUBLIC
CONVENIENCE AND NECESSITY TO
PROVIDE FACILITIES-BASEND AND
RESOLD LOCAL EXCHANGE

TELECOMMUNICATIONS SERVICES
CASENO. _GNE- 743 “af

Dear Secretary Jewell:

IDT Corporation
520 Broad Street

Newarlk, NJ 07102 USA
P 973 438/3342
F 973 4381465
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On behalf of IDT America, Corp., I hereby provide an original and two (2) copies
of the above-listed Application. Please date-stamp the additional copy of this cover letter

and return it to me in the enclosed self-addressed envelope.

If you have any questions or concerns, please do not hesitate to contact me at

(9730 438-4854 or Carl.Billek@corp.idt.net.

Respectfully submitted,

O adW 68/ (5 00ed

Car]l Wolf Billek
IDT America, Corp.
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BEFORE THE IDAHO PUBLIC UTILITIES COMMISSION

IN THE MATTER OF THE APPLICATION )
OF IDT AMERICA, CORP. FOR A )
CERTIFICATE OF PUBLIC ) CASE NO. d,& '[{/ j 'j 7
CONVENIENCE AND NECESSITY TO )
PROVIDE FACILITIES-BASEND AND )
RESOLD LOCAL EXCHANGE )
TELECOMMUNICATIONS SERVICES )

)

IDT America, Corp. (“IDT” or “Applicant”) hereby provides the following
information in support of its Application for a Certificate of Public Convenience and
Necessity to provide facilities-based and resold local exchange service throughout the

incumbent territories of Qwest Corporation (“Qwest”) and Verizon Northwest, Inc.
(“Verizon™).

L. Proposed Services

IDT seeks authorization to provide facilities-based and resold local exchange
service throughout the incumbent territories of Qwest Corporation (“Qwest”) and
Verizon state of Idaho.

IDT intends to offer service via the unbundled network elements of the ILEC(s)
and, if fiscally responsible, the resold services of the ILEC(s). IDT does not have
any plans to build its own facilities in the immediate future.

IDT intends to market its services to residential and small business subscribers.

IDT is currently authorized to offer resold interexchange service in Idaho. IDT
will initially market its service to its existing long distance subscriber base.
Subsequently, IDT will market its service via television, radio and print media.

IDT America, Corp. is a wholly owned subsidiary of IDT Domestic Telecom,
Inc., a Delaware corporation. IDT Domestic Telecom, Inc. is a wholly owned
subsidiary of IDT Telecom, Inc., also a Delaware corporation. IDT Telecom, Inc.
is a wholly owned subsidiary of IDT Corporation, a Delaware corporation that is
publicly traded on the New York Stock Exchange (IDT, IDT.C).



II.

Form of Business

The legal name of Applicant is IDT America, Corp. IDT is a New Jersey
corporation. IDT maintains its principal place of business at:

IDT America, Corp.

520 Broad Street

Newark, New Jersey 07102-3111
Telephone: (973) 438-1000

IDT does not maintain a business address within Idaho.

IDT exists for the purpose of providing local exchange and interexchange
telecommunications service.

A certified copy of IDT’s articles of incorporation is provided at Exhibit
1.

A certificate of good standing issued by the Idaho Secretary of State of
Idaho is provided at Exhibit 2.

IDT’s registered agent for service in Idaho is:
CT Corporation System

300 North 6" Street

Boise, Idaho 83701

IDT is a wholly-owned subsidiary of IDT Domestic Telecom, Inc., which
1s located at the same address as IDT.

The Officers and Directors for Applicant are:

Howard Jonas, Chief Executive Officer, Treasurer, and Chairman
James Courter, President and Director

Stephen Brown, Chief Financial Officer

Joyce Mason, Secretary and Director

Doug Mauro, Senior Vice President

Marc Knoller, Director

All Officers and Directors are located at:

520 Broad Street

Newark, New Jersey 07102-3111
Telephone (973) 438-1000
Facsimile (973) 438-1455



III.

Iv.

VI.

VII.

4. Applicant is a wholly-owned subsidiary of IDT Domestic Telecom, Inc.

IDT Domestic Telecom, Inc. is located at 520 Broad Street, Newark, New
Jersey.

5. Applicant does not own or control any subsidiaries.

Telecommunication Service

1. Applicant anticipates it will begin to provide service within two months of
this Application, an Interconnection Agreement and its tariff.

2. IDT intends to offer voice grade local exchange service and accompanying
service features to residential and small business subscribers.

Service Territory

L. Applicant seeks authorization to provide local exchange service
throughout the incumbent service territories of Qwest and Verizon.

2. IDT intends to provide service via unbundled network elements and, if
fiscally permissible, resold service of the ILEC(s). IDT does not own or
control any telecommunications facilities in the state of Idaho.

3. IDT will compete with the ILEC(s) and any CLECs, such as AT&T,
Sprint and MCI that compete in the areas IDT intends to serve.

4, IDT does not own or control any telecommunications facilities in the state
of Idaho. It intends to rely on the facilities of the ILEC(s) to provide
service.

Financial Information

A copy of IDT’s parent corporation, IDT Corporation’s most recent SEC Form
10-K and 10-Q are provided at Exhibit 3.

"INustrative" Tariff Filings

Because IDT has not yet entered into an Interconnection Agreement with any
ILEC, Applicant respectfully requests that it not be required to submit an
illustrative tariff with this Application. Upon approval of this Application and an
Interconnection Agreement, Applicant will submit an initial tariff and price
sheets setting forth rates, rules, terms, and regulations applicable to its service and
Applicant will not provide such service until its tariff has been approved.

Customer Contacts
1. Contact information for the Applicant.

a) The name, address, and telephone number and electronic mailing
addresses of the person responsible for consumer inquiries and
complaints from the public is as follows:



Anthony Acevedo, Customer Service Specialist
IDT America, Corp.

520 Broad Street

Newark, New Jersey 07102-3111

(973) 438-4827 (Telephone)

(973) 438-1455 (Facsimile)

Anthony.Acevedo@corp.idt.net (Email)

b) Applicant’s toll-free number for customer inquiries and complaints
1s (800) 889-9126.

c) The name, number and electronic mailing addresses of the
person(s) designated as a contact for the Commission Staff for
resolving complaints, inquiries and matters concerning rates and
price lists or tariffs is as follows:

Carl Wolf Billek, Associate General Counsel
IDT America, Corp.

520 Broad Street

Newark, New Jersey 07102-3111

(973) 438-4854 (Telephone)

(973) 438-1455 (Facsimile)
-Carl.Billek@corp.idt.net (Email)

VIIL. Interconnection Agreements

IX.

Applicant intends to initiate interconnection negotiations with Qwest and Verizon
in the near future.

Compliance with Commission Rules

Applicant has reviewed all of the Commission rules and agrees to comply with
them.

Escrow Account or Security Bond

Applicant does not intend to require deposits by its customers, therefore, it has not
submitted a security bond. Should the Commission impose a Bond requirement
for any other reason, IDT shall comply accordingly.



WHEREFORE, for the reasons stated herein, IDT America, Corp. respectfully
requests that the Commission grant this application to provide facilities-based and resold

local exchange service throughout the incumbent territories of Qwest Corporation and
Verizon Northwest, Inc.

Respectfully submitted,

Cod Waiy ollu

Carl Wolf Billek, Aslsociate General Counsel
IDT America, Corp.

520 Broad Street

Newark, New Jersey 07102-3111

(973) 438-4854 (Telephone)

(973) 438-1455 (Facsimile)

Carl.Billek@corp.idt.net (Email)

Dated: August 22, 2003
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Exhibit 1- Articles of Incorporation
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G vy el T
ALY,
f STATE OF NEW JERSEY >
DEPARTMENT OF TREASURY =2
FILING CERTIFICATION (CERTIFIED COPY) =
$
=
IDT AMERICA, CORP., ==
| =

I, the Treasurer of the State of New Jersey, ==
: do hereby certify, that the above named business =
D did file and record in this department the below S
-' listed document(s) and that the foregoing is a =]
true copy of the j
certificate of incorporation 2
=1 as the same is taken from and compared with the )
= original(s) filed in this office on the date set ==
! forth on each instrument and now remaining on file ===

' and of record in my office. =
=
IN TESTIMONY WHEREOF, 1 have =
hereunto set my hand and i-—1
affixed my Official Seal ==t
at Trenton, this ===

13th day of October, 2000 =T
5
QAM\ b A il ) 2
Roland M Machold )
Treasurer é
_ : "7

BB 0TS
e
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FILED

CERTIFICATS OF INCORPORATION R
or : ;

LONNA R HOQKES

IDT ANERICA, CORP. Hearetary of State

over, for the purposs of forming a corporition pursuant to

the provisions of Title 14A, corporations, Gensral, of the

statutes of the Btate of New Jersay, doouéhoroby execute the

folloving Certifioate of Incorporation:

FIRST

BECOWD}

THIRD:

FOURTHY

FIVTH:

8IXTHs

SEVENTHY

The naxe of the corporation is: f
IDT AMERICA, CORP. : 7z

The purpose or purposes for which this corporation
is organized are: :

To conduot sll activities set forth and permitted
under and by virtue of the terms, conditions and
provisions of Title 14A, “New Jersey businecs
Corporation Act.v :

The aggregate number of shares vﬁich the corporation
shall have authority to iasue isiten thousand
(10,000) ahares, no par valua, _ -

The address of the oorporation'nﬁinitinl registered

office is 1506 West Terrace Clrole
Unit #6 - ;
Teaneck, NJ 07666
The name of the corpeorationis initial registered
agent at such address is: David:Barth
1506 West Terrace Circle
Unit 16 -~
Teanqqk, RJ 07666 7
The number of directors oonstituﬁing the initial
Board of Directors shall be thres (3).
The name and address of onch-pe:ion vho shall serve

&8 Directors are as followe:

Howard Jonms, 3220 Arlington Avenhue, Riveidale, NY 10463

010059349

357

|




Sent By: HP Laserdet 3100;

5475613; Oct-31-00 12:47PM;

Page 3/4

_Deborah Jones, 3220 Arlington Avenue, Riverdale, NY 10463 .
Joyce J. Mason, 170 W. 23rd Btrest, New York, NY 10011 -

EBIGHTHNY

NINTH?

The period of existence of this corporation ix
unlimited. ; ‘

A diractor shall not be poruonali& liable to the
corporation or its sharenclders ﬁot damages for
breach of any duty owed to the c;rporation or its
shareaholders; except that this pﬁovision shall not
relieve a director from liabiliti for any breach of
duty based upon an aot ot onissién (a) in breach of
such person's duty of loyalty togthe oorporation or
its shareholders, (b) not in gooé faith or involving
& knowing violation of law or (ci resulting in

raeceipt by such parson of an imﬁéopar personal
benafit. :

IN WITNESS WHEREOF, the undersigned incorporator has hersunto




Exhibit 2 — Certificate of Good Standing Issues by the Idaho Secretary of State



IDSOS Document Page 1 of

i i

State of Idaho |

CERTIFICATE OF AUTHORITY
OF
IDT AMERICA, CORP.

File Number C 125053

| PETE T. CENARRUSA, Secretary of State of the State of Idaho, hereby certify
that an Application for Certificate of Authority, duly executed pursuant to the provisions I::FQi
of the Idaho Business Corporation Act, has been recelved in this office and Is found to
conform to law.

ACCORDINGLY and by virtue of the authority vested in me by law, | issue this
Certificate of Authority to transact business in this State and attach hereto a duplicate of

the Application for such Certificate.

Dated: July 30, 1998

SECRETARY OF STATE

By ML—;;@.&Z S

.../search.html?SearchFormstep=printdoc&SearchFormSearchForm DocPrintStepViewDOCIDvalue=CORPARTS8/22/0




IDSOS Viewing Business Entity Page 1 of

Idaho Secretary of State
Viewing Business Entity

[ New Search ] [ Back to Summary ]
[ Get a certificate of existence for IDT AMERICA, CORP. ]

IDT AMERICA, CORP.

520 BROAD ST
NEWARK, NJ 07102

Type of Business: CORPORATION, GENERAL BUSINESS
Status: GOODSTANDING, ANREPT SENT 02 May 2003
State of Origin: NEW JERSEY

Date of 30 Jul 1998
Origination/Authorization:

Current Registered Agent: CT CORPORATION SYSTEM
300 N 6TH ST
BOISE, ID 83702

Organizational ID / Filing C125053
Number:

Number of Authorized Stock N/A
Shares:

Date of Last Annual Report: 27 May 2003
Amendments:

Amendment O filed 30 Jul 1998 CERTIFICATE OF AUTHORITY View Document Online
Download (TIFF format)

Annual Reports:

Report for year 1999 ANNUAL REPORT View Document Online
Download (TIFF format)
Report for year 2000 ANNUAL REPORT View Document Online
Download (TIFF format)
Report for year 2000 CHNG RA/RO View Document Online
Download (TIFF format)
Report for year 2001 ANNUAL REPORT View Document Online
Download (TIFF format)
Report for year 2002 ANNUAL REPORT View Document Online
Download (TIFF format)
Report for year 2003 ANNUAL REPORT View Document Oniine

Download (TIFF format)

Idaho Secretary of State's Main Page State of Idaho Home Page

Comments, questions or suggestions can be emailed to: sosinfo@idsos.state.id.us

.../search.html?SearchFormstep=viewentity&SearchFormSearchForm_ViewEntityStepViewFTYPEvalue=C&Sea8/22/0



Exhibit 3 — SEC Form 10-K and 10-Q of IDT Corporation



IDT Corporation SEC Form 10-K



ED STATES

UNIT
SECURITIES AND EXCHANGE COMMISSION
Washington, D,C, 20549 ' i,

FORM 10-
FOR ANNUAL AND TRANSITION REPORTS PURSUANT TO
SECTIONS 13 OR 15(d) OF THE SECURTTIES EXCHANGE ACT OF 1934

_ . Commission File Number: 0-27898
IDT CORPORATION
: (Emtnameofregismtassgecﬁedinimmwer) B
Delaware ' 22-3415036
(State of other jurisdiction of incorporation or orgarization) " (LRS. Employer Identifiention Number)

520 Broad Street
Newark, New Ji ersey 07102 g
(Address of Principal executive offices, inclnding aren code)

(973) 438-1000
(Registrant’s telephone nuniber, including area code)

Securities registered pursnant to Section 12(b) of the A cf: Common Stock, pz;r vﬁlue $.01 per share
’ " Class B Comrmon Stock, par valne $.01 per share
(Title of class)

and will not be cuntainéd,- to the best of Registrant's Imowledge, in definitive Proxy or information statements incorporated by
reference in Part IIT of this Form 10-K or any amendment to this Form 10-K. [ ]

The aggregate market value of the voting stock held by non-affiliates of the Registrant, based op the closing price op

As of October 23, 2002, the Registrant had outstanding 25,020,972 ‘shares of Common Stock, §.01 par value, 9,816,988
shares of Class A Common Stock, 8.01 par value, and 54,091,855 shares of Clags B Common Stock, $.01 par value, Included

Corporation,

DOCUMENTS INCORPORATED BY REFERENCE

Certain information in the Registrant’s definitive Proxy Statement-for its 2002 Annual Meeting of S\tockholders,_ which

will be filed with the Securifies and Exchange Commissiog pursuant to Regulation 14A, not later than 120 days after July 31,
2002, is incorporated by reference in Part II (Item 5) and Part 1T (Items 10, 11, 12 and 13) of this Form 10-K.




INDEX
IDT CORPORATION
' ANNUAL REPORT ONFORM 10-K .

Pege No
PARTT

Item 1. Busingss .............................................. R |

Item 2. Properties .................... R e 45

Item 3. Legal Proceedings ... ooovi i eereaees 46

Itemd4. Submission of Matters to g Vote of Security Holders ........................... 49
PART I . _

Item 5. Market for Registrant’ s Common Edquity and Related Stockholder Matters , ,........ 50

Item 6. Selectadijncingata B R T P 52

Item 7. Ma.nagement’s- Discugsion anddA.n{alysis of Finaneial Condition and Results of

Operations ........,......... S, L e, P e, 53

Item 7A. Quantitative and Qualitative Disclosures about Market Risks ................... 78

Item 8. Financial Statements amd Supplementary Data ......................... . 79

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial

PICIOSME e s 79
PART ITI '

ttem 10. Directors and Executive Officers of the Regisrant ... .. 80

Ttem 11. Executive Compensation ... .. 80

Item 12. Security Ownexship of Certai Beneficial Owners and Management ...... ... . | 80

Item 13. Certain Relationships and Related Tradsactions ............. ... . . . B0
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CRRIFICATIONS ..o 87
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PARTIV
| Item 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K,

(8) The following documents are ﬁ.led &8 part of this Report:
1. Financial Statements.
2. Financial Statement Schedules,

Schedule No. Deseription
L Valvation and Qualifying Accounts

3.  Exhibits

Exhibit
Number Description of Exhibit

3.01(1)  Restated Certificate of Incorporation of the Registrant,

3.02(1) By-laws of the Repistrant,

3.03(16) Certificate of Amendment to the Restated Certificate of Incorporation of the Registrant.
10.01(2) Employment Agreement between the Registranf and Howard S. Jonag,
10.02(18) 1996 Stock Option and Incentive Plan, as amended and restated, of the Registrant.
10.03(3) Form of Stock Option Agreement under the 1996 Stock Option and Incentive Plan,
10.04(4)  Fomm of Registration Rights Agreement between certain stockholders and the Registrant.
10.05(1)  Lease of 294 State Street.
10.06(5)  Lease of 190 Main Strest. ‘
10.7(6) Form of Kégis'iraﬁdn Rights Agreement between Howard S. Jonas and the Registant
10.8(10) Employment Agreement between the Reg:iétrant and James Courter,
10.9(7) Agreement between Cliff Sobel and the Registrant.
10.10(10) Employment Agreement between the Registrant and Hal Bracher,
10.11(10) Employment Agreement between the Registrant and Howard S. Jonas.

10.12(8)  Agreement and Plan of Merger, dated April 7, 1998, by and among the-Regist:ant, ADM Corp.,
InterBExchange, Inc., David Turock, Eric Hecht, Richard Robbins, Bradley Turock, Wai Nam
Tam, Mary Jo Altom and Lisa Milmlyne.

10.13(9)  Securities Purchase Agresment between the Registrant, Carlos Gomez and Uniopn Telecard
Alliance, ILC. -

10.14(10)  Credit Agreement, dated as of May 10, 1999, by and among the Registrant, various lenders party
thereto, Lehman Commercial Paper Inc., CIBC World Markets Corp. and Bankers Trugt
Company.

10.15(10) Pledge Agreement, dated as of May 10, 1999, by and among the Registrant, certain subsidiaries of
the Registrant and Bankers Trust Company, as Collatera] Agent. '

10.16(10)  Security Agreement, dated as of May 10, 1999, by and among the Registrant, certain subsidiages of
the Registrant and Bankers Trugt Company, as Collateral A gent,

10.17(10)  Subsidiaries Guaranty, dated as of May 10, 1999, by and among the Registrant, certain subsidiarieg
of the Registrant and Bankers Trust Company, as Collateral Agent.

10.18(10) Loan Agreement between the Registrant and Stephen Brown,

81



Exhibit
Number

10.19(11)

10.20¢11)

10.21¢11)
10.22(11)

10.23(11)
10.24(11)

10.25(11)
10.26(11)

10.27(12)
10.28(12)
10.29(13)
10.30(14)

10.31(13)
10.32(14)
10.33(13)
10.34(13)

10.35(15)

10.36(19)

10.37(19)

10.38(19)

Description of Exhibit

Internet/Telecommunications A greement, dated as of My 7, 1999, by and between Registrant and
Net2Phone, Inc.

Joint Marketing Agreement, dated as of Meay 7, 1999, by and between Registrant and Net2Phone,
Inc, :

IDT Services Agreement, dated as of May 7, 1999, by and between Registrant and N et2Phone, Inc.

Net2Phone Services Agreement, dated ag of Mey 7, 1999, by and between Registrant and
Net2Phone, Inc.’ . '

Assignment Agreement, dated ag of May 7, 1999, by and between Registrant and Net2Phone, Ing,

Tax Shering and Indemmification Agreement, dated as of May 7, 1999, by and between Registrant
and Net2Phone, Ine,

Separation Agreement, dated ag of May 7, 1999, by and between Registrant and Net2Phone, Inc.

Co-location and Faeilities Management Services Agreement, dated ag of May 20, 1999, by and
between Registrant and Net2Phone, Ing,

Lease of 520 Broad Street, Newark, New J ersey.
Amendment to Lease of 520 Broad Strest, Newark, New J ersey.
Option Agreement, dated as of Mearch 3, 2000, between IDT Corporation and AT&T Corp.

Amendment to Option Agreement, dated ag of April 5, 2000 between IDT Corporation and AT&T
Corp.

Subscription Agreement, dated as of March 24, 2000, between IDT Corporation and Liberty Media
Corporation.

Amendment to Subscription Agreement, dated ag of May 26, 2000, between IDT Corporation and
Liberty Media Corporation.

Letter Agreement, dated ag of March 28, 2000, between IDT Corporation, AT&T Corp. and
Net2Phone, Inc, .

Letter Agreement, dated as of March 30, 2000, between IDT Corporation, AT&T Corp. and
Net2Phone, Inc, '

Conversion, Termination and Releage Agreement, dated ag of April 30, 2000, between IDT
Corporation, Temra N etworks, S.A., Terra Networks USA, Inc., Tema Networks Access Services
USA LLC and Terra Networks Interactive Services USALLC.

Stock Exchange Agreement, dated as of April 18, 2001, by and among IDT Investments Inc., IDT
Corporation, IDT America, Corp., 225 Old NB Road, Inc., 226 Old NB Road, Inc., 60 Park Place
Holding Company, Inc., Liberty Media Corporation, Microwave Holdings, L.L.C. and Liberty TP
Management, Ine.

Stoclcholders Agresment, dated as of November 26, 1997, by and among Teligent, Inc., Microwave
Services, Inc., Teleom-DTS Investors, L.L.C. and NTTA&T Investment Inc. (Incorporated by
reference to Exhibit 2 to Schedule 13D, filed by The Associated Group, Inc. and Microwave
Services, Inc. on December 8, 1997 with 1espect to securities of Teligent, Inc.)

Registration Rights Agreement, dated ag of March 6, 1998, by and between Teligent, Inc, and
Mictowave Services, Inc. (Incorporated by reference to Exhibit 6 to Amendment No, lto
Schednle 13D, filed by The Associated Group, Inc. and Microwave Services, Inc. on March 8,
1998 with respect to securities of Teligent, Inc.)
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Exhibit
Number

10.39(19)

10.40(20)
10.41(20)
10.42(21)

1043(22)
10.44(23)
10.45(23)

10.46(23)
10.47024)

10.48(24)

10.49(24)

10.50(25)

10.51(26)

10.52(26) -

10.53*

10.54%*

10.55%
10.56%
10.57%

10.58%
10.59%

Description of Exhibit

Stockholders Agraement, dated as of J anuary 13, 2000, by and among Alex J., Mandl, Liberty
Media Corporation, Telcom-DTS Investors, L.L.C. and Microwave Services, Inc. (Incorporatad
by refersnce to Exhibit 7(i) to Schedule 13D, filed by Liberty AGI, Inc. on Jenuary 24, 2000 with
respect to securities of Teligent, Inc.)

Amendment to the Employmen; Agreement between the Registrant and James A. Courter
Amendment No. 2 to the Employment Agresment between the Registrant and James A. Courter

Asset Purchase Agreement, dated December 18, 2001, between IDT Winstar Acquisition, Inc.,,
Winstar Communications, Inc. and the subsidiaries of Winstar listed on Appendix 1 thereto,

Employment Agreement between the Registrant and Howard S. Jonas,
Subscription Agreement, dated ags of August 11, 2000, by and between Net2Phone and AT&T.

Stock Purchase Agreement, dated as of Angust 11, 2000, by and between AT&T, IDT and IDT
Investments. :

Voting Agreement, dated as of August 11, 20003 by and between ITelTech and IDT Investments.
Limited Liability Company Agreement, dated as of October 15, 2001, of Net2Phone Holdings, by
IDTD-U . ) : :
Amended and Restated Limited Liability Company Agreement, dated as of October 19, 2001, of

Net2Phone Holdings, by and among AT&T, ITelTech, IDT and IDT D.UJ

Second Amended and Restated Limited Liability Company Agresment, dated as of October 18,
2001, of Net2Phone Holdings, by and among AT&T, ITelTech, IDT, IDT D-U, IDT Investments,
Liberty Media and LMC )

Stockholders Agreement, dated ag of May 13,'1999, by and among IDT, Clifford M. Sobel],
Net2Phone and the additional investors listed og Schedule A thereto, ,

Amended and Restated Limited Liability Company Agreement, dated as'of November g, 2001, of
IT Stock, by Net2Phone Holdings.

Amendment No. I to the Second Amended and Restated Limited Liability Company A greement,
dated as of October 31, 2001, of Net2Phone Holdingg, by and among AT&T, ITelTech, IDT, IDT
D-U, IDT Investments, Liberty Media and LMC.

Amendment No. 1 to Securities Purchase Agreement, dated April 24, 2002, by and among the
Registrant, UTCG Holdings L.LC and Union Telecard Alliance, 1LIC.

Amended and Restated Operating Agreement of Union Telecom Alliance, LLC, dated April 24,
2002, by and among UTCG Holdings LLC, IDT Domestic-Union, LLC, the Registrant and Uniop
Telecard Alliance, LLC,

Amended and Restated Distribution Agreement, dated April 24, 2002, by and between IDT
Netherlands, B.V. and Union Telecard Alliance, 1.LC,

Unit Purchase Agreement, dated April 10, 2002, by and among WCI Capital Corp., Dipchip Corp.,
the Registrant and Winstar Holdings, LLC.

Lock-up, Registration Rights and Exchange Agreement, dated June 6, 2000, by and between the
Registrant and Liberty Media Corporation,

Letter Agreement, dated April 22, 2002, by and between Charles Garner and the Registrant.

Employment Agreement, dated February 4, 2002, by and between the Registrant and E. Brian
Finkelstein. _
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Exhibit : ’
Number Description of Exhibit

10.60% Amendment to the Employment Agreement, dated October 24, 2002, between the Registrant and
E. Brian Finkelstein, S

21.01* Subsidiaries of the Registrant,

23.01%* Consent of Emnst & Young LLP,
99.1(a)*  Certification of Ciaief Executive Officer
99.1(b)*  Certification of Chief Financial Officer

*  filed herewith '

(1) Incorporated by reference to Form S-1 filed February 21, 1996 file no. 333-00204.

(2) Incorporated by reference to Form S-1 filed January 9, 1996 fle no, 333-00204.

(3) Incorporated by reference to Form S-8 filed January 14, 1996 fle no. 333-19727.

4) Incorporated by reference to Form S-1 filed March 8, 1996 file no. 333-00204.

(5) Incorporated by reference to Form 10-K for the fiscal year ended T uly 31, 1997, filed October 29, 1997.

(6) Incorporated by reference to Rorm S-1 filed March 14, 1996 fils no, 333-00204.

) Incorporajf.ed by reference to Form 10-K/A for the fispal year ended July 31, 1997, filed Febrnary 2, 1998,

(8) Incorporated by reference to Form'8-K fled Aptil 22, 1998, - '

(® Incorporated by reference to Form 10-K/A for the fiscal year ended July 31, 1998, filed Deceamber 4, 1098,

(10) Incozporated by reference to Form 10-Q for the fiscal quarter ended J; anuary 31, 1999, filed March 17, 1999,

(11) Incorporated by reference to Form 10-Q for the fiscal quarter ended April 30, 1999, filed June 14, 1999,

(12) Incorporated by reference to Form 10-K for the fiscal year ended July 31, 1999, filed November 4, 1999,

(13) Incorporated by reference to Form 10-Q for the fiscal quarter ended April 30, 2001, filed March 12, 2000.

(14) Incorporated by reference to Form 8-K filed March 31, 2000,

(15) Incorporated by reference to Schedule 14C fisd June 12, 2000. -

(16) Incorporated by reference to Form 10-Q for the fiscal quarter ended April 30, 2000, filed June 14, 2000.

(17) Incorporated by reference to Form 10-Q for the fiscal quarter ended October 31, 2000, filed December 15,
2000.

(18) Incorporated by reference to Form 10-Q.for the fiscal quarter ended Jannary 31, 2001, filed March 15, 2001.

(19) Incorporated by reference to Schednle 13D filed on April 30, 2001. '

(20) Incorporated by reference to Form 10-Q for the fiscal quarter ended October 31, 2001, filed December 17,
2001.

(21) Incorporated by reference to Form 8-K fled J anuary 3, 2002,

(22) Incorporated by reference to Form 10-Q for the fiscal quarter ended April 30, 2002, filed June 14, 2002.

(23) Incorporated by reference to Schedule 13D filed on Augnst 21, 2000, with respect to Net2Phone, by IDT
Investments, IDT and Howard S. Jonas,

(24) Incorporated by reference to Schedule 13D, filed on October 25, 2001, with respect to Net2Phone, by
Net2Phone Holdings, L.L.C.,, IDT Domestic-Union, LLC, IDT Investments Inc., IDT Nevada Holdings,
Inc., IDT Domestic Telecom, Inc., IDT Telecom, Inc., IDT Corporation, Howard S, Jonas, ITelTech, LLC
and AT&T Corp. ’

(25) Incorporated by reference to Form S-1/A of Ni et2Phone filed June 20, 1999.

(26) Incorporated by reference to Schedule 13D, filed on November 15, 2001, with respect to Net2Phore, by IT
Stock, Net?Phone Holdings, IDT D-U, IDT Investments, IDT Nevada, IDT D-T, IDT Telecom, IDT,
Howard S. Jonas, ITelTech and AT&T.

(b) Reports on Form 8-K.

On Augnst 28, 2002, the Registrant filed Amendment No.1 to ity Current Report on Form 8-K originally
filed on January 3, 2002,
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchapge Act of 1934, the
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Dats: October 29,2002
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CERTIFICATIONS

I, Tames A. Courter, Chief Ezecutive Officer of IDT Corporation, certify that:
1. Ihave reviewed thig annual report on Form 10-K of IDT Corporation;

2. Based on my Imowledge, this annual report does not contain any untrue statement of a material fact or
Omit to state a materia] fact hecessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annnal
Teport; and

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

Date: October 25, 2002

/s JTaMES A, COURTER
James A, Courter
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CERTIFICATIONS

L, Stephen R. Brown, Chief Financial bﬁber of IDT Corporation, certify that:
1. Ihave reviewed this annual report on Form 10-K of IDT Corporation;

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

3. Based on my kmowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and

cash flows of the registrant as of, and for, the periods presented in this annmal report,

Date: October 29, 2002

/s/ _STEPHEN R. BROWN
Stephen R. Brown
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Stockholders
IDT Corporation

We have andited the accompanying consolidated balance sheets of IDT Corporation (the “Company”) as of

July 31, 2001 and 2002, and the related comsolidated statements of operations, stockholders’ equity and cash
flows for each of the three years in the period ended July 31, 2002. Our audits also inclnded the financial

accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation, We believe that our andits provide a reasonable basis for our Opinion.

In our opinion, the financial Statements referred to above present fairly, in all material respects, the
consolidated financial position of the Company at July 31, 2001 and 2002 and the consolidated results of its

material respects the information set forth therein,

New York, New York
October 24, 2002

/s/ BRNST & Young LLP
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IDT CORPORATION
CONSOLIDATED BALANCE SHEETS

July 31
2001 2002
(in thousands, except share data)
ASSETS
Current assets: :
ipang cash equivalents ... $1,091,071  § 351,248
Teostable socurifies ..., " 3,480 658,731
Trade accounts receivable, net of allowance for doubtful accounts of $22,508 at
July 31, 2001 and $38,803 at Ty 31,2002 oo 116,759 126,153
Oeremmentassets ... L 32,413 65,291
PO SMMEERSSEIS 1,243,732 1,201,423
Property, plant and SRUPMEDt Bt 224,042 250,631
e e 178,293 32,702
Licenses and other mtangibles, net ..., 18,511 25,503
O e T 60,732 58,903
ORETRSSSIS oI 155,279 38,758
TORISES 31,881,589 $1,607,920
LisBmrmmes anp STOCKBOLDERS® EQUITY
Current liabjlitieg: _
Trade accounts PAyable $ 163,313 § 121,529
Dot SXPRISES . 54,893 124,437
Qoo Ievene L 71,387 112,183
Capital lease obligations—current POTon ... 20,927 22,960
Other current Babililes ... 17,819 11,866
Total current liabilities ......... .. . R TR . 328,339 392.975
Deferred tax Habilities, et ... ... 390,914 241,973
Capital_ lease ob]igations—long-term- poTion ... 50,179 45,308
Offertiabilites ... 14,502 3,088
o Mebltles 783,934 683,434
Copomyinerests - 21,419 54,956
Commitments and contingencies ‘
Stockholders’ equity:
Preferred stock, $.01 par value; anthorized shares—I0,000,000; no shareg
ol s — —
Common stock, $.01 par value; anthorized shares—lO0,000,000; 22,791,789 and .
19,568,634 shares issued and outstanding in 2001 and 2002, respectively . . . . . 228 196
Class A common stock, $.01 par value; anthorized shares—BS,OO0,000; '
9,816,988 shares issued and outstanding in 2001 and 2002 .. ........ . . | 98 o8
Class B common stock, $.01 par value; authorized shares—100,000,000;
39,291,411 and 45,990,681 shares issned and outstanding in 2001 and 2002, :
Vel e e 393 500
Additional paid-ip CPHAL ... 454,093 606,387
pleastry Stock, teost ..., |11 e (138,087) (153,713)
Accumulated other comprehensive loss ..., T (2,575) (2,675)
Reteimed earnings ... LI 722,086 418,737
Total stockholders’ SR 1,076,236 869,530
Total liabilities and stockholders’ equity ..., $1,881,589 31,607,920

See accompanying notes to consolidated financial statements,
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IDT CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

Direct cost of revenues (exclnsive of items shown below)..........
Selling, general and administrative . ...........................
Depreciation and emortization ................c.0vuinsnnn.,,
Impairment ChaTEES v\ . uvvee e

Loss from operations . .........ouuuiiuiseieins
Interest income, met . ....... i P

Income (Joss) before income ‘taxes, minority interests, extraordinary
itern and cumnlative effect of accounting change . ................
Minority imferests .............ooviiiiii e

Income (ioss) before extraordinary item and cummlative effect of
accounting change . .................o..ueiiiii SRR
Extraordinary loss on retirement of debt, net of income taxes of
SLBY o
Cumnlative effect of accounting change, net of income taxeg of

$3.525

Earnings per share: :

Income (loss) before extraordinary item and cumulative effect of
accounting change: '
Basic ...

Bagic ...
Basic ...

Basic ...

See accompanying notes to consolidated financial statements,

F4

Year ended July 31
2000 2001 2002
(in thonsands, except per share data)
$1,093,912 $1,230,950 $1,531,614
918,257 1,066,845 1,205,003
343,702 337,107 370,577
48,564 60,351 66,016
— 199,357 114,310
1,310,523 1,663,660 1,755,906
(216,611) (432,710 (224,292)
7,231 52,768 21,757
(6.289)  (75,066)  (43,980)
350,344 1,037,726 —
258,218 164,762 (12,117
392,803 747,480 (258,641)
(59,336) 5,726 22,070
218,403 200,395 (124,345)
233,826 532,359 - (156,366)
(2,976) — —_
— — (146,983)
$ 230,850 § 532,359 % (303,349)
$ 334 % 779 % (2.08)
5 311 % 712§ (2.08)
$ (0.04) & — 3§ —
$ (0.04) § — —
$ — — ¢ (1.96)
$ — 3 — § @196
$ 330 § 779 % (4.04)
$ 3.07 % 712 % (4.04)
69,933 68,301 75,108
75,239 74,786 75,108
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* IDT CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended July 31
2000 2001 2002
(in thonsands)
Operating activities )
M€ {000mE (1085) .viiiiiiiiiie e i e 5230850 § 532,35 & (303,345)
Adjnstments to reconcile et income (o55) to net cash provided by (used in) operating activitias:
Do CAatlon B0 BGTHZRHON 1. v e e 48,564 60,351 66,016
popemment ChRIgEG . L s —_ 189,357 134,310
Extraordinery loss on retirement of debt before income taxes ... ,..,........ Phreiieiieiees e 4,870 C— —_
Cumuletive effest of acconnting chenge before income taxes . .. .., e e e — — 150,508
PRI IRETOHE s e (59,336) 5,726 2,070
P, Eoareniee of Class B common stosk ...,/ 1111111 - L — 5,310
el .0 s '216,903 204,188 (127,342)
Issuance of common stock to charitable foundatOD . ... vviveian sl —_— 26,378 —_
Net realized (geins)osses from sales of marketable securities and investments .................... (261,025) ‘148,724 6,807
oty 01085 O BIHAIES . ... s 6,289 75,066 43,080
Non-cash compensation, . . . ... ., .. B T . 42,917 3,082 1,804
SomomTyemm sstlement ... .. s - (313,486) —_
Gain on sales of SUDSIGIATY SIOCK T (350,344)  (1,037,726) —_
Changes in assets end linbilitisg: .
oIS EREIVALE e (52,643) 36,029 29,151
QODSTEIEIS 1T (28,194) 14,234 (4,364)
Trade accounts payeble, acerned expenses and other Habilities ... ........................ .. 80,053 64,675 (23,238)
Defemmedrevenie ... 34,026 7,271 35,981
Net cash provided by (used in) OPETANDG BCHVIteS . ... \eiiii (77,070) 26,228 21,743
Investing activities : :
Purchases of property, plat and equipment ............. e . (101,192) (106,513) (35,245)
Lssuence of notes receivable ............. ... ... ... .. —_— (12,089) (8,543)
Investments and acquisitions, net of cash BEQUITER L (38,803) (73,722) (81,398)
Sonection of nowsseceivatie ................... L[| 5,524 -_ —
Sales of markemble securiies ... ., ... .. — 164,052 742,866
Purchases of marketable BBGUTIHES ... ..vvseeiieies e (7,059) —_ (1,399,171)
Net proceeds from sale of equity interests i subsidiery .................. .. 115434 1,042,113 —
Net cash (used in) provided by investing activities ... (22,096) 1,013,841 "(785.491)
Financing activities .
Proceeds from exercise of stocik options for Net2Phone ................................... 8172 — —_
Distributions 1o minority shareholder of a subsidiary .................. T 3,177 (18,908) (15,018)
propeets fram bomowings' ... 13,808 - -
proceeds fram exereise of wamants ... 11T 117 - -
Proceeds fram exercise of stock OPHOIS . ..o 14,534 6,883 53,924
Repayment of capital lease ObHEANONS ... (9,833) (14,736) (19,033)
Repayment of BOMOWIRGS T (108,146) (26,054) (6,308)
Proceeds from issuance of common stock and Class B common stock .. ................... ... ... 128,648 74,787 —
Proceeds from offerings of common stock by NetoPhome .......coooiiin T 261,189 — —
Coliection of loans to stockholders By NetPhone -.......ooouv o, 623 —_ —_
Proceeds from sale of EUbSGiary SIOCK ... 5,000 —_ 30,000
Proceeds from issuance of stock OPHODE .. oo T — 2,000 —
Repurchases of common stock and Class B common $t0ck ... v.vveee.., .., (101,883) (135,849) (15,640)
Net cash provided by (used in) finencing activities ... 200,142 (111,877) 23,925
ooy ecrease) merease imemsh . 108,976 928,192 (739,823)
Cash and cash equivalents at beginming of year ..., . 52,903 162,879 1,001,071
Cash and cash equivalents at epd of YOAT oot e B, 3162879 §1,09,071 & 351,248
Supplementa! disclosure of cash flow information
Cosh payments made FarSnietest ..ot 1004 § 7007 3 5,739
Cash payments made for ooome taxes ............_.....ooioi o $ 1050 § 5963 § 12,176
Suppiemental schedule of non-cash investing and financing activities
Purchases of property, plant 2nd equipment through capita) Jease obligations ...................... § 45541 5§ 27010 3 15,311
Exchange of Net?Phone common stock for shares of Yahoo! Ine. +..............coooiiii 3 — § 150000 § —
Issuance of Class B common stock for acquisitions ... 3 — 3 — § 34964

See accompanying notes to consolidated financial statements,
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IDT CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
July 31, 2002 .

1. Summary of Significant Accounting Policies
Description of Business
IDT Corporation (“IDT" or the “Company™) is a facilities-based multinational communications company
that provides services and products to retail ‘and wholesale customers worldwide, including prepaid debit and
rechargesble calling cards, consumer long distance services, and wholesale carrder services, The Company also
Operates several media and entertainment-related businesses, most of which are currently in the early stages of
development, '

Winstar Holdings ("Winstar”), a wholly owned subsidiary of IDT, is a broadband and telephony service
provider to commercial and governmentzal customers. Through its fixed-wireless and fiber infrastructure, Winstar
offers local and long distance phone services, and high speed Intsmnet and data communications solutions.

On May 4, 2001, the Company declared a stock dividend of one share of Class B common stock for every
one share of common stock, Class A common stock and Class B common stock. IDT distributed the dividend

Investment in Net2Phone .

Until August 2000, the Company also provided Internet telephony services through its majority owned
subsidiary Net2Phone, Inc. (“Net2Phone™). On Angust 11, 2000, the Company completed the sale of 14.9 million
shares of its holdings of Net2Phone’s Class A common stock, at a price of $75 per share, to ITelTech, LLC
(“ITelTech™), a Delaware limited Eability company controlled by AT&T Corporation ("AT&T”). In addition,

per share. These transactions rednced the voting stake of IDT in Net2Phone from approximately 56% to 21% and
its economic stake in Net2Phone from approximately 45% to 16%. In recognition of these transactions, the
Company recorded a gain on sales of subsidiary stock of $1.038 billion during the year ended July 31, 2001, and
deconsolidated Net2Phone effective Angnst 11, 2000, Accordingly, the Company accounted for jts investment in
Net2Phone subsequent to the deconsolidation using the equity method of accounting,

On October 23, 2001, IDT, Liberty Media Corporation (“Liberty Media”) and AT&T formed a Limited
Lability company (“LLC”), which through a series of transactions among IDT, Liberty Mediz and AT&T now
holds an aggregate of 28.9 million shares of Net2Phone’s Class A common stock, representing approximately
46% of Net2Phone’s outstanding capital stock. Because the 1LC holds Class A common stock with two votes
per share, the LLC has approximately 63% of the sharsholder voti g power in Net2Phone, IDT holds the
controlling membership interest in the LI.C and is the managing member of the LLC, Through July 31, 2002, the
Company accounted for its investment in the LLC using the equity method since its control of the LLC was
deemed to be temporary due to unilateral liquidation rights held by each of the LLC members, As of July 31,
2002, IDT's equity investment in Net2Phone was 19.2%,

In August 2001, the Financial Accounting Standards Board (“FASB™) issued Statement of Financial
Accounting Standards (“SFAS™) No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets,
which addresses financial accounting and reporting for the impairment or disposal of long-lived assets and
supersedes SFAS No. 121, Accounting for the Impairment of Long Lived Assets to be Disposed Of, and the
accounting and reporting provisions of Accounting Principles Board ("APB”) Opinion No. 30, Reporting the
Results of Operations for a Disposal of a Segment of a Business. SFAS No. 144 also amends Accounting
Research Bulleting (“ARB” 31), Consolidated Financial Statements, as amended by. SFAS No. 94, Consolidarion
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Net2Phone under. the equity method of accounting, Summarized financial information for Net2Phone as-of and
for the year ended July 31 is as follows: '

2001 2002
(in thousands)
POLSBIISIE &SRR $287,572 % 114,138
Total assets ......... B R R T P 411,403 171,69
ROHARE €apital s 218,100 60,321
REVEHSS . 1oL 150,198 137,855
FOSSBOM 0pRIBONS ... (240,210) (25 7,794)

Basis of Consolidation and Accounting for Investments

The consolidated financial Statements include the accounts of IDT and all companies in which IDT hag a
controlling voting interest that is not temporary (“subsidiaties™), ag if IDT and its subsidiaries were a single
company. Significant intercompa_ny accounts and transactions between the consolidated companies have beeq
eliminated,

Investments in companies in which IDT hag significant influence, but less than and other than temparary
controlling voting interest, are accounted for using the equity method of accounting. Investments in companies in .
which IDT does not have an other than’ temporary controlling interest or an ownership and voting interest so
large as to exert significant influence are accounted for at market value if the investments are publicly traded and
there are no resale restrictions, or at cost, if the gale of a publicly-traded investment is restrictsd or if the
investment is not publicly traded. Due to the adoption of SFAS No. 144, effective Aungust 1, 2002, IDT will

The effect of any changes in IDTs ownership interests resnlting from the issuance of equity capital by
consolidated subsidiaries or equity investees to unaffiliated parties is inclnded in Zain on saleg of subsidiary
stock. ' ' -

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year’s presentation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes, Actual regults may differ from those estimates,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—-(Conﬁnued)

Revenue Recognition

months fom activation,

Revenues at our Winstar segment related to high-speed Internet and data services and local and long-
distance voice services are recognized when services are provided,

Purchase of Nerwork Capacity

Purchases of network capacity pursuant to Indefeasible Right of Use (“IRU™) agreements are capitalized at
cost and amortized over the term of the capacity agreement, which is generally 15 years. Historically, we have
not been a provider of network capacity. .

Direct Cost of Revenues

Direct cost of revenues consists primarily of termination costs, toll-free costs, and network costs—including
customer/carrier interconnect charges and leased fiber circuit charges. Direct cost of revenneg also includes
connectivity costs for the Winstar’s fixed-wireless network backbone and lease payments for Winstar's network
of buildings. Direct cost of revenues excludeg depreciation and amortization: expense. '

Property, Plant and Equz'pmenz‘
buildings—40 years; and furniture and fixtures—5 to 7 years. Leasehold improvements are depreciated using the

Advertising Expense

The majority of IDTs advertising expense relates to its consumer long distance business. Most of the
advertisements are in print or television media, with expenses recorded as they are incurred. Some of the
advertising for the consumer long distance business is also dope om a cost-per-acquisition basis, where the
Company pays the provider of advertising based on a fixed amount per each customer who becomes a subscriber
of its services. In such cases, the expenses are recorded based on the number of customers who were added
during the period in question.

For the years ended July 31, 2000, 2001 and 2002, advertising expense totaled approximately $46.7 million,
$17.1 million and $16.0 million, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Software Development Costs

Costs for the internal development of new software products and substantial enhancements to existing
software products to be sold are expensed as incurred until technological feasibility has been established, at
which time any additional costs are capitalized, For the years ended Tuly 31, 2000, 2001 and 2002, research and
development costs totaled approximately $4.7 milkion, $2.5 million and $1.0 million, respectively.

Capitalized Internal Use Software Costs

The Company capitalizes certain costs incurred in comnection with developing or obtaining internal nge
software. These costs consist of payments made to third parties and the salaries of employees working on such
software development. For the years ended July 31, 2000, 2001 and 2002, the Company has capitalized $8.6
million, $2.5 million and $1.4 million, respectively, of internal use software costs as computer software.

Repairs and Maintenance

We charge the cost of repairs and maintenance, including the cost of replacing minor items not constituting
substantial betterment, 1o selling, general and administrative expenses as these costs are incurred.

Long-Lived Assets

In accordance with SFAS No. 121, the Company raviews its long-lived assets and certain identifiable
intangibles for impairment whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be recoverable. The analysis of the recoverability utilizes undiscounted cash flows. The
measurement of the loss, if any, will be caleulated as the amount by which the carrying amount of the asset
exceeds the fair value;

Cash and Cash Eguivalents

The Company considers all highly liquid investments with a maturity of three months or less when
purchased to be cash equivalents. Cash and cash equivalents are carried at cost, which approximates market
value. At July 31, 2001 and 2002, the Company had 89% and 60%, respectively, of its cash and cash equivalents
in three and two financial institutions, respectively,

Goodwill

In June 2001, the FASB issued SFAS No. 142, Goodwill and Other Intangible Assets. Under the new rules,
goodwill and intangible assets deemed to have indefinite Tives will no longer be amortized but are subject to
impairment tests, performed at least anmually, in accordance with the Statement. Other intangible assets will
continue to be amortized over their nseful lives,

Other Intangibles

Licenses are amortized over 5 years using the straight-line method. Costs associated with obtaining the right
to use trademarks and patents owned by third parties are capitalized and amortized on a straight-line basis over
the term of the trademark lcenses and patents. Acquired core technology is amortized over 3 to 5 years. The
Company systematically reviews the recoverability of its acquired leenses and other intangible assets to
determine whether an impairment has occurred. Upon determination that the carrying value of acquired licenses
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

and other intangible assets will not be recoverad based on the undiscounted future cash flows of the acquired
business, the carrying value of such acquired licenses and other intangible assets would be deemed impaired and
would be reduced by 2 charge to operations in the amount that the carrying value exceeds the fair value,

Foreign Currency Translation

Assets and liabilities of foreign subsidiaries denominated in foreign currencies at July 31 are translated at
year-end rates of exchange and monthly results of operations are translated at the average rates of exchange for
that month. Gains or losses resulting from translating foreign currency financial statements are recorded as a
Separate component of accumulated other comprehensive loss in stockholders’ equity.

Income Taxes

The Company recognizes deferred tax assets and liabilities for the future tax consequences attributable to
differences between the financial statements carrying amounts of existing assets and liabiliies apd their
respective tax bases. A valuation allowance is provided when it is more likely than not that some portion or all of
a deferred tax asset will not be realized. The ultimate realization of deferred tax assets is dependant upon the
generation of future taxable income during the period in which related temporary differences become deductible.
Management considers the scheduled reversal of deferred tax liabilities, projected future taxable income and tax
planning strategies in this assessment. Deferred tax assets and liabilities are measured using the enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date,

Earnings Per Share

Basic earnings per share is computed by dividing the net income (loss) attributable to common stockholders
by the weighted average number of common shares outstanding during the period. Diluted earnings per share
adjusts basic earnings per share for the effects of convertible securifies, stock options, warrants, contingently
issuable shares and other potentially dilutive financial instruments, only in the periods in which such effect ig
dilutive. :

Vulnerability Due to Certain Concentrations .

Financial instruments that potentially subject the Company to concentration of credit fisk consist principally
of cash and cash equivalents, marketable securities and trade accounts receivable. Concentration of credit risk
with respect to trade accounts receivable is limited due to the large number of customers in various geographic
regions comprising the Company’s customer base. No single customer accounted for more than 10% of
consolidated revenues in Fiscal 2002. However, our 5 largest customers accounted for 15.2% of consolidated
revenues in Fiscal 2002. This concentration of revenues increases our risk associated with nonpayment by these
customers,

The Company is subject to risks associated with its international operations, including changes in exchange
rates, difficulty in trade accounts receivable collection and longer payment cycles.

Management regularly monitors the creditworthiness of its domestic and international customers and
believes that it has adequately provided for any exposure to potential credit losses.
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NOTES TO CONSOLIDATED FINANCIAL STAT‘EI\dENTS——(Conﬁnued) o

Fair Value of Financial Instruments

The estimated fair value of fnancial instruments has been determined using available market information or

other appropriate valuation methodologies. However, considerable judgment is required in interpreting market
datato develop estimates of fair value, Consequently, the estimates are not necessarily indicative of the amounts
that could be realized or would be paid in a current market exchange, At July 31, 2002, the carrying value of the
Company’s trade accounts receivable, other current assets, trade accounts Payable, acerued expenses, deferred

Tevenue, capital lease obligations and other currant Ligbilities approximate fair valne,

Stock Based Compensation

As permitted under SRAS No, 123, Accounting for Stock-Based Compensation (“SFAS 1237), the Company
applies APB No. 25 in accounting for its stock option plans and, accordingly, compensation cogt is recognized

compensation cost of these grants is amortized on a straight-line basig over their vesting periods, The Company

follows the disclosure only provisions of SFAS 123 and provides pro forma disclosures of net income (loss) and
~ net income (Joss) per share as if the fair value-baged method of accounting for stock options, as defined in
. SFAS 123, had been epplied. B

Recently Issued Accounting Standards

In June 2001, the FASB issued SFAS No. 143, Accounting for Retiremeny Obligations (“SFAS 1437). SFAS
143 establishes accounting standards for the recognition and measurement of an agset Tetirement obligation and
its associated asset refirement cost. It also provides accounting gnidance for legal obligations associated with the
retirement of tangible long-lived assets. The Company is réquired to adopt SFAS 143 on Angnst- 1, 2002 and
expects that the provisions will not have a material impact op its consolidated financial Statements,

In April 2002, the FASB issned SFAS No. 145, Rescission of FASB Statements No. 4, 44 and 64,

Amendment of FASB Statemeént No. 13, and T, echnical Corrections (“SEAS 145™). SFAS 145 updates, clarifies

effects of transition to provisions of the Motor Carrier Act of 1980, Becanse the transition has been completed,
Statement No. 44 is no longer necessary. :

those corrections are not substantive in nature, in some instances, they may change accounting practice. IDT ig

Opinion No. 30, will be reclassified to conform with the provisions of SFAS 145 . The Company does not expect
the adoption of SFAS 145 will have a material impact on its consolidated financial Statemnents,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal -
* Activities (“SFAS 146”). SFAS 146 requires Companies to recognize costs associated with exit or disposal

accounting guidance wes provided by Emerging Issuss Task Force (“EITF”) Issue No. 94-3, Lia?:ility
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain

2. Marketable Securities

The Company classifies all of its marketable securities as “aveilable-for-sale securities.” Such marketable
securities consist primerily U.S. Government Agency Obligations, which are stated at market value, with
unrealized gains. and losses in snch securities reflected, net of tax, as “other comprehensive income (loss)” in

Gross Gross
. Unrealized Unrealized
Cost Gains Losses Fair Value
(in thousands)
Short-term
Available-for-sale securities:
U.S. Government Agency Obligations ............. ... . $628,635  $3490 § — $632,125
Other marketable securities ...................... . 32,265 _ (5,663) 26,606

$660,904 $3.490  §(5,663) $658,731

The following is a summary of marketabis securities as of July 31, 2001:

Gross Gross
Unrealized Unrealized Fair
Cost Gains Losges Value
(in thousands)
Short-term
Awvailable-for-sale securities:
U.S. Government Agency Obligations ..................... 31,150  $— $ (33 %1117
Other marketable securities ................. ... ... . . 6,318 — (3,946) 2,372

$7468  $—  $(3979) $3,489

— _—

Sales and realized (gains) losses from the sale of available-for-sale securities for the years ended July 31,
2000, 2001 and 2002 amonnted to approximately $104.2 million and $(28.3) million, $162.0 millicn and $126.0
million, and $742.9 million and $(1.5) million, respectively. The Company uses - the specific identification
method in computing the gross realized gains and gross realized losses op the sales of marketable securities.

During Fiseal 2000, IDT sold approximately $55.0 million of held-to-maturity securities prior to their
maturity dates and recorded a loss of approximately $1.2 million. The securities were sold to fund certain
transactions. In cotmection with these sales, marketable securities with a cost basis of approximately $22.0
million were reclagsified as available-for-sale and through July 31, 2000, unrealized losses of approximately $0.8
million were inclnded in accumulated other comprehensive logs. ‘
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Terra Nevworks Transacrion

customers in the United States. One company was formed to provide Internet access to customers and the other
company was formed to develop and manage an Internet portal that would provide content-based Inmternet
sefvices. IDT’s 49% interest in the Internet access company was accounted for using the equity method of
accounting, The equity method was nsed since IDT had significant influence, but less than a controlling voting
interest. IDT"s 10% interest in the Internet portal company was accounted for at cost. The cost method wag used
since IDT did not have a controlling voting interest, or an ownership or voting interest so large a8 to exert
significant influence, and the venture was not publicly traded. On April 30, 2000, the Company sold its interests
in the two joint ventures for the right to receive 3.75 million shares of Temra common stock. In connection with
these sales, the Company recognized a pre-tax gain of $231.0 million for the year ended July 31, 2000. During
the years ended July 31, 2000 and 2001, the Company sold a total of 3.745 million of its Terra shares and
recognized therewith & gain of $24.9 million and a loss of $129.2 million, respectively, which have been included
as a component of “investment and other income (expense).”

3. Property, Plant and Equipment

Property, plant and equipment consists of the following:

July 31
2001 2002
(in thonsands)

Equipment ........ R R $264,422  $ 343,874
Computer SOftWare ... ... 10,192 | 11,468
Leasehold improvements .............................. 21,603 27,453
Furniture and fixtures . . ... . . I 11,120 12,242
Landand building ... 8,937 8,934

316,274 403,971
Less accummlated depreciation and amortization .................. ... .. (92,232) (153,340)
Property, plant and equipment, net ..................... 3224042 $ 250,631

Fixed assets under capital leases aggregated $104.2 million and $118.3 million at July 31, 2001 and 2002,
respectively. The accumulated amortization related to thege assets under capital leases was $35.4 million and
$50.2 million at July 31, 2001 and 2002, respectively. Amortization of fixed assets under capital leases is
included in depreciation and amortization expense in the accompanying consolidated statements of operations,

During the year ended July 31, 2002, the Company recorded an impairment charge associated with itg
property, plant and eguipment of $3.9 million, primarily resulting from the write-down of certain
decommissioned European telecommunications switch equipment and certain discontinued wireless-related
equipment.

As a result of the Company’s gradual exit from the dial-up Internet access service business, including the
sale of a majority of its dial-up Internet access customers, the Company recorded an impairment charge
associated with its property, plant and equipment of $ 6.0 million during the year ended July 31, 2001, primarily
relating to equipment previously used to provide dial-up Internet access services.
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4. Goodwill, Licenses and Other Intangibles

In June 2001, the FASB issued SFAS No. 142. Under the new rules, goodwill and intangible assets deemed
to have indefinite lives would no longer be amortized but rather be subject to impairment tests performed at least
annually, in accordance with the Statement. Other intangible assets would continue to be amortized over their
useful lives. ' '

The Company chose to early adopt the new rules on accounting for goodwill and other intangible assets and
began to apply them beginning in the first quarter of Fiscal 2002, As such, the Company performed the required
impairment tests of goodwill as of Aungust 1, 2001, and, as a result, the Company recorded an impairment charge
of $147.0 million, net of income taxes of $3.5 million. The impairment charge was recorded in the first quarter of
Fiscal 2002 as a cumulative effect of a change in accounting principle. In determining the impairment charge, the
Company obtained an independent valuation of the underlying assets in which discounted cash flows analyses
were utilized. As a result, it was determined that the fair value of certain reporting units were less than their
camrying values. The implied fair value of goodwill was then determined to be below its carrying value, As a
result, the Company recorded an impairment charge to reduce the fair value of goodwill athibutable to these
reporting units to its carrying value,

During the year ended July 31, 2002, the Company recorded goodwill of $4.9 million as 2 resalt of
acquisitions, primarily in the Company’s Media business segment. The table below reconciles the change in the
carrying amount of goodwill by operating segment for the period from July 31, 2001 to July 31, 2002:

Wholesale Retail
Telecommunications Telecommunications Internet
. Services Services Winstar Telephony Media Corporate  Total
: _ (in thousands) )
Balance as of July 31, 2001 $ 44,148 $ 104,211 5— $— $29934 $— $178,293
Effect of adoption of
SPASNo.142 ........... (44,148) (103,635) — —_ (2,725) — (150,508)
Acquisitions during 2002 . . . — 446 — — 4471 — 4,917
Balance as of July 31, 2002 3 - $ 1,022 — $— $31,680 $— § 32,702
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The following table presents the impact of SFAS No. 142 on income (loss) before extraordinary item angd
cummulative effect of accounting change, net income (loss) and earnings per share had the standard beep in effect
for the years ended July 31, 2000 and 2001;

Year Ended July 31,
2000 2001 2002 -
(in thousands, except per share data)

Income (loss) before extracrdinary item and

cumulative effect of accounting change ........,........... e $233,826 $532,359 $(156,366)
Addbac]cgoodwﬂlamorﬁ.zaﬁon.'....................,...-..... ...... 14,926 16,313 —_
Adjusted income (loss) before extraordinary item ) _ .

and cumulative effect of accounting change ....................... . $248,752 548,672 $(156,366)
Eamingspersha:e—basic........................................, $ 334 3% 779 3 (2.08)
Addback: goodwill amortization . ... |/ 0.21 0.24 —_
Adjusted eamings per share—bagic ............. ... e $ 355 % 803 § (2.08)
Earnings per share—diluted ............................ $ 3118% 712 % (2.08)
Add back: goodwill amortization ..., ... | 0.20 0.22 —
Adjusted eamings per share—diluted . ................. ... $ 331 § 1734 § (2.08)
Net income (loss) ... $230,850 $532,359 $(303,349)
Add back: goodwill amortization ......... ... | 77T 14,926 16,313, —
Adjusted netincome (loss) ........... e e e e $245,776  $548.672 $(303,349)
Barnings per share—basic ... ... $ 330 8§ 779 3 (404
Add back: goodwill amortization ........... . .. ... 0.21 0.24 —
Adjusted eamings per share—basic ................. ... .. $ 351 % 803 $  4.04
Earnings per share—diluted . ........................ . § 307 § 712 % (4.04)
Add back: goodwill amortization ........... . ... ... T 0.20 0.22 —
Adjusted eamings per share—diluted ................... .. .. . $ 327 $ 734 % 4.04)

The following disclosure presents certain information on the Company’s licenses and other intangible
assets. All licenses and intangible assets are being amortized over their estimated useful lives, with no estimated

residual values.

| Weighted
Aoortaion g Acoumistel g
0, 0n. C
Period Arnount Amc:zizaﬁon Bal:nce
(in thousands)
As of July 31, 2002
Amortized intangible assets:
Licenses ............................ 5 years $23,994  § (3,175) $20,819
Core technology, trademark andpatents ............. - Syears 5,205 (611) 4,684
Total oo $25,289  § (3,786) $25.503
As of July 31, 2001
Amortized intangible assets:
Licenses ..............oo 5 years $42,523  $(23,038) § 10,485
Core technology, trademark and patents .......... e 5 years 2,817 (2,781) 26
Total Lo $45,340  $(25,829) $19,511
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Licenses and other intangible assets amortization expense was $0.9 million, $4.9 million and $3.8 million
for the years ended July 31, 2000, 2001 and 2002, respectively. The Company estimates that amortization

expense of licenses and other intangible assets for each of the next five fiscal years ending July 31 will be
approximately $5.1 million. -

5. Related Party Transactions

The Company has entered into a number of agreements with Net2Phone. Pursnant to thege agreements,
during the years ended July 31, 2001 and 2002, the Company billed Net2Phone approximately $56.8 million and
$31.6 million, respectively, and Net2Phone billed the Company approximately $19.2 million and $16.1 million,
respectively. In the year ended July 31, 2000, Net2Phone was included in the Company’s consolidated financial
Statements and any amounts billed were eliminated in consolidation. The net balance owed to the Company by
Net2Phone was approximately $19.3 million and $0.8 million as of July 31, 2001 and 2002, Tespectively.

The Company currently leases one of its facilities in Hackensack, New Jersey from a corporation which is
wholly owned by the Company’s Chairman. Aggregate lease payments under such lease was approximately
$24,000 for the years ended July 31, 2000, 2001 and 2002. The Company made payments for food related
expenses to a cafeteria owned and operated by the son of the Company’s chairman. Such payments were $0.1
million and $0.6 million in fiscal years 2001 and 2002, respectively. No payments were made to the cafeteria in
fiscal 2000. :

The Company has obtained various insurance policies that have been arranged through a company affiliated
with mdividuals related to both the Chairman and the General Connsel of the Company. The aggregate premiums
paid by the Company with respect to such policies was approximately $0.1 million, $2.2 million and $3.6 million
for the years ended July 31, 2000, 2001 and 2002, respectively. IDT retained the services of a private insurance
consulting firm to ensure that these insurance policies were both necessary and reasonable. The commissions that
were eamed on such premiums are shared with several insurance wholesalers that access excess and surplus lines
of insurance held by the Company.

On December 13, 2001, IDT granted to its Chairman options to purchase 1 million shares of IDT Class B
common stock, at an exercise price of $12.06 per share. The options were to vest over a period of 5 years, at a
rate of 50,000 options per quarter, commencing on January 1, 2002. On May 14, 2002, IDT"s Chairman waived
and agreed to the cancellation of any rights under the options, and, as a result, all the options were cancelled
retroactive to their December 13, 2001 date of grant,

The Chief Executive Officer and Vice-Chairman of the Company is a partner in a law firm that has served
as counsel to the Company since July 1996, Fees paid to this law firm by the Company amounted to $0.3 million,
$0.0 million and $0.5 million for fiscal years ended July 31, 2000, 2001 and 2002 respectively. In addition, a
Director of the Company is of counsel to a law firm that has served as counsel to the Company since November
1299. Fees paid to this law firm by the Company amonnted to $1.0 million, $3.1 million and $6.3 million for
fiscal years ended July 31, 2000, 2001 and 2002, respectively.

In addition, the Company had loans outstanding to officers and employees aggregating approximately $7.7
million and $10.3 million as of July 31, 2001 and 2002, tespectively, which are included within “other assets” in
the accompanying consolidated balance sheets. .
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

All of the Company’s related party transactions are reviewed by the Audit Committee of the'C‘ompany‘s

Board of Directors.

6. Imcome Taxes

Significant components of the Company's deferred tax assets and deferred tax labilities comsist of the

following:
July 31
2001 2002
(in thousands)
Defemred tax assets:
Unrealized losses O BECUTIHES . .\ v v vvvveeeeer e, $ 857 § —
Baddebtreserve ........o.oiii i 3,980 10,179
Exercise of stock optons ............oovvvinvnniil .. e, 0,857 9,857
ReSErVES ...t 4,500 4,500
Charitable contributions ..............0coovvieiii 10,765 10,795
Net operating 1085 . ... v e —_ 170,404
Other ............ T, 8,092 9,899
Deferred taR 88815 . ... ...ovuiit e 38951 215,634
Deferred tax liahilities:
Deferredrevenne ................. ..o, e (196,000) —
Partnership ... —_ (278,000)
Unrecognized gain on securities ........... e e (100,313) (28,709
Gain on sales of subsidiary stock . .. ...........0 (105466) "(120,574)
Depreciation ..........o.ooiii i (16,074)  (14,801)
Identifiable intangibles . ............ ... (3,583) (7,083)
Other ... I (8,429) (8,440)
Deferred tax Habilities ......................... ... (429,865) (457.607)
Net deferred tax liabilities ...................oco0o oo $(390,914) $(241,973)

The provision for (benefit fro

m) income taxes consists of the following for the years ended July 31:

2000 2001 2002
(in thousands)

Current:

Federal ..o § — § 6600 % —

State and local and foreign .......... ... .. (394) 14249 (30,683)

(394) 20,849 (30,683)

Deferred:

Federal ... i P 175,191 150,997 (72,788)

State and local and foreign ........... ... .. 41,712 37,549 (17,349)

216,903 188,546 (90,137)
$216,509  $209,395 $(120,820)
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The income statement classification of the provision for (benefit from) income taxes comsists of the
following at July 31:

2000 2001 2002
: (in thousands)
Provision for (benefit from) income taxes atiributeble to
CORHANING OPErations ...........vevvrnrrnsrnnnnn,, oeo $218,403  $209,395 $(124,345)
Income tax benefit attributable to extraordinary loss ............ {1,894) — -
Income tax benefit attributable to cumulafive effect of accounting
change ............. e e e —_ — 3,525

$216,509 $209,395 $(120,820)

The differences between income taxes expected at the U.S. federal statutory income tax rate and income
taxes provided are as follows:

2000 2001 2002
(in thousands)

Federal income tax at statutory rate . ... ... e, $137,513 $261,618 $(149,693)
Foreign tax rate differential ............................... —_ (99,563)  (53,806)
Losses for which no benefit provided ........................ 32,703 19,141 87,602

Nondeductible eXpenses . ............oooveuieivinnn . 17,625 2,162 52,921

State and local and foreign income tax, net of federal benefit .. ... 28,612 26,037 (57,844)
Other ... o 56 —_— —

$216,509 $209,395 $(120,820)

7. Stockholders® Equity
Common Siock, Class A Common Stock, and Class B Common Stock

The rights of holders of common stock, Class A common stock and Class B common stock are identical
except for certain voting and conversion rights and restrictions on transferability. The holders of Class A
common stock are entitled to three votes per share. The holders of Class B common stock are entifled to one-
tenth of a vote per share, and the holders of common stock are entitled to one vote per share. Class A common
stock is subject to certain limitations on transferability that do not apply to the common stock and Class B
common stock. Each share of Class A common stock may be converted into one share of common stock, at any
time, at the optidn of the holder.

Stock Options

Prior to March 15, 1996, the Company had an informal stock option program whereby employees were
granted options to purchase shares of common stock. Under this informal Program, options to purchase 4,317,540
shares of common stock were granted.

The Compzny adopted a stock option plan as amended (the “Option Plan®) for officers, employees and non-
employee directors to purchase up to 6,300,000 shares of the Company’s common stock. In May 2000, the Board
of Directors of the Company approved an amendment to the Option Plan to reserve for issuance 300,000 shares
of Class B comimon stock. In Septernber 2000, the Board of Directors of the Company approved an amendment
to the Option Plan to reserve for issuance of an additional 3,000,000 shares of Class B common stock. On May
31, 2002, the Company distributed a stock dividend of one share of Class B common stock for each share of the
Company’s common stock, Class A common stock and Class B. common stock, Accordingly, pursuant to the
terms of the Option Plan, up to an additional 9,600,000 shares of Class B cornmon stock were reserved for
issuance under the Option Plan. In October 2001, the Board of Directors of the Company approved an
amendment to the Option Plan to reserve for issuance an additional 3,000,000 shares of Class B common stock.
In September 2002, the Board of Directors of the Company approved an amendment to the Option Plan to
reserve for issnance of an additional 3,000,000 shares of Class B common stock, Generally, options become
exercisable over vesting periods up to six years and expire ten years from the date of grant.
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A summary of stock option activity under the Company's stock option plan and stock option program is as
follows:
igﬁgnai
A4
Exercise
Shares Price
Outstanding at July 31, 1999 .......................... 7,175932  § 525
Granted ..o 8,851,086 9.98
Brercised . ... (2,621,400) 5.54
Canceled ... (95,000) 8.86
Forfeited ... (31,500)  10.93
Outstanding at July 31,2000 .............................. 13,279,118 8.31
Granted ... 5,112,004 8.15
Bxercised ... (1,041,451) 6.61
Canceled ... (295,247) 5.71
Forfeited ..., (55200)  12.63
Outstanding at July 31,2001 ........................... 16,995,224 8.70
Gramted ... 4,599,982 12.11
Bxercised ... (6,403,708) 8.42
Camceled ... (1,012,376)  11.96
Forfeited ........... e (19,9009  11.99
Outstanding at July 31,2002 ......................... .. 14,159,222 " $ 9.69
The following table summarizes the status of stock options outstanding and exetcisable at July 31, 2002:
.Stoc.k Options Ouistanding
Weighted.
Average
ining Number of
Number of Contractnal  Stock Options
Range of Exercise Prices Options Life (in years)  Exercisable
$010-80.10 ................ o 290,296 2.0 280,296
$021~8021 ... 17,632 2.7 17,632
S041-8041 ... 36,000 2.0 36,000
X 30,000 2.7 30,000
$219-82.63 ... 635,500 4.7 639,500
$344-83413 T 489,550 4.7 489,550
$563-88.00 ... 5,649,968 8.0 2,016,499
$872-81213 .. 5,144,618 7.7 2,657,050
S13I3-81851 ... 1,861,658 _811 1,070,358
14,159,222 75 7,246,885

The weighted-average fair value of options granted \x}as $7.42, $7.05 and $9.34 for the years ended July 31,
2000, 2001 and 2002, respectively.

Pro forma information regarding net income

(loss) and net income (oss) per share is required by SFAS 123,

and has been determined as if the Company had
method provided by that statement. The fair

accounted for employees® stock options under the fair value
value of the stock options was estimated at the date of
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grant using the Black-Scholes option pricing model with the following assumptions for vested and non-vested
options: '

2000 2001 2002

Assumptions )

Average risk-free interest rate . . . .., ., e, 649% 4.77% 422%

Dividend yield....................00 T —_ — —

Volatility factor of the expected market price of the Company’s common :
stock ............... e, ., 81% 90% 73%

Averagelife ... Syears 5years 5 years

The Black-Scholes option valuation model was developed for use in estimating tﬁe fair value of traded

options which have no vesting restrictions and are fully transferable. In addition, option valnation models require

opinion, the existing models do not necessarily provide a reliable single measure of the fair valne of its
employees’ stock options. '

For purposes of pro forma disclosures, the estimated fair value of the options under SFAS No. 123 is amortized
to expense over the options’ vesting period. For the years ended July 31, 2000, 2001 and 2002, pro forma net
income (loss) and pro forma net income (loss) per share under SFAS No, 123 amounted to the following;

2000 2001 2002
(in thousands, except per share data)

Net income (loss), asreported ............................... $230,850 $532,359 $(303,349)
Pro forma net income (loss) ................................ " $214,286 $514,716 $(328,611)
Net income (loss) per share, as reported:

Basic ... § 330 8 779 § 4.04)

Diluted ... § 307 § 712 % 4.04)
Pro forma net income {loss) per share:

Basic . $ 306 $ 754 % (4.38)

Diluted ... $ 284 § 688 §  (4.38)

The Company has modified stock options granted for certain employees of the Company to accelerate or
extend their terms. Accordingly, the Company recorded additional compensation expense of approximately $1.0
million, $3.1 million and $1.9 million for the years ended July 31, 2000, 2001 and 2002, respectively. During
Fiscal 2002, the Company granted options to certain employees to purchase 14,546 shares of common stock in its
subsidiary, IDT Telecom, at an average exercise price of $366.67 per share. No such options were exercised
during the year,

NetZPhone Stock Options

During the quarter ended July 31, 2000, stock options issued to certain officers and employees of
Net2Phone were accelerated in accordance with the original stock option awards and as a result Net2Phone
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Stock Buyback Program

Our Board of Directors has authorized the repurchase of up to 45 million shares (adjusted for the May 2001
stock dividend) of our common stock and Class B common stock. During Fiseal 2002, we repurchased

and Fiscal 2000, respectively, we have repurchased a total of 15.6 million shares nnder the share repurchase
program through the end of Fiscal 2002, of which 6.2 million shares were retired as of July 31, 2002.

Liberty Media Transaction

On March 27, 2000, Liberty Media agreed to purchase approximately 9.9% of the equity of IDT, equal to
approximately 3.775 million shares of IDT"s common stock and exchangeable for shares of Class B common
stock (before adjusting for the May 2001 stock dividend). On June 6, 2000, Liberty Media completed the
purchase of 3.729 million shares of IDT"s common stock (before adjusting for the May 2001 stock dividend) at
$34.50 per share (before adjusting for the May 2001 stock dividend), resulting in aggregate cash consideration of
$128.6 million. Liberty Media also has the right to nominate a director for election to the IDT Board of Directors.

On October 11, 2001 IDT issued to Liberty Media 3.810 million shares of IDT Class B common stock in
exchange for the 3.729 million ghares of IDT common stock held by Liberty Media. The exchange rate was
based upon the relative average market prices for the IDT Class B common stock and the IDT common stock
during a specified 30 trading day period.

Liberty Media Investment in IDT Telecom, Inc.

On January 30, 2002, IDT Telecom sold 7,500 newly issued shares of its common stock to Liberty Media at
a price of $4,000 per share, for total aggregate proceeds of $30.0 million. As a result of this investment, Liberty
Media became the owner of approximately 4.8% of the common equity of IDT Telecom (0.5% of the voting
power). The Compatity owans the. remaifing common equity of IDT Telecom.

AT&T Transaction

In March 2000, the Company was granted the option to sell to AT&T 4.1 million shares of its Class B
common stock for approximately $74.8 million. In March 2001, the Company exercised this option.

Hicks, Muse, Tate & Furst Transaction

In June 2001, the Company issued stock options to Hicks, Muse, Tate & Furst Incorporated (“HMTF™) to
purchase up to 2.2 million shares of the Company’s Class B common stock at exercise prices ranging from
$11.25 to $15.00 per share, as defined. The stock options are exercisable on the first anmiversary of the
agreement, and expire on the fifth anniversary date. In consideration for the stock options issued to HMTF, the
Company received $2.0 million in cash.

IDT Charitable Foundation

In May 2001, the Company established the IDT Charitable Foundation (the “Foundation”) with the purpose
of obtzining money or property to be contributed from time to time to eligible charitable organizations. The
Foundation also administers a matching gifts program available to IDT’s directors, officers, employees and

retirees,

In July 2001, the Company funded the Foundation with 2.2 million shares of Class B common stock worth
approximately $26.4 million at that time.
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8. Commitments and Contingencies
Legal Proceedings

On January 29, 2001, the Company filed a Complaint with the United States District Court for the District
of New Jersey, against Telefonica S.A., Terra Networks, S.A., Terra Networks, U.S.A., Inc. and Lycos, Inc. The
complaint asserts claims against the defendants for, among other things, breaches of various contracts, breach of
fiduciary duty, securities violations, frandulent misrepresentation, negligent misrepresentation, frandulent
concealment and tortious interference with prospective economic advantage, The defendants have been served
with the Complaint. The Company has filed an Amended complaint and the defendants have filed an answer to
the amended complaint. Terra Networks, S.A. has filed & counterclaim for breach of contract alleging that the
Company was required to pay to Terra Networks, S.A. $3.0 million, and failed to do so. The defendants have
filed 2 motion to dismiss the complaint. On September 14, 2001, the Court issued an Order: (a) permitting the
Company to take discovery relevant to the subject of whether Telefonica S.A. is subject to personal jurisdiction,
(b) denying Telefonica S.A.’s motion to dismiss for lack of personal jurisdiction without prejudice to Telefonica
S.A.’s right to renew the motion upon the completion of jurisdictional discovery, and (c) carrying om the calendar
defendants’ motion to dismiss on non-jurisdictional grounds pending the completion of jurisdictionsal discovery,
which is ongoing. Each party served the other party with certain requests for discovery relevant to the subject of
whether Telefonica S.A. is subject to personal jurisdiction. The motions were denied almost in their entirety. The
case continues in the early stages of discovery. No trial date has yet been set in this matter,

On May 25, 2001, we filed a statement of claim with the American Arbitration Association naming
Telefonica Internacional, S.A. (“Telefonica™) as the Respondent. The statement of claim asserts that the
Company and Telefonica entered into 2 Memorandum of Understanding (“MOU™) that involved, among other
things, the construction and operation of a submarine cable network around South America (“SAm-I"). The
Company is claiming, among other things, that Telefonica breached the MOU by: (1) failing to negotiate SAm-I
agreements; (2) refusing to comply with the equity provisions of the MOU; (3) refusing to sell capacity and back-
haul capacity pursuant to the MOU; and (4) failing to follow through on the joint venture. Telefonica has
responded to IDT’s Statement of Claim and has filed a Statement of Counterclaim which alleges, among other
things: (1) Fraud in the Inducement; (2) Tortious Interference with Prospective Business Relations; (3) Breach of
the Obligations of Good Faith and Fair Dealing; and (4) Declaratory and Injunctive Relief. Discovery is in its
final stages and both parties have submitied expert reports. The arbitration is ongoing and is expected to continue
into 2003. '

In September 2001, Alfred West filed a cornplaint against the Company and its wholly-owned subsidiary,
IDT Telecom, Inc. in the Federal District Court in Newark, New Jersey seeking monetary damages of $25
million for alleged breach of contract, breach of implied covenant of good faith and fair dealing, frand, negligent
misrepresentation, promissory estoppel, quantum memit, tortious interference and unfair competition. The
Company filed counterclaims for frand, negligent misrepresentation, breach of fiduciary duty, tortious
interference and breach of contract. Several depositions have been completed, and discovery should be
completed by the end of October 2002.

Winstar acquired certain domestic telecommunications assets formerly owned by Old Winstar, which was
approved by the Bankmptcy Court on December 19, 2001 (the “Sale Order”). Although many of the purchased
assets were transferred to Winstar at the time of the sale, the transfer of certain of Old Winstar’s regulated
telecommunications assets, including its customer base, was subject to a number of federal and state regulatory
approvals and on Winstar’s obtaining the necessary telecommunications facilities and services necessary to serve
the customers it agreed to purchase from Old Winstar. Subsequently, Winstar has entered into interconnection
agreements with the relevant RBOCs and has sought to use services and facilities obtained pursuant to those
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agreements and pursuant to RBOC tariffs to complete its network and therefore to be able to transition the
customers from service by Old Winstar to Winstar. '

provide facilities and service to Winstar that it needs in order to serve its customers directly. Az a result, Winstar is
operating the business of Old Winstar pursuant to a management agreement approved by the bankruptey court, and
is providing services to the customers on behalf of Old Winstar, :

Winstar contends that, even were it to assume the Old Winstar contracts with the RBOCs, the amounts set
forth in the RBOC's proofs of claim greatly exceed any reasonable “cure” for facilities and services that Winstar
seeks to obtain from the RBOCS, since the claims include significant amounts that Old Winstar owed for services
and facilities that IDT Winstar has not requested, and does not need to be able to provide services to the
customers following the transition. Winstar also disputes the RBOC’s claims that they are not obligated to
provide services and facilities to Wingtar without &D assumption or assignment of the Old Winstar contracts and a
payment of “cure” amounts. In response to the RBOC's refusal to provide service, on April 17, 2000 Winstar
filed an Emergency Petition for a Declaratory Ruling at the RCC (Inc. Docket No. 02-80) asling that the FCC

In addition, faced with Lkely termination of service to Old Winstar customers in violation of the
Telecommunications Act and number our FCC regulations, we sought injunctive relief (in addition to other
remedies) in the U.S. District Court for the District of New Jersey against Verizon, Qwest Corp. and Qwest
Communications Corp. (*QCC™) to prevent them from discontinuing underlying services which would prevent us
from providing service to our customers. Certain interim relief was secured, and Verizon, Qwest and QCC
subsequently agreed not to terminate service withont appropriate notice to us. The District of New Ji ersey action

is ongoing.

The RBOCs further contend that the provision in the Sale Order requiring them to continue serving
Old Winstar and its subsidiaries expired on or about April 18, 2002. Winstar promptly moved to enforce that
provision of the Sale Order, but the banloruptcy court denied its motion. Winstar hag appealed the denial of that
motion to the U.S. District Court for the District of Delaware. In addition, Winstar asked the District Court for
interim relief during the pendency of its appeal to stay the RBOCs and other service providers from eutting off
service until the appeal is decided. The District Court has not yet ruled on that request, but has temporarily
ordered that service providers, including the RBOCs, may not terminate service or otherwise affect Winstar’s

business without permission of the Court.

During preliminary status hearings before the District Court on May 24 and June 4, 2002, the RBOCs and
Winstar advised the Court of their willingness to enter into settlement discussions and/or non-binding mediation
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in an attempt to resolve their disputes. Those setflement discussions and mediations are ongoing, and the District
Court appeal is therefore still pending. It is too soon to predict whether settlements will be reached with any or
all of the RBOC:s or, if so, to quantify the monetary effect of such settlements, if any, on Winstar, To the extent
that a seftlement agreement is not reached with any or all of the RBOCs, we expect that the appellate proceedings
will resume. One possible outcome of an adverse muling by the District Court on either the interim -relief
requested by Winstar or on the merits of the case could be to permit the RBOCs to terminate services that are
being provided to our customers and therefore to prevent the uninterrupted transition of those customers to
Winstar service. A status conference is scheduled for November 8, 2002, for the parties to report on the progress
of their efforts to mediate the disputes.

Winstar believes that the RBOCs have acted unreasonably and unlawfully in denying its request for services
and facilities and will continue absent a settlement to advocate its positions vigorously. However, adverse results
in one or more of the above-described RBOC litigations could have a material adverse effect on us, inclnding
payment of the “core” amount described above, or the inability of Winstar to access the RBOCs services and
facilities, in which its buginess is substantially dependent. '

On or about July 25, 2002, PT-1 Communications, Inc. (“PT-1") filed a summons and complaint against the
Company and its subsidiades, IDT Netherlands, B.V.,, IDT Telecom, Inc. and IDT Domestic Telecom, Inc.
(collectively “the Company”) in the United States Bankruptcy Court for the Eastern District of New York. PT-1
seeks (a) to recover damages for certain frandulent transfers of property of the Debtor’s bankruptcy estate, (b) to
recover damages for unjust enrichment, and (c) to recover damages from breaches under the agreement between
the parties for the sale of the Debtor’s debit card business to the Company, including the Company’s alleged
failure to remit payment for use of certain telecommunication and platform services on or throngh PT-1 switches.
In total, PT-1 is seeking $24 million in damages as well as certain unstated arounts. The Company served its
answer on September 18, 2002. Initial discovery will commence shortly. - '

On or about September 16, 2002, a complaint was filed by Mark B. Aronson in the Court of Common Pleas
of Allegheny County, Pennsylvania seeking certification of a clasg consisting of consumers who were charged a
fee when the Company switched underlying carriers from Global Crossing to AT&T. At this point no specific
damages have been specified in the complaint. Thus, the Company cannot yet quantify its exposure.

On or about September 19, 2002, a complaint was filed by Ramon Ruiz against the Company and Union
Telecard Alliance, LI.C in the Supreme Court of the State of New York seeldng certification of a class consisting
of consumers who allegedly purchased and used the Company’s pre-paid calling cards and were charged any fee
that was not specifically disclosed on the card packaging prior to purchase. The complaint seelcs damages in
excess of one hundred million dollars.

On or about October 11, 2002, a complaint was filed by Paul Zedeck against us and Union Telecard in the
Circuit Court of the 15th Judicial Circuit in and for Palm Beach County, Florida, seeking certification of a class
consisting of consumers who allegedly purchased and used our prepaid calling cards and were charged any fee
that was not specifically disclosed on the card packaging prior to purchase. The damages sought have not yet
been quantified. Because we only recently received the complaint, we are still evaluating the potential impact and
our approach to contesting the claims or attempts to certify the classes.

On or about October 18, 2002, a complaint was filed by Morris Amsel against us and IDT Telecom in the
Supreme Court of the State of New York seeking certification of a class consisting of consumers who allegedly
purchased our calling cards. Plaintiff’s complaint relates to payphone charges and international rates, The
complaint seeks damages of not less that $100 million. Becanse we only recently received the complaint, we are
still evaluating the potential impact and our approach to contesting the claims or attempts to certify the classes.
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On or about October 24, 2002, Winstar filed suit ageinst Superior Logistics Management Services, Inc.
(“Superior”) in the United States District Court for the Eastemn District of Virginia. The complaint alleges counts
for breach of contract (Superior breached a settlement agreement with Winstar), conversion (for retaining
Winstar’s property), and detinue (for retumn of the property). Winstar is seeking approximately $50 million in
damages, plus punitive damages, costs, and attorney’s fees.

The Company is subject to other legal proceedings and claims, which have arisen in the ordinary course of
its business and have not been finally adjudicated. Although there can be no assurances in this regard, in the
opinion of the Company’s management, such proceedings, as well as the aforementioned actions, will not have a
material adverse effect on results of operations, cash flows or the financial condition of the Company.

Lease Obligations

The future minimum payments for capital and operating leases as of July 31, 2002 are approximately as
follows:

erati Capital
OPI.easE:E Leages

(in thousands)

Year ending July 31:

2003 .o $ 69,420 $27,110

2004 LT 52,174 23,482

2005 .o 43,961 13,747

2006 ... 39,340 10,808

2007 oo D 37,003 1,317

Thereafter ... ... 150,991 —_
Total payments .................... $392,880 76,464
Less amount representing inferest .......................... .. ... (8,106)
Less current portion ... (22,960)
Capital lease obligations—iong-term POTHOR ... $ 45,398

Rental expense under operating leases was approximately $6.9 million, $4.9 million and $27.3 million for
the years ended July 31, 2000, 2001 and 2002, respectively. The significant increase in rental expense in Fiscal
2002 is due primarily to the significantly higher number of operating leases associated with our Winstar segment,
which was acquired in December 2001,

Commitments

The Company has entered into purchase commitments of approximately §25 million as of July 31, 2002,
primarily related to commectivity agreements. In addition, in April 2002, the Company entered into a four-year
agreement 10 grant a telecommunications provider an exclusive right to service the Company’s consumer long
distance business traffic, in which the Company agreed to purchase a minimum usage over the term of the
agreement. In the event that the Company terminates the agreement before the expiration date, the Company is
subject to an early termination penalty of $15 million if cancelled in the first year, $10 million if canceled in the
second year, $5 million if cancelled in the third year and 32 million if cancelled in the fourth year,

The Company guarantees payments of certain of its vendors through Aungust 2009. Such guarantees
amounted to $3.4 million as of July 31, 2002. In addition, the Company also provides certain such guarantees to
its vendors in the form of letters of credit, through June 2008. Such guarantees amounted to $8.6 million as of
July 31, 2002.
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9. Defined Contribution Plan

The Company maintaing a 401 (k) Plan (the “Plan") available to all employees meeting certain eligibility
criteria. The Plan permits participants to contribute up to 20% of their salary, not to exceed the limits established
by the Internal Revenue Code. The Plan provides for 2 matching contribution up to & maximum of 6% of covered
compensation, which vests over five years. All contributions made by participants vest immediately into the
participant’s account. For the years ended July 31, 2000, 2001 and 2002, Company contributions to the Plan
amounted to approximately $0.3 million, $0.8 million and $0.9 million, respectively. The Company’s common
stock and Class B common stock are not investment options for Plan participants,

10. Business Segment Information

The Company has identified five reportable business segments: Wholesale Telecommunications Services,
Retail Telecommunications Services, Winstar, Internet Telephony and Media. The operating results of these
business segments are distinguishable and are regularly reviewed by the chief operating decision maler.

The Wholesale Telecommunications Services business segment is comprised of wholesale carrier services
provided to other long distance carriers. The Retail Telecommunications Services business segment includes
domestic and international prepaid and rechargeable calling cards and consumer long distance services to
individuals and businesses. The Winstar business segment operates as a competitive local exchange carrier
(“CLEC”) using fixed wireless technology to provide local and long distance phone services, and high speed
Internet and data communications solutions. The Intemet Telephony business segment reflects the results of the
Company’s formerly majority-owned subsidiary, Net2Phone. The Media business segment operates several
media and entertainment-related businesses, most of which are currently in the early stages of development.

The Company evaluates the performance of its business segments based primarily on operating income
(loss) after depreciation, amortization and impairment charges, but prior to interest income (expense), other
income (expense), income taxes, extraordinary items and cumulative effect of accounting changes. All corporate
overhead is allocated to the business segments based on time and usage studies, except for certain specific
corporate costs, such as treasury management and investment-related costs, which are not allocated to the
business segments. Operating results and other financial data presented for the principal business segments of the
Company for the years ended July 31, 2000, 2001 and 2002 are as follows (in thousands):

‘Wholesale
Telecommunications  Telecommunications Internet
Services Services Winstar(1) Telephony(2) Medie(3) Corporate Total

Year ended July 31,

2000
Revemnes ............ $520,518 § 502,512 5§ - $ 56075 § 14807 $ — 31,093,912
Segmentloss ......... (8,409) (11,477) - (125,865) (35,134)  (31,726) (216,611)
Depreciation and

amortization ....... 17,252 16,656 — 6,804 5,228 2,624 48,564
Totel assets .......... 416,045 345,682 — 401,286 11,945 44,097 1,215,055
Year ended July 31, )

2001 :
Revemues ............ 388,120 816,384 — —_ 26,446 —_ 1,230,950
Segment loss ......... (68,454) (34,118) — —_ (265,600)  (63,538) (432,710)
Depreciation and

amortization ....... 23,472 26,719 — — 7,519 2,641 60,351
Total assets .......... 516,395 1,028,069 — —_ 269,062 68,063 1,881,589
Year ended July 31,

2002
Revepues ............ 308,987 1,121,674 79,604 — 21,348 — 1,531,614
Segment income

61231 (30,572) 61,396 (96,644) — (132,006) (26,466) (224,292)
Depreciation and

amortization ....... 20,686 33,988 6,601 — 2,253 2,388 66,016
Total assets .......... $220,060 51,078,195 3159726 % — § 91,776 558,163 31,607,920

B-27



IDT CORPORATION
NOTES TO CONSOLIDATED FINANCIAL, STATEI\IENTSé—(Conﬁnued)

Revenue from customers located outside of the United States represented approximately 17%, 16% and 18%
of total revemues for the years ended July 31, 2000, 2001 and 2002, respectively, with no single foreign

(1) Since acquisition of Winstar in December 2001.

(2) Included in loss from operations for the Internet Telephony business segment for the year ended July
31, 2000 was approximately $41.0 million of non-cagh compensation as a result of stock option grants,
modifications and accelerations made by Net2Phone. In addition, contributing to the logs from
operations was the significant level of sales and marketing expenses, as well ag general and
administrative expenses, as Net2Phone expanded its distribution relationships, corporate infrastreture
and human resources, :

(3) Included in loss from op&aﬁom for our Media businsss segment for the years ended July 31, 2001 and
2002 were $193.4 million and $110.4 million, respectively, of impairment charges related to the write-
down of the undersea fiber agset obtained as part of the TyCom Litd. (*TyCom") settlement.

Reconciliation To Consolidated Fi inancial Information

A reconciliation of the results for the operating segments to the applicable line items in the consolidated
financial statements is as follows (in thousands);

2000 2001 2002
Segment -loss—repqnable Segments................ e $(216,611) $ (432,710) $(224,292)
Interest income, et ................... ... 7,231 52,768 21,757
Other income (expense):
Equity in loss of affiliates ......................... ... . . (6,289) (75,066) (43,989)
Gain on sales of subsidiary stock ............... .. 350,344 1,037,726 _
Investment and other income (expemse), met .................. .. 258,218 164,762 12,117)
Income (Joss) before minority interests, income taxes, extraordinary item
and cumlative effect of accounting change ................. ... .. 362,893 747480  (258,641)
Minority interests .................................. " (58,336) 5,726 22,070
Provision for (benefit from) income taxes .............. ... .. .. 218,403 209,395 (124,345)
Income (loss) before extraordinary item and curnulative effect of ' '
accounting change ... 233,826 532,359 (156,366)
Exiraordinary loss on retirement of debt, net of income taxes of $1,804 .. (2,976) — —
Cumnulative effect of accounting change, net of income taxes of $3,525. .. - — (146,983)
Consolidated net income (loss)—reported ........................ $ 230,850 $ 532,359 $(303,349)

11. Additional Financial Information

Trade accounts payable inclndes approximately $112.9 million and $84.1 million due to telecommunication
carriers at July 31, 2001 and 2002, respectively.
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12. Acquisitions
CIM Brochure Display, Inc.

On June 30, 2000, the Company acquired a 100% intersst in CTM Brochure Display, Inc. (“*CTM™), a
brochure distribution company, for an aggregate purchase price of approximately $23.8 million, The purchase
price consisted primarily of $5.1 million in cash, $16.9 million in notes payable to the former owners and the
liquidation of $1.4 million of CTM's bank debt. In connection with this transaction, the Company recorded
goodwill of $23.0 million and tax Liabilities of $3.0 million. The acquisition was accounted for as a purchase, and
accordingly, the net assets and results of operations of the acquired business have been included in the
consolidated financial statements from the date of acquisition. During the year ended July 31, 2001, the Company
repaid the entire principal balance on the notes peyable, together with accrued interest.

¢

Aplio S.A.

On July 7, 2000, Net2Phone acquired all of the outstanding capital stock of Aplio, S.A (“Aplio®), a
company located in France with technology that enables VoIP devices. Consideration consisted of $2.9 million in
cash at closing, 0.6 million shares of Net2Phone’s common stock which were valued at $35.50 per share,
issuance of promissory notes aggregating $6.5 million, $1.1 million in acquisition related costs and $4.8 million
in cash that was paid within eighteen months of the closing of the transaction. -

The aggregate purchage price of $36.0 million plus the fair vaine of net liabilities assumed of $2.7 million
was allocated as follows: approximately $17.5 million to goodwill, $20.7 million to core technology and patents
and $0.5 million to assembled worldforee. The acquisition was accounted for under the purchase method of
accounting by Net2Phone, and accordingly, the net assets and results of operations of the acquired business was
included in the consolidated financial statements through July 2000. '

PT-1 Communications

In Febrnary 2001, the Company purchased certain prepaid calling card business assets of PT-1
Communications, Inc. (“PT-1"), a wholly-owned subsidiary of STAR Telecommunications, Inc., with a payment
of cash and assumption of certain Habilities, including the obligation to honor the outstanding phone cards of PT-
1. The cash payment and assumption of net liabilities incurred were approximately $26.3 million with
substantially all of the purchase price recorded as goodwill,

Equity Interests in Teligent, Inc. and ICG Communications, Inc.

In April 2001, through its IDT Investments, Inc. subsidiary (“IDT Investments”), the Company acquired
from Liberty Media (i) a company whose sole asset was 21.4 million shares of Teligent, Inc. ("“Teligent™) Class A
common stock, as well as (i) an interest in ICG Communications, Inc, (“ICG™), represented by 50,000 shares of
ICG’s 8% Series A-1 convertible preferred stock and warrants to purchase approximately 6.7 million shares of
ICG’s common stock. In exchange, IDT Investments issued Liberty Media a total of 10,000 shares of its Class B
common stock and 40,000 shares of its Series A convertible preferred stock. Upon completing the transaction,
IDT effectively owned approximately 32% of the equity of Teligent, and approximately 29% of the equity of
ICG. The total consideration for Teligent and ICG's April 2001 transaction was approximately $10.3 and $3.4
million, respectively. ' '

In May 2001, through its IDT Investments subsidiary, the Company entered into an agreement with various
affiliates of HMTF to increase IDTs strategic investments:in Teligent and ICG. Under the terms of the
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agreement, the HMTF affiliates received 18,195 sheres of IDT Investments’ Series B convertible preferred stock
in exchange for the HMTF affiliates’ stakes in Teligent and ICG. The HMTF affiliates owned 219,998 ghares of
Teligent's Series A 7%:% convertible preferred stock, 23,000 shares of ICG ‘s 8% Series A-2 convertible
preferred stock and warrants to purchase approximately 3.1 million shares of ICG's common stock. Upon
completing the tramsaction, IDT effectively owned approximately 37% of the equity of Teligent, and
approximately 42% of the equity of ICG. The total consideration for Teligent and ICG’s May 2001 transaction
was approximately $2.0 and $1.6 million, respectively.

The pro-rata share of the losses of Teligent and ICG recorded by IDT subsequent to these acquisitions have
fully eliminated the carrying value of the Company's investment in these companies.

In May 2001, Teligent filed a voluntary banluptey petition under Chapter 11 of the U.S. Bankruptey Code.
ICG had previonsly filed for bankwuptcy protection in November 2000.

Winstar

On December 19, 2001, the Company, through a subsidiary, acquired the core domestic telecommunications
assets of Winstar Communications, Inc. and certain of its subsidiaries that are debtors and debtors in possession
in bankruptcy proceedings pending before the United States Bankruptcy Court for the District of Delaware. The
acquiring subsidiary was subsequently renamed Winstar Holdings, LLC. Winstar operates as a CLEC using fixed
wireless technology to provide local and long distance phone services, and high speed Internet and data
communications solutions.

The purchase price for the Winstar assets was comprised of a $30.0 million cash payment, $12.5 million in
newly issued shares of IDT Class B common stock and 5% of the common equity interests in the acquiring
suEsidia:y (the remaining 95% of the common equity interests as well as all of the preferred equity interests in
the acquiring subsidiary were owned by IDT). The Company also agreed to invest $60.0 million into Winstar to
be used as working capital. The acquisition has been accounted for under the purchase method of accounting,
The results of operations of Winstar have been included in the Company’s consolidated statements of operations
since the date of acquisition. The preliminary allocation of the purchase price, pending final determination of
certain acquired balances, is as follows (in thousands): '

Trade accounts receivable and other current assets ......................... § 51,301
Property, plant, equipment and intangible assets ........................... 37,923
Trade accounts payable, accrued expenses and other current labilifies . ... ... .. (44,487)
MIDOTIEY INTEIBSE .\ oot vt et (2,237)
Value of assets acquired .. .......il i $ 42,500

The fair value of the Winstar assets acquired and Labilities assumed would have exceeded IDTs acquisition
cost. Therefore, in accordance with SFAS No. 141, Business Combinations, the excess value over the acquisition
cost has been allocated as a pro rata reduction of the amounts that otherwise wounld have been assigned io the
acquired assets, except with respect to the following:

* Trode accounts receivable—present values of amounfs to be received, less allowances for
uncollectibility and collection costs.

*  Other current assets (principally assets to be sold)—fair value less cost to sell.
* Trade accounts payable, accrued expenses and other curremt lighilifies (principally relating to

confractual agreements assumed)—present values of amounts to be paid.
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On April 16, 2002, IDT, through a subsidiary, purchased the 5% of common equity interests in Winstar thet
it did not own. Consideration consisted of 0.8 million shares of IDT Class B common stock, which were valued
at $13.3 million.

The following pro forma financial information presents the combined results of operations of IDT and
Winstar, as if the Winstar acquisition had occurred as of the beginning of the periods presented, after giving
effect to certain adjustments, including depreciation expense, income taxes and the issuance of IDT Class B
common stock as part of the purchase price. The pro forma financial information does not necessarily reflect the
results of operations that would have occurred had IDT and Winstar been a single entity during such periods.

Year Ended July 31,
2000 2001 2002
(in thousands, except per share data)
REVEMUES ... 81,325,821 $ 1,451,912 $1,604,314
Income (loss) before cumulative effect of accounting change ...,.... § 108472 $(1,421,850) § (205 ,083)
Netincome (1085) ... ...oviiiii i § 108472 $(1,421,850) § (352,066)
Earnings per share:
Income (loss) before cnmulative effect of accounting change ........
Basic........ooo $ 151 8 (2029) §  (2.70)
Diluted ..o 5 141 § (1857 & 2.70)
Net income (loss)
Basic........ooo $ 151 §  (2029) §  (4.63)
Diluted ... $ 141 § (1857) §  (4.63)

13. Earnings Per Share:
The following table sets forth the computation of basic and diluted earnings per share:

Year ended July 31
2000 2001 2002
(in thousands, except per share data)
Numerator;
Net income (0s8) ..............oooi i $230,850 $532,359  $(303,349)
Denominator: :
Weighted-average number of shares used in caleulation of
earnings per share—Basic .................. ... ... 69,933 68,301 75,108
Effect of stock optons ................. ... 5,306 6,485 —
Weighted-average number of shares used in calcnlation of
earnings per share—Diluted ................. ... ..., 75,239 74,786 75,108
Earnings per share—Basic ......................0000oi $ 330 % 779 $ @04

Earnings per share—Diluted . ........................ ... $ 307 8 712 8§ (o4
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The following securities have been excluded from the dilutive per share computation a.s they are
antidflutive:

‘Year ended July 31
2000 2001 2002
* (in thonsands)
StOCk OPHODS ... v\ 449 1,163 5,201
Contingently issuable shares . .. ..........oovvvvsenen s, - — 369
Total oo 449 1,163 3,660

14. Net2Phone Subsidiary Stock Sales

During the years ended July 31, 2000 and 2001, the Company recognized approximately $350.3 and
$1,037.7 million, respectively, in gains on sales of subsidiary stock related to Net2Phone stock sales, as follows:

On August 3, 1999, Net2Phone completed an initial public offering of 6.2 million shares of its common
stock at an initia]l public offering price of $15.00 per share, resulting in net proceeds of $85.3 million, Upon
completion of the initial public offering, 3.1 million shares of Net2Phone Series A preferred stock were
converted into 9.4 million shares of Net2Phone Class A common stock. As a result of the initial public offering
and concurrent conversion of Series A preferred stock to Class A common stock, the Company’s ownership
percentage in Net2Phone decreased from 90.0% to 56.2%. In connection with such offering, the Company
recorded a gain of $65.5 million.

In December 1999, Net2Phone completed a secondary offering of 3.4 million shares of common stock at a
price of $55.00 per share. In conmection with this offering, IDT alse sold 2.2 million shares of Net2Phone
common stock at $55.00 per share. Total proceeds to the Company, after deducting underwriting discounts,
commissions and offering expenses were $292.8 million. The Company’s ownership interest in Net2Phone
before and after these transactions decreased from 56.2% to 45.0%. The Company recorded gains on sales of

stock of $182.6 million in connection with these offerings.

In March 2000, the Company acquired 0.8 million shares of Yahoo! Inc. in exchange for 2.8 million shares
of Net2Phone common stock at a then equivalent market value of approximately $150.0 milkion. In connection
with this transaction, the Company recorded 2 gain on sale of subsidiary stock of $102.2 million.

In August 2001, IDT sold 14.9 million shares of Net2Phone common stock at $75.00 per share. Net
proceeds to the Company as a result of this sale were $1,042.1 million. The Company’s ownership interest in
Net2Phone before and after this transaction decreased from 45.0% to 16%. The Company recorded a total gain of
$1,037.7 million in conjunction with this transaction. '

15, TyCom Ltd. Settlement

On October 10, 2000, IDT reached a full and final setflement with TyCom of all pending claims bronght
against one another and their respective affiliates. The setflement agreement is subject to a confidentiality
agreement among the parties and only the following disclosure by IDT is permitted under the terms of that
agreement.

Under the terms of the settlement, TyCom granted to IDT Europe B.V.B.A. (“IDT Europe™), free of charge,
certain exclusive rights to use capacity on the transatlantic and transpacific segments of TyCom’s global
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undersea fiber optic network (the “TyCom Global Network™), which TyCom is deploying. The settlement

with SFAS No. 121 and, as a result, the Company has recorded an impairment loss of $193.4 million and $110.4
million for the years ended July 31, 2001 and 2002, respectively, to write down the asset to its fair value,

16. Comprehensive Income (Loss)

The accumulated balances for each classification of comprehensive income (loss) consists of the following
(in thousands):

Unrealized Accumulated
gain (loss) in Foreign other
available-for-  cnrrency comprehensive
sale securities  translation loss

Beginning balance at July 31, 1999 ..o 5 — $§ — 8 —

Change during peﬁod ................................ (94,044) 1,391 (82,653)
Balance at July 31,2000 ..ol (94,044) 1,391 (92,653)
Change during the period .................. ... . 89,148 930 90,078

Balance atJuly 31,2001 ................... ... (4,896) 2,321 (2,575)
Change during the perod ... (1,064) 964 (100)
Balance atJuly 31,2002 .................. ... .. $ (5,960)  $3,285 3 (2,675

17. Price Guarantee of Class B Common Stock

In March 2001, the Company exercised an option to sell to AT&T approximately 2.0 million shares of its
Class B common stock for approximately $74.8 million. In conjunction with the formation of the consortinm,
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charge of $5.3 million during the year ended Tuly 31, 2002. The Company was subject to additional charges of

$1.0 million through October 19, 2002 based on changes in the market value of IDT Class B common stock. As a
result, the Company’s total Lability is $6.3 million as of October 19, 2002.

18. Extraordinary Loss

On May 10, 1999, the Company obtained a Senior Secured Credit Pacility from a consortium of fnancial
institutions. During the second quarter ended January 31, 2000, the Company repaid all of the outstanding
principal balance together with accrned interest. The Company recorded & pre-tax extraordinary loss of
$4.9 million in connection with the repayment during the year ended July 31, 2000. '

19. Selected Quarterly Financial Data (anaudited)

The table below presents selected quarterly financial data (unandited) of the Company for the calendar
quarters in the fiscal years ended July 31, 2002 and 2001;

Income (loss) before

camulative effect of acconnting change
P
Loss from Per Share Sh:rre Net Income
Quarter Ended Revennes Operations Amount —Basic  —Dilnted (Loss) .
{in thousands, except for per share datn)
2002:
October31/a/ .............. .. $ 339,209 % (12,565) § (11,332) § (0.16) $(0.16) $(158,315)
January31 ... ... ... .. ... . . 374,025 (27,774) (17,212) (0.23) (0.23) (17,212)
April30 ........ ... ... ... ... 401,653 (42,829)  (49,593) (0.64) 0.64) (49,593)
Jaly 31/ oo 416,727 (141,124) (78,229) (0.99) 0.99) (78,229)
Total .................... $1,531,614 $(224,292) $(156,366) . $(303,349)
2001:
October31/¢/ .............. .. $ 276,597 % (60,070) §$ 869,568 $12.43 81127  § 869,568
Jamnary 31 ........... . . ..., .. 287,597 (48,455) (117,104) (1.77) (L77) (117,104
Aprl 30/d/ .......... . ..., . .. 335,722 (65,571)  (48,277) (0.73) 0.73) (48,277)
Joly31/e/ ..o 331,034  (268,614) (171,828)  (2.44) (244)  (171,828)
Total .................... $1,230,950 $(432,710) $ 532,359 $ 332,359

/&) Included in net loss is a $147.0 million cummlative effect of accounting change, net of $3.5 million of
income taxes, due to the adoption of SEAS No. 142,

M/ Incinded in loss from operations was $110.4 million of impairment charges related to the IRT received as
part of the Tycom settlement.

fe/ Included in net income is $1,037.7 million in gains on sales of subsidiary stock related to Net2Phone stock
sales, :

fd/ Included in loss from operations was $193.4 million of impairment charges related to the IRU received ag
part of the Tycom settlement.
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20. Subsequent Events

In August 2002, Net2Phone and its Adir subsidiary consummated the settlement of their lawsnit filed on
March 19, 2002 in the United States District Court for the District of New J ersey against Cisco Systems
(*‘Cisco™) and a Cisco executive who had been a member of the Adir board of directors. The suit arose out of the
relationships that had been created in connection with Cisco’s and Net2Phone’s original investments in Adir and
out of Adir’s subsequent purchase of NetSpeak, Inc. in Angust 2001. The parties settled the suit and all related
claims against Cisco and the Cisco executive in exchange for (i) the transfer, during the first quarter of fiscal
2003, to Net2Phone of Cisco’s and Softbank Asia Infrastructure Fund’s respective- 11.5% and 7.0% interests in
Adir and, (if) the payment by Cisco, during such quarter, of $19.5 million to Net2Phone and Adir, Asg aresult of
this settlement, Net2Phone will recognize, for the guarter ended October 31, 2002, a gain of approximately
$58.4 million, Net2Phone will be consolidated by IDT in Fiscal year 2003, which began on August 1, 2002.
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S Add.!ﬂons
BBegizmj.ngldm:lce uf "Costs and Deductions Balence at
Period Expenses @) End of Period
‘(Dollars, in thousends)
2000 ' :
Reserves deducted from accounts receivable: :
Allowance for doubtful acconnts | . ... ....... e, § 7,643  §$20,154 § (L026)  $26,771
2001
Reserves deducted from acconnts receivable: o .
Allowance for doubtful accounts .. .............. . 826771 832,873 $(37,136)  $22,508
2002
Reserves deducted from accounts receivable: : :
Allowance for doubtfnl accounts .. ............... $22,508  $19,203 § (2,818)  $38,893

(1) Uncollectible accounts written off, net of recoverias,
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SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

Xl Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 for the Quarterly
Period Ended April 30, 2003 '
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LI Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Commission File Number: 0-27898

IDT CORPORATION

(Exact Name of Registrant as Specified in its Charter)
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Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days. Yes ®@ No [

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act). Yes No O

Common Stock, $.01 par value — 25,074,860 shares outstanding as of June 11, 2003 (excluding 5,419,963 treasury shares)
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PARTI. FINANCIAL INFORMATION
Item 1. FINANCIAL STATEMENTS (UNAUDITED)

IDT CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

April 30, 2003 July 31, 2002
naudited ote 1
Assets © ) ® )
Current assets:
Cash and cash equivalents b 243,415 § 351,248
Marketable securities 794,259 658,731
Trade accounts receivable, net 133,127 126,153
Other current assets 88,199 65,291
Total current assets ) 1,259,000 1,201,423
Property, plant and equipment, net 288,070 250,631
Restricted cash 21,290 —_
Goodwil! 34,424 32,702
Licenses and other intangibles, net 24,310 25,503
Investments 39,471 58,903
Other assets 54,928 38,758
Total assets 3 1,721,493 $ 1,607,920
Liabilities and stockholders® equity
Current liabilities:
Trade accounts payable 3 97,760 5 121,529
Accrued expenses 173,601 132,892
Deferred revenue 120,836 112,183
Capital lease obligations—current portion 25,318 22,960
Other current liabilities 33,412 11,866
Total current liabilities 450,927 401,430
Deferred tax liabilities, net 191,436 233,518
Capital lease obligations-—long-term portion ) 38,502 45,398
Other liabilities 7 14,299 3,088
Total liabilities 695,164 683,434
Minority interests 162,184 54,956
Commitments and contingencies
Stockholders’ equity:
Preferred stock, $.01 par value; authorized shares—10,000,000; no shares issued — —
Common stock, $.01 par value; authorized shares—100,000,000; 25,147,360 and 24,988,597 shares issued at April 30, 2003 and July
31, 2002, respectively; 19,727,397 and 19,568,634 shares outstanding at April 30, 2003 and July 31, 2002, respectively 197 196
Class A common stock, $.01 par value; authorized shares—35,000,000; 9,816,988 shares issued and outstanding at April 30, 2003 and
July 31, 2002 98 98
Class B common stock, §.01 par value; authorized shares—100,000,000; 55 ,044,832 and 54,009,844 shares issued at April 30, 2003
and July 31, 2002, respectively; 51,025,669 and 49,990,681 shares outstanding at April 30, 2003 and July 31, 2002, respectively 510 500
Additional paid-in capital 636,445 606,387
Deferred compensation (7,907) —
Treasury stock, at cost, consisting of 5,419,963 shares of common stock and 4,019,163 shares of Class B common stock (153,713) (153,713)
Accumulated other comprehensive loss (4,369) (2,675)
- Retained eamnings 392,884 418,737
Total stockholders® equity 864,145 869,530
Total liabilities and stockholders’ equity 5 1,721,493 $ 1,607,920
S ———
See notes to condensed consolidated financial statements.
3
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IDT CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)
Three Months Ended April 30, Nine Months Ended April 30,
2003 2002 2003 2002

Revenues . $454,870 $401,653 $1,348,808 $1,114,887
Costs and expenses:

Direct cost of revenues (exclusive of iterns shown below) 347,117 319,002 1,036,172 879,607

Selling, general and administrative 104,967 106,409 316,863 266,501

Depreciation and amortization 22,349 16,745 65,279 46,840

Settlement by Net2Phone of litigation —_ — (58,034) _

Non-cash compensation 16,629 2,326 23,762 2,326

Restructuring, severance and impairment charges 1,707 — 9,033 2,781
Total costs and expenses 492,769 444482 1,393,075 1,198,055
Loss from operations (37,899) (42,329) (44,267) (83,168)
Interest income, net 6,721 3,947 21,345 15,496
Other income (expense):

Gain on sale of subsidiary stock 22,422 —_ 22,422 —_

Equity in loss of affiliates — (25,125) (3,811) (41,794)

Investment and other income (expense), net (10,362) (2,503) (15,365) (8,315)
Loss before minority interests, income taxes and cumulative effect of ‘

accounting change (19,118) (66,510) (19,676) (117,781)

Minority interests (1,003) (4,316) (46,953) (15,529)
Benefit from income taxes 10,818 21,233 40,776 55,173
Loss before cumulative effect of accounting change (9,303) (49,593) (25,853) (78,137)
Cumulative effect of accounting change, net of income taxes of §3,525 — — — (146,983)
Net loss $ (9,303) $ (49,593) $ (25,853)  § (225,120)
Earnings per share:
Loss before cumulative effect of accounting change:

Basic 3 (0.12) & (0.64) b 032) § (1.06)

Diluted 3 (0.12) 3 (0.64) 3 (032) % (1.06)
Cumulative effect of accounting change, net of income taxes:

Basic ¥ — 5 — 3 — 3 (2.00)

Diluted $ — ¥ — 3 — 5 (2.00)
Net loss:

Basic 5 (0.12) $ (0.64) 5 032) ¢ (3.06)

Diluted F (0.12) 3 (0.64) b 032) % (3.06)
Weighted-average number of shares used in calculation of earnings per

share:
Basic 80,262 76,938 79,808 73,592
Diluted 80,262 76,938 79,808 73,592

See notes to condensed consolidated financial statements.
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IDT CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)
Nine Months Ended April 30,
' 2003 2002
Net cash provided by operating activities § 12,845 ¥ 16,249
Investing activities
Purchases of property, plant and equipment (51,436) (28,286)
Issuance of notes receivable (6,971) (8,949)
Purchases of investments (10,348) (44,974)
Acquisitions - (33,465)
Increase in cash from consolidation of Net2Phone 41,266 —
Purchases of marketable securities (1,741,131) (529,351)
Sales and maturities of marketable securities 1,648,484 260,855
Net cash used in investing activities (120,136) (384,170)
Financing activities
Proceeds from exercise of stock options 10,046 44,471
Repayments of capital lease obligations (19,509) (15,305)
Repurchases of common stock and Class B common stock —_ (15,639)
Proceeds from sales of subsidiaries stock 25,000 30,000
Distributions to minority shareholders of subsidiaries (16,079) (13,708)
Net cash (used in) provided by financing activities (542) 29,819
Net decrease in cash and cash equivalents (107,833) (338,102)
Cash and cash equivalents, beginning of period 351,248 1,091,071
Cash and cash equivalents, end of period § 243415 § 752,969
Supplemental schedule of non-cash investing and financing activities
Purchases of property, plant and equipment through capital lease obligations b 9,298 $ 34,007
Issuance of Class B common stock for acquisitions 3 — § 30,764
See notes to condensed consolidated financial statements.
5
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IDT CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1—Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of IDT Corporation and its subsidiaries (the “Company” or “IDT™)
have been prepared in accordance with accounting principles generally accepted in the United States for interim financial information and
with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes

required by accounting principles generally accepted in the United States for complete financial statements. In the opinion of management, all

adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation have been included. Certain

reclassifications have been made to the prior year’s condensed consolidated financial statements to conform to the current year’s presentation.

Operating results for the three-month and nine-month periods ended April 30, 2003 are not necessarily indicative of the results that may be
expected for the year ending July 31, 2003, The balance sheet at July 31, 2002 has been derived from the audited financial statements at that

date but does not include all of the information and footnotes required by accounting principles generally accepted in the United States for
complete financial statements. For further information, please refer to the consolidated financial statements and footnotes thereto included in

the Company’s Annual Report on Form 10-K for the year ended July 31, 2002, as filed with the United States Securities and Exchange
Commission.

year. Each reference below to a Fiscal Year refers to the Fiscal Year ending in

The Company’s fiscal year ends on July 31 of each calendar
al 2003 refers to the Fiscal Year ending July 31, 2003).

the calendar year indicated (e.g., Fisc

Note 2—Stock-Based Compensation

In December 2002, the Financial Accounting Standards Board (“FASB™) issued Statement of Financial Accounting Standards (“SFAS”™) No.
148, Accounting for Stock-Based Compensation—Transition and Disclosure, An Amendment of FASB Statement No. 123. This statement

provides alternative methods of transition for a voluntary change to the fair value based method of accounting for stock-based employee

compensation. In addition, SFAS No. 148 amends the disclosure requirements of FASB Statement No. 123 to require more prominent and

more frequent disclosures in financial statements about the effects of stock-based compensation. During the third quarter of Fiscal 2003, the
Company adopted the disclosure provisions of SFAS No. 148, effective as of the beginning of the fiscal year.

The Company continues to account for its employee stock options under the recognition and measurement principles of Accounting Principles
Board (“APB”) Opinion No. 25, Accounting for Stock Issued to Employees, and related Interpretations. The following table illustrates the
effect on net loss and earnings per share if the Company had applied the fair value recognition provisions of FASB Statement No. 123,
Accounting for Stock-Based Compensation, to stock-based employee compensation.
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Three Months Ended Nine Months Ended.
April 30, April 30,
2003 2002 2003 2002
(in thousands, except per share data)
Net loss, as reported $ (9,303)  8$(49,593)  $(25,853) $(225,120)
Add: Stock-based employee compensation expense included in reported net loss,
net of related tax effects and minority interests 8,397 1,396 9,974 1,396
Deduct: Total stock-based employee compensation expense determined under the
fair value based method of accounting for all awards, net of related tax effects
and minority interests (17,641) (6,147) (31,510) (16,801)
Pro forma net loss § (8,549)  $(54,344)  $(47,389) $(240,526)
Eammings per share:
Basic—as reported $§ (012) § (064) $ (032) $ (3.06)
Basic—pro forma $ (023) 8§ (071) § (059) § (3.27)
Diluted—as reported $ (0.12) $ (064) $ (032) $ (3.06)
Diluted—pro forma $ (023) 8 (0.71) % (059 $ (3.27)

Note 3-—Consolidation of Net2Phone

Until August 2000, the Company provided Internet telephony services through its majority owned subsidiary Net2Phone, Inc. On August 11,
2000, the Company completed the sale of 14.9 million shares of Net2Phone’s Class A common stock held by it, at a price of $75 per share; to
AT&T Corporation. In addition, AT&T purchased four million newly-issued shares of Class A common stock from Net2Phone at a price of
$75 per share. These transactions reduced the voting stake of IDT in Net2Phone from approximately 56% to 21% and its economic stake in
Net2Phone from approximately 45% to 16%. In recognition of these transactions, the Company deconsolidated Net2Phone effective Aupgust
11, 2000. Accordingly, the Company accounted for its investment in Net2Phone subsequent to the deconsolidation using the equity method of

' accounting.

On October 23, 2001, IDT, Liberty Media Corporation and AT&T formed a limited liability company (“LLC"), which through a series of
transactions among IDT, Liberty Media and AT&T held an aggregate of 28.9 million shares of Net2Phone’s Class A common stock,
representing approximately 48% of Net2Phone’s outstanding capital stock. Because the LLC holds Class A common stock with two votes per
share, the LLC has approximately 65% of the shareholder voting power in Net2Phone. IDT holds the controlling membership interest in the
LLC and is the managing member of the LLC. The operating agreement of the LLC provides unilateral liquidation rights to each of its
members whereby any member of the LLC may cause the LLC to liquidate and dissolve by providing written notice at any time on or after
January 1, 2004 to the other LLC members of its desire to cause such liquidation and dissolution. Since the LLC can be liquidated and
dissolved at any time on or after January 1, 2004, the Company’s control of the LLC is deemed to be temporary. Accordingly, through July
31, 2002, the Company continued to account for its investment in the LLC using the equity method.

In August 2001, the FASB issued SFAS No. 144, 4ccounting for the Impairment or Disposal of Long-Lived Assets, which addresses financial
accounting and reporting for the impairment or disposal of long-lived assets and supersedes SFAS No. 121, 4 ccounting for the Impairment of
Long Lived Assets to be Disposed Of, and the accounting and reporting provisions of APB Opinion No. 30, Reporting the Results of
Operations for a Disposal of a Segment of a Business. SFAS No. 144 also amends Accounting Research Bulletins (“ARB™) No. 51,
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Consolidated Financial Statements, as amended by SFAS No. 94, Consolidation of All Majority-Owned Subsidiaries, to eliminate the
exception to consolidation for a subsidiary for which control is likely to be temporary. IDT adopted SFAS No. 144 as of August 1, 2002, and
thus no longer accounts for its investment in Net2Phone under the equity method of accounting. Therefore, effective August 1, 2002, IDT
reconsolidated its investment in Net2Phone. The consolidation resulted in the inclusion by IDT of Net2Phone’s results of operations, financial
position and cash flows beginning August 1, 2002. This change in accounting does not change the net income or loss that would have been
reported had the Company continued to account for its investment in Net2Phone under the equity method of accounting. On a pro forma basis,
the combined revenues of IDT and Net2Phone, as if the consolidation had occurred as of August 1, 2001, after giving effect to the elimination
of intercompany transactions, would have been $419.4 million and $1,174.7 million, for the three and nine months ended April 30, 2002,

respectively. :

Pursuant to the operating agreement of the LLC, AT&T received 29 Class A units of the LLC, and had the right to put 6 of these units to IDT
and 23 of these units to Liberty Media after one year. On October 29, 2002, AT&T exercised its put rights and sold all of its Class A units to
IDT and Liberty Media for a nominal amount. As a result of this transaction, AT&T is no longer a member of the LLC. IDT continues to hold
the controlling membership interest in the LLC and is the managing member of the LLC. As of April 30, 2003, IDT’s effective equity
investment in Net2Phone (through the LLC) was 18.6%. Accordingly, the Company recorded in minority interests the 81.4% of Net2Phone’s
results attributable to the remaining shareholders of Net2Phone.

Note 4—Business Segment Information

The Company has five reportable business segments: Wholesale Telecommunications Services, Retail Telecommunications Services, IDT
Solutions, Internet Telephony, and Media. The operating results of these business segments are distinguishable and are regularly reviewed by
the Company’s chief operating decision maker.

The Wholesale Telecommunications Services business segment consists of wholesale carrier services provided to other long distance carriers.

The Retail Telecommunications Services business segment includes domestic and international prepaid, rechargeable and private label calling
cards, and consumer long distance services to individuals and businesses. The IDT Solutions business segment, which commenced operations
in December 2001 upon the acquisition of assets from Wiristar Comriunications, Inc. and certain of its subsidiaries (“Old Winstar™), operates
through Winstar Holdings, LLC as a competitive local exchange carrier (*CLEC”) using fixed wireless technology to provide local and long

distance phone services, and high speed Internet and data communications solutions. The Internet Telephony business segment reflects the
results of the Company’s reconsolidated subsidiary, Net2Phone, effective August 1, 2002, which is a provider of voice over Internet Protocol,
or VoIP, telephony products and services. The Media business segment operates several media and entertainment-related businesses, most of
which are cwrently in the early stages of development.

8

http://ir.10kwizard.com/filing.php?repo=tenk&ipage=2199601&doc=1&total=62&source=218 8/18/0



= T mEee— v Page 9 of 4

Table of Contents

IDT CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The Company evaluates the performance of its business segments based primarily on operating income (loss). All corporate overhead is
allocated to the business segments based on time and usage studies, except for certain specific corporate costs, such as corporate management
compensation, treasury management and public relations, and corporate legal, insurance and governance costs, which are not allocated to the
business segments. Operating results presented for the principal business segments of the Company are as follows (in thousands):

Wholesale Retail
Telecommunications Telecommunications IDT(1) Internet
Services Services Solutions Telephony(2) Media Corporate Total

Three Months Ended

April 30, 2003
Revenues 5 109,156 $ 299,865 3 20,766 3 19,585 5 5498 § — $ 454,870
Segment operating income (loss) (6,081) 21,761 (19,625) (9,830) (2,278) (21,846) (37,899)
Three Months Ended

April 30, 2002
Revenues 78,963 285,436 33,095 — 4,159 — 401,653
Segment operating income (loss) (6,540) 19,079 (43,863) —_ (5,003) (6,502) (42,829)
Nine Months Ended

April 30, 2003
Revenues b 288,178 $ 914,870 F 65933 $ 63,357 316470 $ — $1,348,808
Segment operating income (loss) (22,708) 66,060 (67,493) 25,672 (6,406) (39,392) (44,267)
Nine Months Ended

April 30, 2002
Revenues 221,509 825,503 52,269 — 15,606 — 1,114,387
Segment operating income (loss) (25,349) 42,001 (62,996) —_ (17,234) (19,590) (83,168)

(1) IDT acquired the assets currently held by Winstar (through which the IDT Solutions segment operates) in December 2001. Accordingly,
results of operations for the nine months ended April 30, 2002 for the IDT Solutions segment reflect only the period that the Company
owned and operated the Winstar assets.

(2) For the three and nine months ended April 30, 2002, IDT reported its share of the net loss of its Internet Telephony segment, which
consists of its investment in Net2Phone, under the equity method of accounting. Accordingly, IDT recorded $25.1 million and $41.8
million for these periods, respectively, as equity in loss of affiliates within other income (expense). During the periods in which IDT
accounted for its investment in Net2Phone using the equity method, the Company’s chief operating decision maker evaluated the
performance of IDT’s Internet Telephony segment based primarily on its cash, cash equivalents and marketable securities balances and
on its net cash used in operating activities. As of April 30, 2002, the balance of cash, cash equivalents and marketable securities of
Net2Phone was $121.9 million. For the nine months ended April 30, 2002, net cash used in operating activities was $79.5 million.

Note 5—Earnings Per Share

The Company computes earnings per share under the provisions of SFAS No. 128, Earnings per Share. Under the provisions of SFAS No.
128, basic earnings per share is computed by dividing net income (loss) applicable to commion shareholders by the weighted average number
of shares of common stock outstanding during the applicable period. Diluted earnings per share is determined in the same manner as basic
earnings per
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share except that the number of shares is increased assuming exercise of potentially dilutive stock options and contingently issuable shares
using the treasury stock method, unless the effect of such increase would be anti-dilutive. For the periods reported in the condensed
consolidated financial statements included in this report, the diluted earnings per share amounts equal basic earnings per share because the
Company had net losses and the impact of the assumed exercise of stock options and contingently issuable shares would have been anti-
dilutive,
Note 6—Comprehensive Loss
The Company’s comprehensive loss consists of the following (in thousands):

Three Months Ended April 30, Nine Months Ended April 30,

2003 2002 2003 2002
Net loss $ (9,303) $(49,593) $(25,853) $(225,120)
Foreign currency translation adjustments (406) 3,977 (654) (1,470)
Unrealized losses in available-for-sale securities (1,566) (489) (1,040) (923)
Comprehensive loss §(11,275) $(46,105) $(27,547) $(227,513)

Note 7—Winstar Acquisition

On December 19, 2001, the Company, through a subsidiary, acquired the core domestic telecommunications assets of Old Winstar in
connection with Old Winstar’s bankruptcy proceedings pending before the United States Bankruptcy Court for the District of Delaware. The
acquiring subsidiary was subsequently renamed Winstar Holdings, LLC. Winstar operates as a CLEC using fixed wireless technology to
provide local and long distance phone services, and high speed Internet and data communications solutions. The Company currently offers the
Winstar services under the name IDT Solutions.

The purchase price for the Old Winstar assets consisted of $30.0 million in cash, $12.5 million in newly issued shares of IDT Class B
common stock and 5% of the common equity interests in Winstar (the remaining 95% of the common equity interests as well as all of the
preferred equity interests in Winstar were owned by IDT). The acquisition was accounted for under the purchase method of accounting. The
results of operations of Winstar have been included in the Company’s consolidated statements of operations since the date of acquisition.

On April 16, 2002, IDT, through a subsidiary, purchased the 5% of common equity interests in Winstar that it did not own. Consideration
consisted of 0.8 million shares of IDT Class B common stock, which were valued at $13.3 million.

The following pro forma financial information presents the combined results of operations of IDT and Winstar, as if the Old Winstar asset
acquisition had occurred as of August 1, 2001, after giving effect to certain adjustments, including depreciation expense, income taxes and the
issuance of IDT Class B common stock as part of the purchase price. The pro forma financial information does not necessarily reflect the
results of operations that would have occurred had IDT and Winstar been a single entity during such periods.
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Three Months Ended Nine Months Ended
April 30,2002 April 30, 2002
(in thousands, except per share data)
Revenues L $ 401,653 3 1,187,587
Loss before cumulative effect of accounting change $ (49,593) $ (126,424)
Net loss b (49,593) 3 (273,407)
Earnings per share:
Loss before cumulative effect of accounting change
Basic $ (0.64) 3 (1.69)
Diluted $ (0.64) 3 (1.69)
Net loss
Basic $ (0.64) 3 (3.66)
Diluted $ (0.64) by (3.66)
Weighted-average number of shares used in calculation of earnings per share:
Basic 77,334 74,747
e ———— L
Diluted 77,334 74,747
R

Note 8-—Amendment of Stock Options

On April 25, 2003, all then outstanding stock options exercisable for shares of the Company’s common stock (which were exercisable for an
aggregate of 1.9 million shares) were amended to instead be exercisable for an equal number of shares of the Company’s Class B common
stock. Because these options were originally recorded under APB No,. 25, a new measurement date was triggered and the options were
required to be accounted for under the intrinsic value method of accounting. As a result, the Company recorded a non-cash compensation
charge for the three and nine months ended April 30, 2003 of $13.7 million for the modification of the options.

On April 25, 2003, the Board of Directors also authorized that shares of Class B common stock held as treasury stock be allocated for
issuance in connection with the above stock option amendments.

Note 9—Recently Issued Accounting Pronouncements

In April 2003, the FASB issued SFAS No. 149, Amendmens of Statement 133 on Derivative Instruments Hedging Activities. This statement
amends and clarifies accounting for derivative instruments, including certain derivative instruments embedded in other contracts, and for
hedging activities under SFAS No. 133. The new guidance amends SFAS No. 133 for decisions made: as part of the Derivatives
Implementation Group process that effectively required amendments to SFAS No. 133; in connection with other FASB projects dealing with
financial instruments; and regarding implementation issues raised in relation to the application of the definition of a derivative, particularly
regarding the meaning of an “underlying” and the characteristics of a derivative that contains financing components.

SFAS No. 149 clarifies under what circumstances a contract with an initial net investment meets the characteristic of a derivative as discussed

in SFAS No. 133. In addition, it clarifies when a derivative contains a financing component that warrants special reporting in the statement of

cash flows. SFAS No. 149 amends certain other existing pronouncements. These changes will result in more consistent reporting of contracts
that are derivatives in their entirety or that contain embedded derivatives that warrant separate accounting,
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o1 : ) tinue to be applied in accordance with their respective effective dates. In
addition, certain provisions relating to forward purchases or sales of when-issued securities or other securities that do not yet exist should be

applied to existing contracts as well as new contracts entered into after June 30, 2003. The Company believes that the adoption of this
standard will not have a material impact on the Company’s results of operations or financial position.

In addition to requirements for classification and measurement of financial instruments, SFAS No. 150 also requires disclosures about
alt

ernative ways of settling the instruments and the capital structure of entities, whose shares are mandatorily redeemable. Most of the
guidance in SFAS No. 150 is effective for all financial Instruments entered into or modified after May 31, 2003, and otherwise is effective
from the start of the first interim period beginning after June 15, 2003. The Company believes that the adoption of this standard will not have
a material impact on the Company’s results of operations or financial position.

Note 10—Legal Proceedings

Certain legal proceedings in which the Company is involved are described in the Company’s Quarterly Report on Form 10-Q for the quarter
ended January 31, 2003. The following discussion is limited to recent developments concerning the Company’s legal proceedings and should
be read in conjunction with such earlier Quarterly Report.- Unless otherwise indicated, all legal proceedings discussed in the Company’s

' earlier Quarterly Report remain outstanding.

With respect to the Company’s complaint against Telefonica S.A., Terra Networks, S.A., Terra Networks, U.S.A., Inc. and Lycos, Inc., the
Company filed a motion on May 16, 2003 to compel the defendants to produce documents under the crime-fraud exception of the attorney-
client and work product privilege. Oral argument on this motion is scheduiled for August 7, 2003.

With respect to the Company’s statement of claim with the Americ

an Arbitration Association naming Telefonica Internacional, S.A. as the
Respondent, the parties filed post-hearing briefs on

April 4, 2003 and reply briefs were filed on May 8, 2003.

With respect to the summons and complaint filed on or about Julyv25, 2002 by PT-

status conference before the judge on April 3, 2003. The Company filed a motion for a stay to enjoin this proceeding based upon a filing by
The Continuing Creditors’ Committee of Star Telecommunications, Inc. of a near-

identical adversary proceeding against the Company in the
United States Bankruptcy Court for the District of Delaware, The motion was denied on May 15, 2003.

1 Communications against the Company, the parties held a
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With respect to the com

the case to the State court and granted
the Federal Communications Commission (the “FCC”

the Company’s motion to transfer the case to
). The Company filed a petition with the FCC on April 30, 2003.
With respect to the Morris Amsel and the Ana Cardoso and Mari

the Company filed an application with the Mu]

ing to the Company’s calling cards, on May 19, 2003
ti-District Litigation Pan

el seeking to consolidate these matters.

Chapter 7 bankruptcy.

With respect to the Univance Telecommunications, Inc. and Univance Marketing Group, Inc. (collectively the “Univance Debtors™)
bankruptcy matter, the parties resolved this matter and the Univance Debtors and Winstar entered into an agreement dated March 19, 2003,
pursuant to which the Univance Debtors will continue to provide services to Winstar. The p

arties will seek Bankruptcy Court approval of the
agreement.

On or about February 5, 2002, a complaint was filed by Solomon Bitton against the Company in the Superior Court of the State of New
Jersey, Bergen County, seeking certifi

cation of a class consisting of New J. ersey residents who allegedly purchased the Company’s pre
calling cards and were charged any fee that was not specifically disclosed on the card packaging prior to purchase. The damages sought have
not yet been quantified. The Company served answers to the complaint on April 3, 2

003 and are in the process of providing initial discovery
responses.

-paid ____

On or about March 12, 2003, a complaint was filed b
on behalf of the Star Creditors’ Liquidating Trust (
Delaware. Star seeks (a) to void and recover damag
pre-petition sale of certain assets to the Company,
not been served with the complaint and Star has
motion for a stay or to enjoin this
previously filed by PT-

y the Continuing Creditors’ Committee of Star T
“Star™) against the Company in the United States
es for certain fraudulent transfers of property of S
and (b) to recover damages for unjust enrichment p
not taken any action to prosecute the claims agains
proceeding based upon the fact that this proceeding is nearly-
1 Communications against the Company in the United States Bankruptcy C
which motion was denied.

elecommunications, Inc. for itself and
Bankruptcy Court for the District of
tar’s bankruptcy estate pursuant to the
ursuant to said sale. The Company has
t the Company. The Company filed a
identical to the adversary proceeding
ourt for the Eastern District of New York,

On April 15, 2003, Network Communications of Indiana (*NCT”) filed a four-
Indiana, against the Company, seeking $8.7 million in damages. NCI signed a Non-Exclusive High Volume Independent Agent Marketing
Agreement with Winstar Wireless, Inc., on F ebruary 1, 1999. On April 18, 2001, Winstar Wireless, Inc., and various other affiliates
(“Debtors”) filed for Chapter 11 bankruptcy in the United States Bankruptcy Court for the District of Delaware. On December 19, 2001, an
affiliate of the Company purchased various assets of the Debtors. NCI alleges that the Company, as a result of allegedly acquiring certain

assets of the Debtor including alleged network cus

tomer lists: (a) misappropriated NCI’s customer lists, (b) unlawfully converted NCI’s
customer lists, (c) unfairly competed with NCI’s business

count complaint in the Superior Court in Marion County,

s
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and (d) tortiously interfered with contracts between

NCI and NCT’s customers. The case has been removed to the United States District Court
for the Southern District of Indiana, Indianapolis

Division, and the Company has an extension to answer or otherwise plead until June 23,
2003.

On or about April 26, 2003, the Company was served with a petition filed b

ications, Locus Telecommunications, Star Telecom Network, Astral
Communications, Pacific Telecard, and Advanced Telecom Solutions. Th

e plaintiff is seeking certification of a class consisting of all persons
in Texas who allegedly purchased and used IDT’s pre-paid calling

cards and made calls to, or from, cellular telephone equipment. The
damages sought have not yet been quantified. The Company filed its answer on June 2,2003.

The Company is subject to other le
adjudicated. Although there can be
the aforementioned actions, will not

gal proceedings and claims which arise in the ordinary course of our business and have not been finally
no assurances in this regard, in the opinion of the Company’s management, such proceedings, as well as
have a material adverse effect on the Company’s results of operations, cash flows or financial condition.

Note 11—Settlement by Net2Phone of Litigation

On March 19, 2002, Net2Phone and its ADIR Téchnologies, Inc. subsidiary filed suit in the United States District Court for the District of
New Jersey against Cisco Systems, Inc. and a Cisco executive who had been a member of ADIR’s board of directors, The suit arose out of the
relationships that had been created in connection with Cisco’s and Net2Phone’s original investments in ADIR and out of ADIR s subsequent
purchase of NetSpeak, Inc. in August 2001. Net2Phone and ADIR settled the suit and all related claims against Cisco and the Cisco executive

in exchange for: (i) the transfer, during the first quarter of Fiscal 2003, to Net2Phone of Cisco’s and Softbank Asia Infrastructure Fund’s

respective 11.5% and 7.0% interests in ADIR, and (ii) the payment by Cisco, during such quarter, of $19.5 million to Net2Phone and ADIR.

As a result of this settlement, Net2Phone recognized for the quarter ended October 31, 2002, a gain of $58.4 million consisting of (i) a $38.9
million reduction in minority interests as a result of the transfer of the ADIR shares and (ii) the receipt of settlement proceeds of $19.5
million. During the second quarter of Fiscal 2003, Net2Phone approved-and therefore recorded an additional $0.4 million in executive

compensation expense directly related to the Cisco settlement.

Note 12—Gain on Sale of Subsidiary Stock

On April 17, 2003, a subsidiary of Liberty Media purchased from IDT Media 88.235 newly-issued shares of IDT Media’s Class A common
stock, at a price of $283,334 per share, representing an aggregate cash purchase price of $25.0 million. IDT Media operates several media and
entertainment-related businesses, most of which are currently in the early stages of development. As a result of this sale of subsidiary stock,
the Company’s ownership percentage in IDT Media decreased from 100% to 94.4%.

The Company has historically accounted for sales of stock of its subsidiarie
Accounting for Sales of Stock by a Subsidiary,
subsidiaries as a gain. Accordingly,

s in accordance with Staff Accounting Bulletin No. 51,
which permits the Company to record the excess of its carrying value in the equity of its

in connection with this sale, the Company recognized a gain of $22.4 million. Deferred taxes of $9.0
million have been provided on the gain.
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following information should be read in conjunction with the accompanying condensed consolidated financial statements and the
associated notes thereto of this Quarterly Report, and the audited consolidated financial statements and the notes thereto and our
Management’s Discussion and Analysis of Financial Condition and Results of Operations contained in our Annual Report on Form 10-K for
the year ended July 31, 2002, as filed with the United States Securities and Exchange Commission.

As used below, unless the context otherwise requires, the terms “‘the Company,” “IDT,” “we,” “us,” and “our” refer to IDT Corporation, a
Delaware corporation, its predecessor, International Discount Telecommmunications, Corp., a New York corporation, and their subsidiaries,
: collectively.

Forward-Looking Statements

This Quarterly Report on Form 10-Q, including the notes to the condensed consolidated financial statements, contains forward-looking
statements within the meaning of Section 27A of the Securities Actof 1933 and Section 21E of the Securities Exchange Act of 1934,
including staternents that contain the words “believes,” “anticipates,” “expects,” “plans,” “intends,” and similar words and phrases. Such
forward-looking statements include, among other things, our plans to implement our growth strategy, improve our financial performance,
expand our infrastructure, develop new products and services, expand our sales force, expand our customer base and enter international
markets, and the possible outcome of our litigation. Such forward-looking statements also include our expectations concerning factors
affecting the markets for our products and services, such as changes in the U.S. and the international regulatory environment and the demand
for long-distance telecommunications. These forward-looking statements are subject to risks and uncertainties that could cause actual results
to differ materially from the results projected in any forward-looking statements. These risks and uncertainties include, but are not limited to,
those risks discussed in this report, In addition to the factors specifically noted in the forward-looking statements, other important factors that
could result in those differences include: potentia] declines in prices for our products and services; our ability to maintain and grow our retail
telecommunications services, particularly our prepaid calling card business; availability of termination capacity; financial stability of our
customers; our ability to maintain carrier agreements with foreign carriers; effectiveness of our marketing and distribution efforts; increased
competition, particularly from regional bell operating companies; our ability to manage our growth; competitiveness of our Winstar
subsidiary; impact of government regulation; our ability to obtain telecommunications products or services required for our products and
services; general economic conditions, particularly in the telecommunications markets; and the other factors set forth in our Annual Report on
Form 10-K for Fiscal 2002. The forward-looking statements are made as of the date of this Report, and we assume no obligation to update the-
forward-looking statements, or to update the reasons why actual results could differ from those projected in the forward-looking statements.
Investors should consult all of the information set forth herein and the other information set forth from time to time in our reports filed with
the United States Securities and Exchange Commission pursuant to the Securities Act of 1933 and the Securities Exchange Act of 1934,

including our Annual Report on Form 10-K for Fiscal 2002.

Overview
General

IDT Corporation, through our IDT Telecom segment, provides telecommunications services and products to retail and wholesale customers

worldwide, including prepaid, private label and rechargeable calling cards, wholesale
We deliver our telecommmumnications services over a network consisting of more than 200 switches in the United States, Europe and South

America. We also own and lease capacity on 16 undersea fiber-optic cables that connect our U.S. facilities with our international facilities and
with third-party facilities in Europe, Latin America and Asia, We derive a majority of our revenues from IDT Telecom.
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Our Winstar segment, which operates under the name IDT Solutions, offers broadband and telephony services to commercial and
govemmental customers through its fixed-wireless and fiber infrastructure. We also operate, through our IDT Media segment, several media
and entertainment-related businesses, most of which are currently in the early stages of development. IDT Media primarily comprises five
business lines: radio, animation, brochure distribution, video-to-desktop delivery, and call center services. Effective August 1, 2002, we
reconsolidated Net2Phone, which is a provider of voice over Internet Protocol, or VoIP, telephony products and services,

Outlook

In recent years, we have derived the majority of our revenues from IDT Telecom’s businesses, consisting primarily of our Retail
Telecommunications Services segment, which markets prepaid, private label and rechargeable calling cards and consumer long distance
services, and our Wholesale Telecommunications Services segment, which markets wholesale carrier services. These businesses have
accounted for the bulk of our operating expenses as well (excluding impairment charges).

Throughout the remainder of Fiscal 2003, we anticipate increased growth in our wholesale carrier revenues. We anticipate growth in IDT
Telecom’s Retail Telecommunications Services revenues as well, and we expect Retail Telecommunications Services revenues to continue to
account for approximately 70%-75% of IDT Telecom’s tota] revenues in the coming quarters.

The worldwide telecommunications industry has been characterized in recent years by intense price competition, which has resulted in a
significant decline in both our average per-minute price realizations and our average per-minute termination costs. Therefore, although IDT
Telecom’s minutes of use have been increasing strongly, IDT Telecom’s revenues have increased at a much slower rate. We expect to see
some further price declines throughout the remainder of Fiscal 2003, as the markets in which we compete have generally remained
competitive,

We have also been developing various new businesses within our Media segment. We anticipate that Media will continue to incur significant
costs related to its existing and other new businesses, The timing and magnitude of further revenues and/or operating profits from these new
businesses remains uncertain, In May 2003, Media’s Digital Production Solutions unit (which operates Media’s animation business line)
acquired a controlling interest in Film Roman, Inc., an independent animation company, through the purchase of newly-issued shares of Film
Roman common stock. For the year ended December 3 1, 2002, Film Roman reported revenues of $43.3 million and a net loss of $8.6 million.
In the upcoming quarters, the results of operations of our IDT Media segment will include the consolidation of Film Roman.

Critical Accounting Policies

Our condensed consolidated financial statements and accompanying notes are prepared in accordance with accounting principles generally
accepted in the United States. Preparing condensed consolidated financial statements requires us to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenue and expenses. These estimates and assumptions are affected by the application of our
accounting policies. Our significant accounting policies are described in Note 1 to the July 31, 2002 consolidated financial statements
included in our Form 10-K. Critical accounting policies are those that require application of management’s most difficult, subjective or
complex judgments, often as a result of matters that are inherently
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uncertain and may change in subsequent periods. Critical accountin

g policies for us include revenue recognition, allowance for doubtful
accounts, goodwill, and valuation of long-lived and intangible assets. For additional discussion of our critical accounting policies, see our
Management’s Discussion & Analysis of Financial Condition and Results of Op

erations in our Annual Report on Form 10-K. for Fiscal 2002.
In order to enable a straightforward co

mparison between the three and nine months of Fiscal Year 2003 and the three and nine months of
Fiscal Year 2002, and to provide a better understanding of IDT’

§ core operating results for the three and nine months of Fiscal Year 2003,
this Form 10-Q presents, as additional information, some financial figures excluding the IDT Solutions segment and Net2Phone. The Winstar
assets, through which our IDT Solutions segment operates, were

acquired during the second quarter of Fiscal Year 2002, and contributed to
revenues for only part of that quarter, and Net2Phone was not consolidated during Fiscal Year 2002.

Three Months Ended April 30, 2003 Compared to Three Months Ended April 30, 2002
Results of Operations

perating business segments based primaril
in the operating business segments discuss

We evaluate the performance of our o y on income (loss) from operations. Accordingly, certain
adjustments are properly not reflected

ions, but are only reflected in our Consolidated discussion.
Consolidated

Revenues. Our revenues increased 13 2%, from $401.7 million in the three months ended April 30, 2002 to $454.9 million in the three
months ended April 30, 2003. The increase is due primarily to the significant growth in our telecommunications minutes of use and the
reconsolidation of Net2Phone. Excluding revenues from our Internet Telephony se

gment, consisting of Net2Phone, which was reconsolidated
effective August 1, 2002, our revenues increased 8.4%, to $435.3 million in the three months ended April 30, 2003. The increase in our
consolidated revenues (excluding Internet Telephony) is mainly attributable to a 12.2% increase in IDT Telecom’s revenues. The growth in
IDT Telecom’s revenues primarily resulted from a 43.3%

growth in minutes of use (excluding minutes related to our consurner long distance
business, which are not carried through our own network) from 3.0 billion in the three months ended April 30, 2002 to 4.3 billion in the three
months ended April 30, 2003.

Direct Cost of Revenues. Direct cost of revenues increased by 8.8%, from $319.0 million in the three months ended April 30, 2002 to
$347.1 million in the three months ended April 30, 2003. The increase is imari i . .

use and the reconsolidation of Net2Phone. Excluding direct cost of revenues from our Internet Telephony segment, direct cost of revenues

increased 5.7% to $337.2 million in the three months ended April 30, 2003. As a percentage of total revenues, direct costs decreased from

79.4% in the three months ended April 30, 2002 to 76.3% in the three months ended April 30, 2003 (and decreased to 77.5% excluding our
Internet Telephony segment). The decline in direct costs as a percenta

ge of revenues is attributable to overall higher revenues due to the
growth of minutes-of-use and because of continued operating efficiency gains and lower prices from suppliers.

Selling, General and Administrative. Selling, general and administrative expenses decreased 1.3%, from $106.4 million in the three months

ended April 30, 2002 to $105.0 million in the three months ended April 30, 2003. Excluding selling, general and administrative expenses

from our Internet Telephony segment, selling, general and administrative expenses decreased 13.3% to $92.2 million in the three months

ended April 30, 2003. As a percentage of total revenues, selling, general and administrative expenses decreased from 26.5% in the three
months ended April 30, 2002 to 23.1% in the three months ended April 30, 2003 (and decreased to 21.2% excluding our Internet Telephony

segment). Selling, general and administrative expense declined as a percentage of revenues due primarily to the significant growth in our
revenues for the three months ended April 30, 2003.
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We anticipate that selling, general and administrative expenses will increase in dollar terms in the future, and will continue to be a significant
percentage of total revenues, as we expand both IDT Telecom’s businesses and our Media businesses.

Depreciation and Amortization. Depreciation and amortization expense increased 33.5%, from $16.7 million in the three months ended
April 30, 2002 to $22.3 million in the three months ended April 30, 2003. Excluding depreciation and amortization expense from our Internet
Telephony segment, depreciation and amortization expense increased 19.7%, to $20.0 million in the three months ended April 30, 2003,
primarily as a result of our higher fixed asset base during the three months ended April 30, 2003, reflecting the expansion of our
telecommunications network infrastructure and facilities. As a percentage of revenues, depreciation and amortization expense increased from
4.2% in the three months ended April 30, 2002 to 4.9% in the three months ended April 30, 2003 (and to 4.6% excluding our Internet
Telephony segment). Depreciation and amortization expense increased, as a percentage of revenues, due primarily to the expansion of our
telecommunications network infrastructure and facilities. We anticipate that depreciation expense will continue to increase in absolute dollars,
as we continue to add to our asset base, particularly in IDT Telecom’s businesses, as we implement our growth strategy.

Non-cash Compensation. Non-cash compensation charges were $2.3 million in the three months ended April 30, 2002, compared to $16.6
million in the three months ended April 30, 2003. Refer to the respective sections of the IDT Telecom, IDT Solutions, Internet Telephony and
Corporate segments for a full discussion on non-cash compensation charges.

Restructuring, Severance and Impairment Charges. Restructuring, severance and impairment charges were $1.7 million in the three months
ended April 30, 2003. Refer to the respective section of the Internet Telephony segment for a full discussion on restructuring, severance and
impairment charges.

Loss from Operations. Our loss from operations was $42.8 million in the three months ended April 30, 2002, compared to $37.9 million in
the three months ended April 30, 2003. Excluding $9.8 million of loss from operations from our Internet Telephony segment, our loss from
operations was $28.1 million for the three months ended April 30, 2003. The reduction in our loss from operations (excluding our Internet
Telephony segment) was due primarily to IDT Telecom’s increased revenues and gross margins, partially offset by one-time non-cash
compensation charges.

Interest. Net interest income was $3.9 million in the three months ended April 30, 2002, compared to net interest income of $6.7 million in
the three months ended April 30, 2003.

Other Income (Expense). Other income (expense) amounted to an expense of $27.6 million in the three months ended April 30, 2002,
compared to income of $12.0 million in the three months ended April 30, 2003. Included in other income (expense) in the three months ended
April 30, 2003, was a charge of $1.6 million related to an obligation to guarantee to AT&T the value of 1.4 million shares of IDT Class B
“common stock owned by AT&T, and net losses from other investments totaling $8.8 million.

On April 17, 2003, a subsidiary of Liberty Media purchased from IDT Media 88.235 newly-issued shares of IDT Media’s Class A common

stock, at a price of $283,334 per share, representing an aggregate cash purchase price of $25.0 million. As a result of this sale of subsidiary

stock, our ownership percentage in IDT Media decreased from 100% to 94.4%. In connection with this sale, we recognized a gain of $22.4
million during the three months ended April 30, 2003.

Included in other expense in the three months ended April 30, 2002 were losses of $25.1 million associated with recording our pro-rata share
of Net2Phone’s net losses through the equity method of accounting, a $2.2 million charge related to an obligation to guarantee to AT&T the
value of 1.4 million shares of IDT Class B common stock owned by AT&T, and net losses from other investments totaling $0.3 million.
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Minority Interests. Minority interests were $4.3 million and $1.0 million for the thre
The $3.3 million decrease in minority interest income was primarily attributable to the
as of April 30, 2003. Accordingly, we recorded in minority interests the 81.4%
shareholders of Net2Phone.

¢ months ended April 30, 2002 and 2003, respectively.
reconsolidation of Net2Phone, of which we own 18.6%
of Net2Phone’s results attributable to the remaining

Income Taxes. We recorded an income tax benefit of $21.2 million in the three months ended April 30, 2002, compared to an income tax

benefit of $10.8 million in the three months ended April 30, 2003,

Net Loss.  Our consolidated net loss was $49.6 million in the three months ended April 30, 2002 compared to a consolidated net Joss of $9.3
million in the three months ended April 30, 2003. The recordin:

g of a net loss in the three months ended April 30, 2003 and 2002 was a result
of the combined factors for each of the segments discussed below, as well as those items detailed above.
IDT Telecom—Retail Telecommunications Services and Wholesale Telecommunications Services Segments
Revenues. IDT Telecom’s revenues increased 12.2%, from $364.4 million in the three months ended April 30, 2002 to $409.0 million in the
three months ended April 30, 2003.

IDT Telecom’s revenues increased primarily as a result of a 43.3%
distance business, which are not carried through our own network)

, in both the U.S. and international operations. IDT Telecom’s minutes of use grew at a

faster rate than did its revenues, reflecting a decline in its average revenue-per-minute, from $0.110 during the three months ended April 30,

2002 to $0.084 in the three months ended April 30, 2003. IDT Telecom’s decrease in its average revenue-per-minute is due to 2 number of
factors, including (i) continued competition in both retail and wholesale markets, and (ii) introduction of new calling cards.

Revenues from IDT Telecom’s Retail Telecommunications Services segment increased 5.1%, from $285.4 million in the three months ended
April 30, 2002 to $299.9 million in the three months ended A:

pril 30, 2003. Of this total growth of 5, 1%, 2.1% came as a result of increased
sales of cards and 3.0% came as a result of higher consumer long distance revenues. As a percentage of IDT Telecom’s overall revenue,

Retail Telecommunications Services’ revenues decreased from 78.3% in the three months ended April 30, 2002 to 73.3% in the three months

ended April 30, 2003, as revenues from our Wholesale Telecommunications Services segment grew at a faster rate than did our retail
businesses revenues. IDT Telecom’s calling card sales increased 2.1%, from $255.3 million in the three months ended April 30, 2002 to
$260.7 million in the three months ended April 30, 2003. This increase was primarily generated by the introduction of several new calling
cards. A new card is generally introduced with attractive low per-minute pricing, which is gradually increased as the card gains acceptance
and builds market share. The increase in new card introductions was part of IDT’s plan to aggressively seek market share in both its
traditional Northeast U.S. markets, as well as in several other key areas, such as California, Florida and Texas. In addition, the growth in our
calling card revenues resulted from the expansion of our distribution network beyond our traditional Northeastern U.S. territory, as well as the
continued strong growth of European operations, both in our U.K. market as well as in other markets such as Spain, Germany and the
Netherlands. Throughout the quarter, several of the recently-launched cards entered the higher-margin, more profitable stages of their
lifecycles, resulting in higher overall calling card margins in the United States, when compared to the second quarter of Fiscal 2003.

Calling card sales as a percentage of IDT Telecom’s Retail Telecommunications Services revenues
ended April 30, 2002 to 86.9% in the three months ended April 30, 2003, as revenues from consumer long distance services grew at a faster
rate than did calling card revenues. Revenues from consumer long distance services, in which we act as a switchless reseller of another
company’s network, experienced significant growth in the three months ended April 30, 2003, with revenues increasing 31.3%, from $29.7
million in the three months ended April 30, 2002 to $39.0 million in the three months ended

decreased from 89.5% in the three months
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April 30, 2003. The consumer long distance revenue increase is attributable to the continued growth of our flat-rate, $0.05 a minute long
distance calling plan, which has been driven by increased marketing expenditures, resulting in a significant increase in the number of
consumer long distance customers. At April 30, 2003, we had approximately 622,000 active customers for our consumer long distance
services, compared to approximately 409,000 customers at April 30, 2002. Beginning in early Fiscal 2003, we significantly increased the
marketing and advertising expenditures of our consumer long distance business, in an attempt to accelerate the growth of our customer base.
These expenditures, while reducing consumer long distance operating profits in the near term, are expected to lead to a rise in the number of
active customers, revenues and profits over the longer term. In addition, as our customer base has grown, we have begun to place an increased
emphasis on customer retention initiatives. Accordingly, our marketing efforts for our consumer long distance business is now focused on
customer retention and increasing the average revenue per custorner, in addition to attracting new customers.

Revenues from IDT Telecom’s other Retail Telecommunications Services businesses, consisting primarily of call reorigination services,
amounted to $0.5 million in the three months ended April 30, 2002, versus $0.2 million in the three months ended April 30, 2003.

IDT Telecom’s Wholesale Telecommunications Services revenues increased 38.2%, from $79.0 million in the three months ended April 30,
2002 to $109.2 million in the three months ended April 30, 2003. As a percentage of IDT Telecom’s total revenues, Wholesale
Telecommunications Services revenues increased from 21.7% in the three months ended April 30, 2002 to 26.7% in the three months ended
April 30, 2003. The increase in revenues resulted from the growth in wholesale carrier minutes, despite a significant decline in the average
revenue-per-minute. In recent years, IDT Telecom’s wholesale carrier business has curtailed or ceased completely its sales to financially
unstable carriers. During the three months ended April 30, 2003, IDT Telecom continued to rebuild its customer base through the addition of
new customers and by increasing sales to its larger, more financially stable customers. Increased sales to international telecom carriers
accounted for the bulk of the growth in revenues and gross profits during the quarter.

Direct Cost of Revenues. Direct cost of revenues for IDT Telecom increased 14.4%, from $276.2 million in the three months ended April
30, 2002 to $316.1 million in the three months ended April 30, 2003, due to the higher revenue and minutes base. As a percentage of total
IDT Telecom’s revenues, direct costs increased to 77.3% in the three months ended April 30, 2003, from 75.8% in the three months ended

Abpril 30, 2002. The increase in direct costs as a percentage of total revenues is attributable to the competitive pricing environment within the
telecommunications industry, which resulted in lower revenue per minute price realizations.

Selling, General and Administrative. IDT Telecom’s selling, general and administrative expenses decreased 1.9%, from $62.6 million in the
three months ended April 30, 2002 to $61.4 million in the three months ended April 30, 2003. As a percentage of IDT Telecom’s total
revenues, selling, general and administrative expenses were 17.2% in the three months ended April 30, 2002, compared to 15.0% in the three
months ended April 30, 2003. IDT anticipates that selling, general and administrative expenses will remain steady, in absolute dollar terms,
over the next few quarters, and should therefore represent a smaller percentage of revenues, as overall revenues increase.

Depreciation and Amortization, IDT Telecom’s depreciation and amortization expense rose 20.0%, from $13.0 million in the three months
ended April 30, 2002, to $15.6 million in the three months ended April 30, 2003, reflecting the continued expansion of our fixed asset base,
as we invest to accommodate our current and anticipated future growth. As a percentage of IDT Telecom’s total revenues, depreciation and

amortization expense was 3.8% in the three months ended April 30, 2003 compared to 3.6% in the three months ended April 30, 2002.

Non-cash Compensation. IDT Telecom recorded non-cash compensation of $0.2 million in the three months ended April 30, 2003, relating
to stock options granted to certain non-employee consultants.
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Income from Operations. IDT Telecom recorded income from operations of $12.5 million in the three months ended April 30, 2002,
compared to income from operations of $15.7 million in the three months ended April 30, 2003. The increase in income from operations
resulted primarily from the revenue growth and improved £ross margins.

IDT Solutions Segment

Revenues. Revenues from IDT Solutions decreased 37.2%, from $33.1 million in the three months ended April 30, 2002 to $20.8 million in
the three months ended April 30, 2003.- The third fiscal quarter of 2002 marked the first full quarter of IDT’s ownership of IDT Solutions.
Since the acquisition of the Winstar assets in December 2001, IDT has significantly restructured and downsized the acquired business
including the discontinuation of certain product lines and the exiting of certain geographic locations. These decisions accounted in large part
for the decline in revenues versus the prior year.

Throughout the remainder of Fiscal 2003, IDT Solutions will continue to focus its sales force towards targeting small and medium sized
businesses which are concentrated within IDT Solutions’ footprint of 3,000 provision-ready buildings (i.e., buildings in which IDT Solutions’
technology is currently deployed). IDT Solutions will also continue to target Fortune 500 companies, as well as the various civilian and
defense agencies of the U.S. government. IDT Solutions will also be developing an agent channel to support its existing sales force initiatives.

Direct Cost of Revenues. Direct cost of revenues for IDT Solutions decreased 50.8%, from $42.1 million in the three months ended April
30, 2002 to $20.7 million in the three months ended April 30, 2003. The decrease in direct cost of revenues is due to the restructuring and
downsizing efforts noted above, as well as IDT’s efforts to groom the Winstar network to better reflect the needs of its current customer base.
Direct cost of revenues consist primarily of two components, connectivity for the network backbone and lease payments for the network of
provision-ready buildings. Network backbone costs for the three months ended April 30, 2003 totaled $13.5 million, accounting for 65.2% of
total direct cost of revenues. Direct cost of revenues for the three months ended April 30, 2003 associated with lease payments for the
building network were $7.2 million.

Selling, General and Administrative.  Selling, general and administrative expenses of IDT Solutions decreased 45.3%, from $29.6 million in
the three months ended April 30, 2002 to $16.2 million in the three months ended April 30, 2003. The decrease is primarily due to the
significant cost saving measures undertaken by IDT subsequent to the acquisition of the Winstar assets, which included a significant reduction
in headcount. The main component of selling, general and administrative expenses for the three months ended April 30, 2003 was employee
compensation and benefits, accounting for $11.9 million, or 73.5% of total selling, general and administrative expenses. Since the acquisition
of the Winstar assets in December 2001, the number of employees of Winstar has been reduced from approximately 750 to approximately 520
as of April 30, 2003.

Depreciation and Amortization. Depreciation and amortization was $2.9 million in the three months ended April 30, 2002 compared to $3.6

million in the three months ended April 30, 2003. As a percentage of IDT Solutions’ revenues, depreciation and amortization increased from

8.8% in the three months ended April 31, 2002 to 17.3% in the three months ended April 30, 2003, primarily due to the lower revenue base as
discussed above.

Non-cash Compensation. IDT Solutions recorded non-cash compensation of $2.3 million in the three months ended April 30, 2002, as a
result of modifications to stock option agreements of certain terminated employees.
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Loss from Operations. IDT Solutions’ loss from operations in the three months ended April 30, 2002 was $43.9 million, compared to $19.6
million in the three months ended April 30, 2003. The decrease in loss from operations is due to the significant cost saving measures
undertaken by IDT subsequent to the acquisition of the Winstar assets, which included the downsizing of the Winstar network and a

significant reduction in headcount, as described above.

Media Segment

In May 2003, Media’s Digital Production Solutions unit (which operates Media’s animation business line) acquired a controlling interest in
Film Roman, Inc., an independent animation company, through the purchase of newly-issued shares of Film Roman common stock. For the
year ended December 31, 2002, Film Roman reported revenues of $43.3 million and a net loss of $8.6 million. In the upcoming quarters, our
results from operations will include the consolidation of Film Roman.

Revenues. Revenues from Media’s businesses increased 31.0%, from $4.2 million in the three months ended April 30, 2002 to $5.5 million
in the three months ended April 30, 2003. In Fiscal 2002, Media gradually exited its Digital Subscriber Line (“DSL”) business. Currently,
Media’s revenues are primarily comprised of revenues from its CTM Brochure Display, Inc. business, a brochure distribution cormpany.

Direct Cost of Revenues.  Direct cost of revenues decreased from $0.7 million in the three months ended April 30, 2002 to $0.4 million in
the three months ended April 30, 2003. As a percentage of Media’s revenues, these costs decreased from 16.7% for the three months ended
April 30, 2002 to 7.3% for the three months ended April 30, 2003. Most of Media’s businesses remain in the early stages of their
development. As such, we anticipate that direct costs will continue to account for a relatively small percentage of Media’s revenues, with most
of the expenses associated with these businesses to be incurred in the form of selling, general, administrative and development costs.

Selling, General and Administrative.  Selling, general and administrative expenses decreased 16.9%, from $8.3 million in the three months
ended April 30, 2002 to $6.9 million in the three months ended April 30, 2003. The decrease in selling, general and administrative expenses
reflect the exit from the DSL Internet access business and from the video-streaming business, as well as the general refocusing of the portfolio
of businesses towards media related businesses. In addition, during Fiscal 2002, Media implemented stricter management controls over
operating expenses. Partially offsetting the general reduction in costs were additional expenses incurred with the startup of a newly created
customer service outsourcing operation.

Depreciation and Amortization. Depreciation and amortization expense was $0.1 million in the three months ended April 30, 2002, versus
$0.6 million in the three months ended April 30, 2003. As a percentage of revenues, depreciation and amortization expense increased to
10.9% in the three months ended April 30, 2003, from 2.4% in the three months ended April 30, 2002.

Loss from Operations. Loss from operations in the three months ended April 30, 2002 was $5.0 million, compared to a loss from operations
0f $2.3 million in the three months ended April 30, 2003, reflecting primarily the lower level of selling, general and administrative expenses
resulting from stricter management controls over operating expenses, as well as the refocusing of the segment’s business portfolio towards
media related businesses.

IDT Internet Telephony Segment

The Internet Telephony business segment reflects the results of Net2Phone, which we reconsolidated effective August 1, 2002. Accordingly,
the results of operations for the Internet Telephony segment, which will be detailed below, will contain only references to the three months
ended April 30, 2003. We will not make reference to the three months ended April 30, 2002, as Net2Phone was not consolidated during that
period. As of April 30, 2003, IDT’s ownership interest in Net2Phone was approxitnately 18.6%. Accordingly, IDT recorded approximately
81.4% of Net2Phone’s results attributable to the remaining shareholders in the minority interests line of the condensed consolidated
statements of operations. Prior to August 1, 2002, we accounted for our investment in Net2Phone under the equity method of accounting and,
accordingly, such results were included in the equity in loss of affiliates line of the condensed consolidated statements of operations. For the
three and nine months ended April 30, 2002, our equity in the loss of Net2Phone was $25.1 million and $41.8 million, respectively.
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Revenues. Net2Phone’s revenues are primarily derived from per-minute charges billed to its customers on a prepaid basis and from the sale
of Internet telephony equipment and services to resellers and other carriers. Revenues were $19.6 million for the three months ended April 30,
2003.

Direct Cost of Revenues. Net2Phone’s direct cost of revenues consists primarily of network costs associated with carrying customer traffic
on its network, wholesale costs of Internet telephony devices, ad serving costs and e-mail box hosting fees. It also includes the cost of
purchasing, storing and shipping Internet telephony equipment. Total direct cost of revenues, excluding depreciation and amortization, was
$10.0 million in the three months ended April 30, 2003. As a percentage of total revenues, total direct costs was 51.0% in the three months

ended April 30, 2003.

Selling, General and Administrative. ~ Selling, general and administrative expenses consist of employee salaries and benefits, the expenses
associated with acquiring customers, including commissions paid to sales partners, advertising costs, referral fees and amounts paid to
strategic partners in connection with revenue-sharing arrangements, and the costs of insurance, legal services, rent, utilities, shipping,

consulting and other items. Selling, general and administrative expenses were $12.7 million in the three months ended April 30, 2003. As a

percentage of total revenues, these costs were 64.8% in the three months ended April 30, 2003. Net2Phone anticipates that selling, general

and administrative expenses (excluding restructuring, severance and impairment charges) will decrease for the remainder of Fiscal 2003, as it
benefits from the effects of the restructuring of its operations.

Depreciation and Amortization. Depreciation and amortization expense was $2.3 million in the three months ended April 30, 2003. As a
percentage of total revenues, depreciation and amortization expense was 11.7% in the three months ended April 30, 2003.

Non-cash Compensation. Non-cash compensation was $2.7 million in the three months ended April 30, 2003. Net2Phone’s non-cash
compensation was primarily attributable to 2 $1.3 million charge for the amortization of the discount of ADIR shares sold to Net2Phone and
ADIR employees in Fiscal 2001. The total discount of approximately $17.9 million is being amortized over the vesting period of such shares.

Restructuring, Severance and Impairment Charges. Restructuring, severance and impairment charges were $1.7 million in the three months
ended April 30, 2003, resulting primarily from severance incurred for certain former executives of Net2Phone.

Loss from Operations.. Net2Phone’s loss from operations was $9.8 million in the three months ended April 30, 2003.

Corporate

Our Corporate costs consist of corporate services, such as treasury management costs, corporate governance costs, public relations, corporate
management and legal costs, corporate insurance, and other general corporate expenses, as well as depreciation expense on corporate assets.
Such corporate services are shared generally by our other operating segments, and are not allocable to any specific segment. Corporate does

not generate any revenues, nor does it incur any direct cost of revenues.

Selling, General and Administrative. We incurred $5.9 million in corporate selling, general and administrative expenses in the three months
ended April 30, 2002, compared to $7.8 million incurred in the three months ended April 30, 2003. The increase is due largely to increased
costs of litigation against Telefonica and Terra Networks, S.A. As a percentage of our total consolidated revenues, corporate selling, general
and administrative expenses were 1.5% in the three months ended April 30, 2002, compared to 1.7% in the three months ended April 30,
2003.
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Depreciation and Amortization. Depreciation expense decreased from $0.6 million for the three

months ended April 30, 2002 to $0.4
million for the three months ended April 30, 2003,

Non-cash Compensation. Non-cash compensation charges were $13.7 million in the three mo
all then outstanding stock options exercisable for shares of our common stock
were amended to instead be exercisable for an equal number of shares of our
recorded under APB No. 235, a new measurement date was
value method of accounting. Accordingly,

nths ended April 30, 2003. On April 25, 2003,
(which were exercisable for an aggregate of 1.9 million shares)
Class B common stock. Because these options were originally
triggered and the options were required to be accounted for under the infrinsic

we recorded a non-cash compensation charge for the three months ended April 30, 2003 of $13.7
million for the modification of the options.

Loss from Operations. Loss from operations was $6.5 milli

on in the three months ended April 30, 2002, compared to $21.8 million in the
three months ended April 30, 2003, as a result of the higher

selling, general and administrative expenses and non-cash compensation noted
above,

Nine Months Ended April 30, 2003 Compared to Nine Months Ended April 30, 2002
Results of Operations

perating business segments based primarily on income (loss) from operations. Accordingly, certain
in the operating business segments discussions, but are only reflected in our Consolidated discussion.

We evaluate the performance of our o
adjustments are properly not reflected

Consolidated

Revenues. Our revenues increased 21.0%, from $1,114.9 million in the nine months ended April 30, 2002 to $1,348.8 million in the nine
months ended April 30, 2003. Excluding revenues from our IDT Solutions segment, which was acquired in December 2001, and our Internet
Telephony segment, consisting of Net2Phone, which was reconsolidated effective Angust 1, 2002, our revenues increased 14.8%, from
$1,062.6 million in the nine months ended April 30, 2002 to $1,219.5 million in the nine months ended April 30, 2003. The increase in our
consolidated revenues (excluding our IDT Solutions and Internet Telephony segments) is mainly attributable to a 14.9% increase in IDT

Telecom’s revenues. The growth in IDT Telecom’s revenues primarily resulted from a 47.0% growth in minutes of use (excluding minutes

related to our consumer long distance business, which are not carried through our own network), from 8.3 billion in the nine months ended

April 30, 2002 to 12.2 billion in the nine months ended April 30, 2003.

Direct Cost of Revenues. Direct cost of revenues increased by 17.8%,

$1,036.2 million in the nine months ended April 30, 2003. Excluding direct costs of revenues from our IDT solutions and Internet Telephony
segments, direct cost of revenues increased 13.8%, from $817.1 million in the nine months ended April 30, 2002 to $929.7 million in the nine
months ended April 30, 2003. As a percentage of total revenues, direct costs decreased from 78.9% in the nine months ended April 30, 2002
to 76.8% in the nine months ended April 30, 2003 (and decreased from 76.9% to 76.2% excluding our IDT Solutions and Internet Telephony
segments). The decline in direct costs as a percentage of revenues is attributable to overall higher revenues due to the growth of minutes-of-
use and because of continued operating efficiency gains and lower prices from suppliers.

from $879.6 million in the nine months ended April 30, 2002 to

Selling, General and Administrative.  Selling, general and administrative expenses increased 18.9%, from $266.5 million in the nine months
ended April 30, 2002 to $316.9 million in the nine months ended April 30, 2003. Excluding selling, general and administrative expenses from
our IDT Solutions and Internet Telephony segments, selling, general and administrative expenses increased 2.9%, from $219.4 million in the
nine months ended April 30, 2002 to $225.8 million in the nine months ended April 30, 2003, due primarily to the increased sales and
marketing efforts of IDT Telecom as well as increased salaries, facilities costs and professional fees related to the expansion of our
infrastructure and bases of operation to facilitate our current and anticipated future
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growth. As a percentage of total revenues, selling, general and administrative expenses decreased from 23.9% in the nine months ended April
30, 2002 to 23.5% in the nine months ended April 30, 2003 (and from 20.6% to 18.5% excluding our IDT Solutions and Internet Telephony
segments). Selling, general and administrative expense declined as a percentage of revenues (excluding IDT Solutions and Internet
Telephony) due primarily to the significant growth in our revenues for the nine months ended April 30, 2003.

Depreciation and Amortization. Depreciation and amortization expense increased 39.5%, from $46.8 million in the nine months ended
April 30, 2002 to $65.3 million in the nine months ended April 30, 2003. Excluding depreciation and amortization expense from our IDT
Solutions and Internet Telephony segments, depreciation and amortization expense increased 10.9%, from $43.6 million in the nine months
ended April 30, 2002 to $48.3 million in the nine months ended April 30, 2003, primarily as a result of our higher fixed asset base during the
nine months ended April 30, 2003, reflecting the expansion of our telecommunications network infrastructure and facilities. As a percentage
of revenues, depreciation and amortization expense increased from 4.2% in the nine months ended April 30, 2002 to 4.8% in the nine months
ended April 30, 2003 (and decreased from 4.1% to 4.0% excluding our IDT Solutions and Internet Telephony segments).

Settlement by Net2Phone of Litigation. Gain on settlement by Net2Phone of litigation was $58.0 million for the nine months ended April 30,
2003. Refer to the respective section of the Internet Telephony segment for a full discussion on the gain on settlement by Net2Phone of
litigation.

Non-cash Compensation. Non-cash compensation charges were $23.8 million in the nine months ended April 30, 2003 compared to $2.3
million in the nine months ended April 30, 2002. Refer to the respective sections of the Telecom, IDT Solutions, Corporate and Internet
Telephony segments for a discussion on non-cash compensation charges.

Restructuring, Severance and Impairment Charges. Restructuring, severance and impairment charges increased from $2.8 million in the
nine months ended April 30, 2002 to $9.0 million in the nine months ended April 30, 2003. Refer to the respective sections of the Internet
Telephony and IDT Telecom segments for a full discussion on restructuring, severance and impairment charges.

Loss from Operations. Our loss from operations was $83.2 million in the nine months ended April 30, 2002 compared to a loss from
operations of $44.3 million in the nine months ended April 30, 2003. Excluding the loss from operations of our IDT Solutions and Internet
"Telephony segments, our loss from operations was $20.2 million in the nine months ended April 30, 2002, compared to $2.5 million in the

nine months ended April 30, 2003. The reduction in our loss from operations (excluding our IDT Solutions and Internet Telephony segments)
was due primarily to IDT Telecom’s increased revenues, gross margins and operating income, partially offset by one-time non-cash

compensation charges.

Interest. Net interest income was $15.5 million in the nine months ended April 30, 2002, compared to net interest income of $21.3 million
in the nine months ended April 30, 2003.

Other Income (Expense). Other income (expense) amounted to an expense of $50.1 million in the nine months ended April 30, 2002,
compared to income of $3.3 million in the nine months ended April 30, 2003. Included in other income in the nine months ended April 30,
2003, were losses of $3.8 million associated with recording our pro-Tata share of an affiliate’s losses, through the equity method of
accounting, a charge of $4.7 million related to an obligation to guarantee to AT&T the value of 1.4 million shares of [DT Class B common
stock owned by AT&T, and net losses from other investments totaling $10.4 million.

On April 17, 2003, a subsidiary of Liberty Media purchased from IDT Media 88.235 newly-issued shares of IDT Media’s Class A common
stock, at a price of $283,334 per share, Iepresenting an aggregate cash purchase price of $25.0 million. In connection with this sale, we
recognized a gain of $22.4 million during the nine months ended April 30, 2003.
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Included in other expense in the nine months ended April 30, 2002 were losses of $41.8 million associated with recording our pro-rata share
of Net2Phone’s net losses through the equity method of accounting, a charge of $3.7 million related to an obligation to guaraniee to AT&T
the value of 1.4 million shares of IDT Class B common stock owned by AT&T, and net losses from other investments totaling $4.6 million.

Minority Interests. Minority interests were $15.5 million and
respectively. The $31.5 million increase in minori

$47.0 million for the nine months ended April 30, 2002 and 2003,
18.6% as of April 30, 2003. Accordingly,

ty interests was primarily attributable to the reconsolidation of Net2Phone, of which we own

we recorded in minority interests the percentage of Net2Phone’s results attributable to the
remaining shareholders of Net2Phone (81.4% as of April 30, 2003).

Income Taxes. We recorded an income tax benefit of $55.2 million in the nine months ended April 30, 2002, compared to an income tax
benefit of $40.8 million in the nine months ended April 30, 2003.
Cumulative Effect of Accounting Change. In accordance with our adoption of SFAS No. 142, as of August 1, 2001, we performed the
required impairment tests of goodwill and reco

rded an impairment charge of $147.0 million, net of income taxes of $3.5 million, for the nine
months ended April 30, 2002. The impairment charge was recorded as a cumulative effect adj

such charges were recorded during the nine months ended

Net Loss.  Our consolidated net loss, after the cumnulative effect adjustment of a change in accounting principle detailed above, was $225.1
million in the nine months ended April 30, 2002 co

mpared to consolidated net loss of $25.9 million in the nine months ended April 30, 2003.
The recording of a net loss in the nine months ended April 30, 2002 and 2003, was a result of the combined

factors for each of the segments
discussed below, as well as those items detailed above.,

ustment of a change in accounting principle. No
April 30, 2003.

IDT Telecom—Retail Telecommunications Services and Wholesale Telecommunications Services Segments
Revenues.

IDT Telecom’s revenues increased 14.9%, from $1,047.0 million in the nine months ended April 30, 2002 to $1,203.0 million in
the nine months ended April 30, 2003.

IDT Telecom’s revenues increased primarily as a result of a 47.0% growth in minutes of use (excluding minutes related to our consumer long
distance business, which are not carried through our own netwark) from 8.3 billion in the nine months ended April 30, 2002 to 12.2 billion in
the nine months ended April 30, 2003. IDT Telecom experienced growth in minutes of use in both its Retail Telecommunications Services
and Wholesale Telecommunications Services segments, in both the U.S. and international operations. IDT Telecom’s minutes of use grew ata
faster rate than did its revenues, reflecting a decline in its average revenue-per-minute, from $0.116 during the nine months ended April 30,
2002 to $0.088 in the nine months ended April 30, 2003. IDT Telecom’s decrease in its average revenue-per-minute is due to a number of
factors, including (i) continued competition in both retail and wholesale markets, and (ii) introduction of new calling cards.

Revenues from IDT Telecom’s Retail Telecommunications Services segment increased $89.4 million, or 10.8%, from $825.5 million in the

nine months ended April 30, 2002 to $914.9 million in the nine months ended April 30, 2003. This growth was 1
million increase in sales of IDT-branded calling cards and a $34.7 million increase in consumer long distance re
IDT Telecom’s overall revenue, Retail Telecommunications Services’ revenues decreased from 78.8% in the
2002 to 76.1% in the nine months ended April 30, 2003, as revenues from our Wholesale Telecommunicatio
faster rate than did our retail businesses revenues. IDT Telecom’s calling card sales increased 7.3%,
ended April 30, 2002 to $800.0 million in the nine months ended April 30, 2003, fueled by the

argely the result of a $54.5
venues. As a percentage of
nine months ended April 30,
ns Services segment grew at a
from $745.5 million in the nine months
introduction of several new calling cards.
Calling card sales as a percentage of IDT Telecom’s Retail Telecommunications Services revenues decreased from 90.3%

in the nine months
ended April 30, 2002 to 87.4% in the nine months ended April 30, ,
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2003, as revenues from consumer long distance services grew at a faster rate than did calling card revenues. Revenues from consumer long
distance services, in which we act as a switchless reseller of another company’s network, experienced significant growth in minutes of use in
the nine months ended April 30, 2003, with revenues increasing 45.7%, from $78.2 million in the nine months ended April 30, 2002 t0 $113.9
million in the nine months ended April 30, 2003. The consumer long distance revenue increase is attributable to the continued growth of our
flat-rate, $0.05 a minute long distance calling plan, which has been driven by increased marketing expenditures, resulting in a significant

increase in the number of consumer long distance customers.

Reventes from IDT Telecom’s other Retail Telecommunications Services businesses, consisting primarily of call reorigination services,
amounted to $1.9 million in the nine months ended April 30, 2002, versus $1.0 million in the nine months ended April 30, 2003.

IDT Telecom’s Wholesale Telecommunications Services revenues increased 30.1%, from $221.5 million in the nine months ended April 30,
2002 to $288.2 million in the nine months ended April 30, 2003. As a percentage of IDT Telecom’s total revenues, Wholesale
Telecommunications Services revenues increased from 21.2% in the nine months ended April 30, 2002 to 24.0% in the nine months ended
April 30, 2003. The increase in revenues occurred as a result of an increase in wholesale carrier minutes, despite a significant decline in the
average revenue-per-minute.

Direct Cost of Revenues. Direct cost of revenues for IDT Telecom increased 13.9%, from $815.3 million in the nine months ended April 30,
2002 to $928.3 million in the nine months ended April 30, 2003, due to the higher revenue and minutes base. As 2 percentage of total IDT
Telecom’s revenues, direct costs declined to 77.2% in the nine months ended April 30, 2003, from 77.9% in the nine months ended April 30,
2002. The decrease in direct costs as a percentage of total revenues is attributable to overall higher revenues due to the strong growth of
minutes-of-use and because of continued operating efficiency gains and lower prices from suppliers. The decrease in direct costs as a
percentage of total revenues occurred despite the lower revenue per minute price realization and despite increases in our costs for toll-free
“800” traffic, and network related costs, due to our strong growth of minutes-of-use.

Selling, General and Administrative. IDT Telecom’s selling, general and administrative expenses increased 5.1%, from $172.9 million in
the nine months ended April 30, 2002 to $181.7 million in the nine months ended April 30, 2003. The increase in selling, general and
administrative expenses for IDT Telecom’s operations is due to several factors, including increased sales and marketing efforts for our Retail
Telecommunications Services segment, such as calling cards and consumer long distance, as well as increased salaries, facilities costs and
professional fees related to the expansion of our infrastructure and bases of operation to facilitate our current and anticipated future sales
growth. As a percentage of IDT Telecom’s total revenues, selling, general and administrative expenses were 16.5% in the nine months ended
April 30, 2002, compared to 15.1% in the nine months ended April 30, 2003.

Depreciation and Amortization. IDT Telecom’s depreciation and amortization expense rose 16.2%, from $39.4 million in the nine months
ended April 30, 2002, to $45.8 million in the nine months ended April 30, 2003, reflecting the continued expansion of our fixed asset base, as
we invest to accommodate our current and anticipated future growth. As a percentage of IDT Telecom’s total revenues, depreciation and
amortization expense was 3.8% in the nine months ended April 30, 2002 and 2003.

Non-cash Compensation. IDT Telecom recorded non-cash compensation of $2.5 million in the nine months ended April 30, 2003, primarily
atiributable to the modification of stock option agreements of certain terminated employees.

Restructuring, Severance, and Impairment Charges. Impairment charges of $2.8 million and $1.5 million were recorded by IDT Telecom
during the nine months ended April 30, 2002 and 2003, respectively, resulting primarily from the write down of certain decommissioned
European telecommunications switch equipment, and the write-off of 2 discontinued Indefeasible Right of Use (“IRU™), respectively.
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Income firom Operations. DT Telecom recorded income from operations of $16.7 million in the nine months ended April 30, 2002,
compared to income from operations of $43.4 million in the nine months ended April 30, 2003. The increase in income from operations
resulted primarily from the revenue growth and improved gross margins.

IDT Solutions Segment

We acquired the assets currently held by Winstar on December 19, 2001, Accordingly, the results of operations for our IDT Solutions
segment, which operates through Winstar, for the nine months ended April 30, 2002, reflect only the results of operations during such period
that we owned and operated Winstar.

Revenues. Revenues from IDT Solutions increased 26.0%, from $52.3 million in the nine months ended April 30, 2002 to $65.9 million in
the nine months ended April 30, 2003. The increase in revenues is due to the fact that the Winstar assets were acquired in December 2001,
and therefore generated revenues for only a portion of the nine months ended April 30, 2002,

Direct Cost of Revenues. Direct cost of revenues for IDT Solutions increased 17.6%, from $62.5 million in the nine months ended April 30,
2002 to $73.5 million in the nine months ended April 30, 2003. The increase in direct cost of revenues is due to the fact that the Winstar
assets were acquired in December 2001 and therefore generated revenues and costs for only a portion of the nine months ended April 30,

2002, Direct cost of revenues consist primarily of two components, connectivity for the network backbone and lease payments for the network

of provision-ready buildings. Network backbone costs for the nine months ended April 30, 2003 totaled $51.0 million, accounting for 69.4%
of total direct cost of revenues. Direct cost of revenues for the nine months April 30, 2003 associated with lease payments for the building
network were $22.0 million.

Selling, General and Administrative. Selling, general and administrative expenses of IDT Solutions increased 6.4%, from $47.1 million in
‘the nine months ended April 30, 2002 to $50.1 million in the nine months ended April 30, 2003. The increase is due to the fact that the
Winstar assets were acquired in December 2001 and therefore generated revenues and expenses for only a portion of the nine months ended
April 30, 2002. The main component of selling, general and administrative expenses for the nine months ended April 30, 2003 was employee

compensation and benefits, accounting for $35.6 milkion, or about 71.1% of total selling, general and administrative expenses.

Depreciation and Amortization. Depreciation and amortization expense increased 197.0%, from $3.3 million in the nine months ended
April 30, 2002 tc-$9.8 million in the nine months ended April 30, 2003. The increase is due to the fact that the Winstar assets were acquired
in December 2001, and therefore depreciation on such assets was only recorded for a portion of the nine months ended April 30,2002. Asa
percentage of IDT Solutions revenues, depreciation and amortization was 6.3% in the nine months ended April 30, 2002 compared to 14.9%

in the nine months ended April 30, 2003,

Non-cash Compensation. IDT Solutions recorded non-cash compensation of $2.3 million in the nine months ended April 30, 2002,
attributable to the modification of stock option agreements of certain terminated employees.

Loss from Operations. IDT Solutions’ loss from operations in the nine months ended April 30, 2002 was $63.0 million, compared to $67.5
million in the nine months ended April 30, 2003. The increase in loss from operations is primarily attributable to the increase in selling,
general and administrative expenses and in depreciation and amortization, as the nine months ended April 30, 2002 reflect only the results of
operations during such period that we owned and operated Winstar.

Media Segment

Revenues. Revenues from the Media segment increased 5.8%, from $15.6 million in the nine months ended April 30, 2002 to $16.5 million
in the nine months ended April 30, 2003. In Fiscal 2002, Media gradually exited its DSL business. Currently, Media’s revenues are primarily
comprised of revenues from CTM,
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Direct Cost of Revenues. Direct cost of revenues decreased from $1.8 million in
nine months ended April 30, 2003. As a percentage of Media’s revenues, direct
ended April 30, 2002 to 9.1% in the nine months ended April 30, 2003. Most of Media’

Selling, General and Administrative. Selling, general and administrative exp
ended April 30, 2002 to $20.2 million in the nine months ended April 30, 2003. The decrease in selling, general, and administrative expenses
reflect the exit from the DSL Internet access business and from the video-streaming business, as well as the general refocusing of the portfolio
of businesses towards media related businesses. In addition, during Fiscal 2002, Media implemented stricter management controls over
operating expenses. Partially offsetting the general reduction in costs were additional expenses incurred with the startup of a newly created
customer service operation.

enses decreased 30.1%, from $28.9 million in the nine months

Depreciation and Amortization.
$1.2 million in the nine months
former DSL business. As a perce

Depreciation and amortization expense was $2.2 million in the nine months ended April 30, 2002, versus
ended April 30, 2003. This decrease is due to the reduced fixed asset base resulting from our sale of our
ntage of revenues, depreciation and amortization expense fell to 7.3% in the nine months ended April 30,

2003, from 14.1% in the nine months ended April 30, 2002.

Loss from Operations. Loss from operations in the nine months ended April 30, 2002 was $17.2 millio
of $6.4 million in the nine months ended April 30, 2003, reflecting the lower level of selling,
from stricter management controls over operating expe

n, compared to a loss from operations
general and administrative expenses resulting

nses, as well as the refocusing of the segment’s business portfolio towards media
related businesses.

IDT Internet Telephony Segment

The Internet Telephony business segment reflects the results of Net2Phone, which was reconsolidated effective August 1, 2002. Accordingly,

the results of operations for our Internet Telephony segment, consisting of Net2Phone, will contain only references to the nine months ended
April 30, 2003, during which we reconsolidated Net2Phone, We will not make reference to the results for the nine months ended April 30,
2002, as Net2Phone was not consolidated during that period.

Revenues. Revenues were $63.4 million for the nine months ended April 30, 2003. During the nine months ended April 30, 2003,
Net2Phone has concentrated its marketing and sales efforts towards building up activities to generate revenues in relatively high-

margin
services, such as international communications services, during the upcoming periods.

. Direct Cost of Revenues. Total direct cost of revenues, excluding depreciation and amortization, was $33.0 million in the nine months ended
April 30, 2003. As a percentage of total revenues, total direct costs was 52.1% in the nine months ended April 30, 2003.

Selling, General and Administrative. Selling, general and administrative expenses were $41.0 million in the nine months ended April 30,
2003. As a percentage of total revenues, these costs were 64.7% in the nine months ended April 30, 2003,

Depreciation and Amortization. Depreciation and amortization expense was $7.2 million in the nine months ended April 30, 2003. As a
percentage of total revenues, depreciation and amortization expense was 11.4% in the nine months ended April 30, 2003.
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Settlement by Net2Phone of Litigation. Gain on settlement by Net2Phone of litigation was $58.0 million in the nine months ended April 30,
2003. On March 19, 2002 Net2Phone an
of New Jersey against Cisco Systems, In

d its ADIR Technologies, Inc. subsidiary filed suit in the United States District Court for the District
c. and a Cisco executive who had been a member of ADIR’s board of directors. The suit arose out of
the relationships that had been created

in connection with Cisco’s and Net2Phone’s original investments in ADIR and out of ADIR’s’
subsequent purchase of NetSpeak, Inc. in August 2001. The parties settled the suit and all related claims agaijnst Cisco and the Cisco
executive in exchange for: (i) the transfer,

during the first quarter of Fiscal 2003, to Net2Phone of Cisco’s and Softbank Asia Infrastructure
Fund’s respective 11.5% and 7.0% interests in ADIR, and (ii) the payment by Cisco, during such quarter, of $19.5 million to Net2Phone and
ADIR. As a result of this settlement, Net2Phone recognized for the quarter ended October 31, 2002, a gain of $58.4 million consisting of @i)a
$38.9 million reduction in Net2Phone’s minority interests in ADIR as a result of the transfer of the ADIR shares and (ii) the receipt of
settlement proceeds of $19.5 million. During the second quarter of Fiscal 2003, Net2Phone recorded an a

dditional $0.4 million in executive
compensation expense directly related to the Cisco settlement.
Non-cash Compensation. Non-

compensation primarily resulted fro

cash compensation was $7.1 million in the nine months ended April 30, 2003. Net2Phone’s non-cash
and therefore must be marked-to

m a charge of $1.0 million relating to repriced options which are subject to variable accounting treatment

-market each quarter, and a charge of $3.8 million for the amortization of the discount of ADIR shares sold to
Net2Phone and ADIR employees in Fiscal 2001,

Restructuring, Severance and Impairment Charges. Restructuring,
ended April 30, 2003, resulting primarily from severance of $3.2
Net2Phone’s development and support organizations. In additio
executives, $1.9 million of asset impairment charges, and $1.8
These costs were partially offset by Net2Phone’s reversal of a r

severance and impairment charges were $7.6 million in the nine months
million, relating to the consolidation in the first quarter of Fiscal 2003 of
n, Net2Phone recorded $3.0 million of severance costs for certain former

million of costs to exit various locations and eliminate network buildouts.
eserve related to successful settlement negotiations with vendors regarding
cancellation charges. ‘

The following table summarizes the charges included in restructuring,

severance and impairment charges in the condensed consolidated
statements of operations:

Income from Operations. Income from Net2Phone’s operations was $25.7 million in the nine
million of restructuring, severance and impairment char,

months ended April 30, 2003. Excluding $7.6
Net2Phone’s loss from operations in

ges and a §58.0 million gain from the settlement by Net2Phone of litigation,
the nine months ended April 30, 2003 was $24.7 million.

Corporate
Our Corporate costs consist of corporate services, such as treas

management and legal costs, corporate insurance, and other ge

Ury management COsts, corporate governance costs, public relations, corporate
Such corporate services are shared generally by our other ope

neral corporate expenses, as well as depreciation eXpense on corporate assets.

Tating segments, and are not allocable to any specific segment. Corporate does
not generate any revenues, nor does it incur any direct cost of revenues.
Selling, General and Administrative. We incurred $17.6 million in corporate selling,

general and administrative expenses in the nine months

ended April 30, 2002, compared to $23.9 million incurred in the nine months ended April 30, 2003. The increase is due largely to increased
costs of litigation against Telefonica and Terra Networks, S.A. As a percentage of our total consolidated revenues, corporate selling, general
and administrative expenses were 1.6% in the nine months ended April 30, 2002, comp

ared to 1.8% in the nine months ended April 30, 2003.
30

http://ir.10kwizard.com/filing.php “repo=tenk&ipage=2199601&doc=1&total=62&source=218 8/18/0



e

Page 31 of 4

Table of Contents

Depreciation and Amortization.

Depreciation expense decreased from $2.0 million for the nine months ended April 30, 2002 to $1.3 million
for the nine months ended April 30, 2003.
Non-cash Compensation. Non-

cash compensation charges were $14.2 million in the nine months ended April 30, 2003. On April 25, 2003,
all then outstanding options exercisable for shares of our common stock (which were exercisable for an aggregate of 1.9 million shares) were
amended to instead be exercisable for an equal number of shares of our Class B common stock. Because these options were originally
recorded under APB No. 25, a new measurement date was triggered and the options were required to be accounted for under the intrinsic
value method of accounting. Accordingly, we recorded a non-cash compensation charge for the nine months ended April 30, 2003 of $13.7

million for the modification of the options. In addition, we rec

orded $0.5 million of non-cash compensation attributable to shares of Class B
common stock that we issued to an outside consultant.

Loss from Operations. Loss from operations was $19.6 million in the

nine months ended April 30, 2002, compared to $39.4 million in the
nine months ended April 30, 2003, as a result of the higher selling,

general and administrative expenses and non-cash compensation noted
above.

Liquidity and Capital Resources

General
Historically, we have satisfied our cash requirements throug

h a combination of cash flow from operating activities, sales of equity and debt
securities and borrowings from third parties. Additionally,

» we received approximately §1.0 billion from the sale of Net2Phone Class A
common stock to AT&T in August 2000. Since that time, our cash requirements have been satisfied for the most part through our existing
cash, cash equivalents and marketable securities balances.

As of April 30, 2003, we had cash, restricted cash. cash e

held by Net2Phone, and working capital of $808.1 millio
months ended April 30, 2003, co

2002. Our cash flow from operati
cash receipts and payments, e

quivalents, and marketable securities of $1.1 billion, which includes $102.0 million

n. We generated cash flow from operating activities of $12.8 million during the nine
mpared with cash flow from operating activities of $16.2 million during the nine months ended April 30,

ons varies significantly from quarter to quarter and from year to year, depending on the timing of operating

specially trade accounts receivable and trade accounts payable. Gross trade accounts receivable, accrued
expenses and deferred revenue have generally increased from period to period as our businesses have grown.

We used $120.1 million in cash to fund investing activities during the nine months ended April 30, 2003. This compares to net cash flows
used in investing activities of $384.2 million during the nine months ended April 30, 2002. The primary use of cash for investing activities
during the nine months ended April 30, 2003 was for the net purchases of $92.6 million of marketable securities (primarily U.S. Government
Agency Obligations). Our capital expenditure investments were approximately $51.4 million in the nine months ended April 30, 2003,
~ compared to approximately $28.3 million in the nine months ended April 30, 2002, as we have continued to expand IDT Telecom’s
international and domestic telecommunications network infrastructure. The

future minimum payments of principal and interest on our capital
lease obligations are $8.3 million, $26.4 million, $16.6 million, $13.0 million, $3.1 million, and $2.4 million for the remainder of Fiscal 2003,
Fiscal 2004, Fiscal 2005, Fiscal 2006, Fiscal 2007, and thereafter, respectivel

y. Throughout Fiscal 2003 to date, we have made considerable
expenditures designed to expand our global telecommunications network. Key elements of our network expansion plan for Fiscal 2003 to date
included the addition of a second international gateway switch in the UK and another international gateway switch in the U.S. We now
operate a total of nine international gateway switches, broken down as follows: five in the U.S., two in the UK and one each in Argentina and
Peru. Over the remainder of Fiscal 2003, IDT anticipates making additional expenditures to expand our calling card platform in the U.S. and
to upgrade our network in South America. For the full 2003 fiscal year, we anticipate capital expenditures in the $60 million to $70 million

range. We anticipate further expansion of our worldwide
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switching network in Fiscal 2004, with the addition of at least one international gateway switch in each of the U.S. and UK portions of our
network. In addition, we anticipate making further expenditures to bolster our network infrastructure in South America and Asia. We currently
anticipate that capital expenditures for Fiscal 2004 will be in the $50 million to $75 million range. These estimates are contingent upon
several factors, including, but not limited to, market prices for telecommunications equipment, the availability of such equipment in the
distressed asset market and the specific timing of our network expansion projects. We have generally adopted a strategy of investing in
network expansion only as the need arises, as dictated by our telecommunications traffic volumes. Therefore, the timing of our network
expansion, and the coincident purchases of property, plant and equipment, are highly dependent upon the timing and magnitude of the growth
in our telecommunications minutes-of-use. We expect to fund our purchases of property, plant and equipment from our operating cash flows
and our cash, cash equivalents and marketable securities balances, From time to time, we will also finance a portion of our capital
expenditures through capital leases, with the cost of such financing the primary consideration in determining our financing activity.

Our Board of Directors has authorized the repurchase of up to 45 million shares of our common stock and Class B common stock. We have
repurchased a total of 15.6 million shares under the share repurchase program through Fiscal 2002, of which 6.2 million shares were retired as
of July 31, 2002. No additional shares were purchased or retired during the nine months ended April 30, 2003.

We used $0.5 million in cash to fund our financing activities during the nine months ended April 30, 2003, compared to $29.8 million in cash

flow that was provided by our financing activities during the nine months ended April 30, 2002. We received approximately $10.0 million in

proceeds from the exercise of stock options during the nine months ended April 30, 2003, compared to $44.5 million received during the nine

months ended April 30, 2002. In addition, we received proceeds of $25.0 million during the nine months ended April 30, 2003 from the sale

of shares of our IDT Media subsidiary stock, compared to $30.0 million received during the nine months ended April 30, 2002 from the sale

of shares of our IDT Telecom subsidiary stock. We also paid $15.6 million to repurchase IDT shares during the nine months ended April 30,
2002, through our stock buyback program, mentioned above.

We experience intense price competition in our telecommumications businesses. The long distance telecommunications industry has been
characterized by significant declines in both per-minute revenues and per-minute costs, as evidenced by IDT Telecom’s experience during
Fiscal 2002 and the nine months ended April 30, 2003. During the nine months ended April 30, 2003, IDT Telecom’s average revenue-per-
minute was $0.088 per minute, down 24.1% from $0.116 per minute for the nine months ended April 30, 2002. However, IDT Telecom’s
average termination cost per-minute dropped approximately 21.9%, to $0.075 in the nine months ended April 30, 2003, from $0.096 in the
nine months ended April 30, 2002.

In the past, and over time, we believe that these factors tend to offset each other, with prices and costs moving in the same general direction.
However, over a shorter term, such as one quarter or one year, the drop in pricing could outpace the drop in costs, or vice versa. In addition,
due to continued pricing pressure in most of the retail and wholesale markets in which we compete, we might be compelled to pass along most
or all of our per-minute cost savings to our customers in the form of lower rates. We might also be unable, in the event that some of our per-
minute costs rise, to immediately pass along the additional costs to our customers in the form of higher rates. Consequently, over any given
period, gross margins could expand or narrow, based solely on the timing of changes in revenue-per-minute and cost-per-minute. Our long-
term strategy involves terminating a larger proportion of minutes on our own network, thereby lowering costs and preserving margins even in
a weaker price environment, as we become less subject to the prices charged by third-parties for terminating our minutes over their networks.
In addition, as our minutes-of-use have steadily grown, we have attempted to leverage our buying power and our strong balance sheet to
negotiate more favorable rates with our suppliers. However, in the short term, the incremental demand for usage might outpace the rate of
deployment of additional network capacity, particularly in light of our expectation for continued growth in our minutes volume. As such, there
can be no assurance that we will be able to maintain our gross margins at the current level, in the face of lower per-minute revenues.
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revenues remains difficult to predict. As such, we anticipate that IDT Media will continue to rely on us to fund its cash needs, including
operating expenses, capital expenditures and potential acquisitions. Currently, IDT Media is aggressively pursuing acquisitions and/or other
investments, primarily in its radio and animation business lines.

On April 17, 2003, a subsidiary of Liberty Media purchased from IDT Media 88.235 newly-issued shares of IDT Media’s Class A common
stock, at a price of $283,334 per share, representing an aggregate cash purchase price of $25.0 million. We may continue to look to outside
investors to fund IDT Media’s ongoing expansion, which may include similar transactions occurring in future years.

Since our acquisition of the Winstar assets in December 2001, the IDT Solutions segment has experienced working capital deficits. We have
undertaken significant cost saving measures and restructured IDT Solution’s operations, which included the downsizing of the Winstar
network and a significant reduction in headcount, aimed at reducing the working capital deficit. However, at this time, IDT foresees that it
will be required to continue funding IDT Solution’s operating losses and capital expenditure needs for the foreseeable future.

Changes in Other Current Assets, Trade Accounts Receivable, Allowance for Doubtful Accounts and Deferred Revenue

Our other current assets increased from $65.3 million at July 31, 2002 to $88.2 million at April 30, 2003, due primarily to our reconsolidation
of Net2Phone, as well as increases in inventories, and other receivables. Gross trade accounts receivable increased from $165.0 million at
July 31, 2002 to $172.1 million at April 30, 2003, reflecting primarily the increase in revenues and our reconsolidation of Net2Phone. The
average age of our gross accounts receivable, as measured by number of days sales outstanding, has remained constant during the first nine

months of Fiscal 2003,

Due to the wide range of collection terms, future trends with respect to days sales outstanding generally depends on the proportion of total
sales made to carriers, who are often offered payment terms of 30 days or more, and prepaid calling card distributors, who generally receive
payment terms of less than 30 days. As such, the trends in days sales outstanding will depend, in large part, on the mix of wholesale (carrier)
versus retail (prepaid calling card distributor) customers. As we anticipate that in the near term we will attempt to continue to secure shorter
payment terms from some of our customers, we could experience declines in the average age of our trade accounts receivable throughout the

remainder of Fiscal 2003. Conversely, as we are willing to extend longer payment terms to more credit-worthy customers, an increase in
customers belonging to the highest credit classes, as a percentage of total customers, could lead to an increase in days sales outstanding, In
addition, if we restricted sales to financially unstable customers, regardless of the credit terms, the proportion of higher-credit class customers
will increase further, potentially leading to an increase in the average days sales outstanding. In addition, days sales outstanding for our
consumer long distance customers is usually longer than 30 days, given the timing of the billing cycle. As the consumer long distance business
continues to grow and to represent a larger portion of our retail telecommunications services revenues and receivables, we expect that total
retail days sales outstanding should increase accordingly. Therefore, due to the conflicting nature of the above factors, future trends in days
sales outstanding remain difficult to predict, and it is not possible at this time to determine whether recent trends in days sales outstanding will
continue.

percentage of gross trade accounts receivable decreased from 23.6% at July 31, 2002, to 22.6% at
our writing-off, against the allowance for doubtfuil accounts, certain uncollectible trade accounts

receivable from our consumer long distance business.

The allowance for doubtfiil accounts as a
April 30, 2003, primarily as a result of

Deferred revenue as a percentage of total revenues vary from period to period, depending on the mix and the timing of revenues. During the
first nine months of Fiscal 2003, we experienced a steady increase in sales of our
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calling cards due to increased marketing efforts for existing IDT calling cards and the continued strong growth of our European calling card
operations. This resulted in a continued increase in deferred revenue. Deferred revenue also increased as a result of our reconsolidation of
Net2Phone. We expect to experience increases in our deferred revenue throughout the remainder of Fiscal 2003, owing to a continued
increase in calling card sales.

Significant Transactions

On October-23, 2001, IDT, Liberty Media and AT&T formed a limited liability company (“LLC”), which through a series of transactions
among IDT, Liberty Media and AT&T held an aggregate of 28.9 million shares of Net2Phone’s Class A common stock, representing
approximately 48% of Net2Phone’s outstanding capital stock. Because the LLC holds Class A common stock with two votes per share, the
LLC has approximately 65% of the shareholder voting power in Net2Phone. IDT holds the controlling membership interest in the LLC and is
the managing member of the LLC. The operating agreement of the LLC provides unilateral liguidation rights to each of its members whereby
any member of the LLC may cause the LLC to liquidate and dissolve by providing written notice at any time on or after J anuary 1, 2004 to the
other LLC members of its desire to cause such liquidation and dissolution. Since the LLC can be liquidated and dissolved at any time on or
after January 1, 2004, our control of the LLC is deemed to be temporary. Accordingly, through July 31, 2002, we accounted for our

investment in the LLC using the equity method.

Pursuant to the operating agreement of the LLC, AT&T received 29 Class A units of the LLC, and had the right to put 6 of these units to IDT

and 23 of these units to Liberty Media after one year. On October 29, 2002, AT&T exercised its put rights and sold all of its Class A units to
IDT and Liberty Media for a nominal amount. As a result of this transaction, AT&T is no longer a member of the LLC. IDT continues to hold
the controlling membership interest in the LLC and is the managing member of the LLC. As of April 30, 2003, IDT’s effective equity
investment in Net2Phone (through the LLC) was 18.6%. Accordingly, we recorded in minority interests the 81.4% of Net2Phone’s results
attributable to the remaining shareholders of Net?Phone.

rty Media purchased from IDT Media 88.235 newly-issued shares of IDT Media’s Class A common
representing an aggregate cash purchase price of $25.0 million. As a result of this sale of subsidiary

stock, our ownership percentage in IDT Media decreased from 100% to 94.4%. We have historically accounted for sales of stock of our
subsidiaries in accordance with Staff Accounting Bulletin No. 51, Accounting for Sales of Stock by a Subsidiary, which permits us to record
the excess of our carrying value in the equity of our subsidiaries as'a gain. Accordingly, in connection with this sale, we recognized a gain of
$22.4 million.

On April 25, 2003, all then outstanding stock options exercisable for shares of our common stock (which were exercisable for an aggregate of
1.9 million shares) were amended to instead be exercisable for an equal number of shares of our Class B common stock. Because these
options were originally recorded under APB No. 25 » @ New measurement date was triggered and the options were required to be accounted for
under the intrinsic value method of accounting. As a result, we recorded a non-cash compensation charge for the three and nine months ended
April 30, 2003 of $13.7 million for the modification of the options. In addition, on April 25, 2003, the Board of Directors also authorized that
all shares of Class B common stock held as treasury stock be allocated for issuance in connection with the above transaction.

Other Sources and Uses of Resources

We intend to, where appropriate, make strategic acquisitions to expand our telecommunications businesses. These acquisitions could inchide,
but are not limited to, acquisitions of telecommunications equipment, telecommunications network capacity, customer bases or other assets.
From time to time, we evaluate potential acquisitions of companies, technologies, products and customer accounts that complement our
businesses, particularly in light of the financial distress currently being encountered by many telecommunications firms. These conditions

have resulted in the availability for sale of numerous strategic assets and businesses. We will
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» We cannot guarantee that we will be presented with acquisition opportunities that meet our return

We believe that, based upon our present business plan, and due to the large balance of cash, restricted cash, cash equivalents and marketable
securities we held as of April 30, 2003, our existing cash resources will be sufficient to meet our currently anticipated working capital and
capital expenditure requirements and to fund any potential operating cash flow deficits within any of our divisions for at least the next twelve
months. If our growth exceeds current expectations or if we acquire the business or assets of another company, we might need to raise
additional capital from equity or debt sources. There can be no assurance that we will be able to raise such capital on favorable terms or at all.
If we are unable to obtain such additional capital, we may be required to reduce the scope of our anticipated expansion, which could have a
material adverse effect on our business, financial condition and/or results of operations.

The following tables quantify our future contractual obligations and other commercial commitments, which consist primarily of capital and
operating leases and standby letters of credit as of April 30, 2003 (in millions):

Contractual Obligations

Payments Due by Period
Less than 1- 4- Alfter 5
Total 1 year 3 years 5 years years
Capital lease obligations 3 69.8 27.6 $302 3108 § 12
Operating leases 442.8 87.7 108.6 90.0 156.5
Other long-term obligations(1) _ 22.5 53 — 17.2 —
Total contractual cash obligations $5351  $120.6 $1388  §1 18.0 31577

(1) Consists of (i) our $5.3 million obligation to guarantee to AT&T the value of 1.4 million shares of IDT Class B common stock owned

by AT&T and (ii) Net2Phone’s $17.2 million obligation to guarantee the value of 0.6 million shares of Net2Phone’s common stock to
certain former shareholders of Aplio.

Other Commercial Commitments
Payments Due by Period

Less than 1- 4- After §
Total 1 year 3 years S years years
Standby letters of credit $31.1 $ 22 $ 7.7 $20.0 § 1.2
Guarantees 3.6 0.2 — 0.3 3.1
Total commercial commitments $34.7 $ 24 3 7.7 §20.3 $ 43
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Foreign Currency Risk
Revenues from our international operations accounted for approximately 20%

of our consolidated revenues for the nine months ended April
30, 2003. A significant portion of these revenues are in denominations other than the U.S. Dollar. Any foreign currency exchange risk that we
are subject to is mitigated by our ability to offset the majority of these non dollar-denominated revenues with operating expenses that are paid
in the same currencies. As such, the net amount of our exposure to foreign currency exchange rate changes is not material.
Recently Issued Accounting Pronouncements

In April 2003, the FASB issued SFAS No. 149, 4mendment of Statement 133 on Derivative Instruments Hedging Activities. This statement
amends and clarifies accounting for derivative instruments, including certain derivative instruments embedded in other contracts, and for
hedging activities under SFAS No. 133. The new guidance amends SFAS No. 133 for decisions made: as part of the Derivatives
Implementation Group process that effectively required amendments to SFAS No. 133; in connection with other FASB projects dealing with
financial instruments; and regarding implementation issues raised in relation to the application of the definition of a derivative, particularly
regarding the meaning of an “underlying” and the characteristics of a derivative that contains financing components,
SFAS No. 149 clarifies under what circumstances a contract with an initial net investment meets the characteristic of a derivative as discussed
in SFAS No. 133. In addition, it clarifies when a derivative contains a financing component that warrants special reporting in the statement of
cash flows. SFAS No. 149 amends certain other existing pronouncements. These changes will result in more consistent reporting of contracts
that are derivatives in their entirety or that contain embedded derivatives that warrant separate accounting.
The provisions of this standard are effective for contracts entered into or modifi
designated after June 30, 2003. The provisions of this statement that relate to SFA
for fiscal quarters that began prior to June 15, 2003 should continue to be applie
addition, certain provisions relating to forward purchases or sales of when-
applied to existing contracts as well as new contracts entered into afier J

ed after June 30, 2003, and for hedging relationships
S No. 133 implementation issues that have been effective
d in accordance with their respective effective dates. In
issued securities or other securities that do not yet exist should be
une 30, 2003. We believe that the adoption of this standard will not
have a material impact on our results of operations or financial position.
In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of both Liabilities and
Equity. SFAS No. 150 affects the issuer’s accounting for three types of freestanding financial instruments. One type is mandatorily
redeemable shares, which the issuing company is obligated to buy back in exchange for cash or other assets. A second type, which includes
put options and forward purchase contracts, involves instruments that do or may require the issuer to buy back some of its shares in exchange
for cash or other assets. The third type of instruments consist of obligations that can be settled with shares, the monetary value of which is
fixed, tied solely or predominantly to a variable such

as a market index, or varies inversely with the value of the issuers’ shares. SFAS No.
150 does not apply to features embedded in a financial instrument that is not a derivative in its entirety.

In addifion to requirements for classification and measurement of financial instruments, SFAS No. 150 also requires disclosures about
alternative ways of settling the instruments and the capital structure of entities, whose shares are mandatorily redeemable. Most of the
guidance in Statement 150 is effective for all financial instruments entered into or modified after May 31, 2003, and otherwise is effective
from the start of the first interim period beginning after June 15, 2003. We believe that the adoption of this standard will not have a material
impact on our results of operations or financial position.
Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS.
The Securities and Exchange Commission’s rule related to market risk disclosure requires that we describe and quantify our potential losses
from market risk sensitive instruments attributable to reasonably possible
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market changes. Market risk sensitive instruments include

all financial or commodity instruments and other financial instruments (such as
interest rates, currency exchange rates, commodity prices or other market factors,
mmodity prices. We are exposed to changes in interest rates primarily from our
ities. Under our current
manage our exposure to interest rate changes. We do n

policies, we do not use interest rate derivative instruments to
ot consider our market risk exposure relating to foreign currency exchange to be

able to accurately predict these price movements. The securities markets have in recent
ctability. Accordingly, the value of our interests in these funds may go down as well as

up and we may not receive, upon redemption, the amounts originally invested.

Item4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures.

effectiveness of disclosure controls and procedures (as suc
Act 0f 1934, as amended (the “Exchange Act”
Date”). Based on such evaluation, such office
effective at recording, processing, summarizin

td

Our Chief Executive Officer and Chief Financial Officer have evaluated the

h term is defined in Rules 13a-14(c) and 15d-14(c) under the Securities Exchange
)) as of a date within 90 days prior to the filing date of this quarterly report (the “Evaluation
1s have concluded that, as of the Evaluation Date, our disclosure controls and procedures are

g and reporting, within the time periods specified in the SEC’s rules and forms, the information

it is required to disclose in its periodic reports filed or submitted under the Exchange Act.
Changes in Internal Controls.

Since the Evaluation Date, there have not been any significant changes in our internal controls or in other
factors that could significantly affect such controls.
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PARTII. OTHER INFORMATION

Item 1. LEGAL PROCEEDINGS
Certain legal proceedings in which we are involved a

re described in our Quarterly Report on Form 10-Q for the quarter ended January 31,
2003. The following discussion is limited to recent developments concerning our legal proceedings and should be read in conjunction with
such earlier Quarterly Report. Unless otherwise indicated, all legal proceedings discussed in our earlier Quarterly Report remain outstanding,
With respecf to our complaint a

gainst Telefonica S.A., Terra Networks, S.A., Terra Networks, U.S.A., Inc. and Lycos, Inc., we filed a motion

on May 16, 2003 to compel the defendants to produce documents under the crime-fraud exception of the attorney-client and work product
privilege. Oral argument on this motion is scheduled for August 7, 2003.
With respect to our statement of claim with the American Arbitration Assoc

iation naming Telefonica Internacional, S.A. as the Respondent,
the parties filed post-hearing briefs on April 4, 2003

and reply briefs were filed on May 8, 2003.

With respect to the summons and complaint filed on or about July 25, 2002 by PT-1 Communications against IDT, the parties held a status
conference before the judge on April 3, 2003. IDT filed a motion for a stay to enjoin this proceeding based upon a filing by The Continuing
Creditors’ Committee of Star Telecommunications, Inc. of a near-identical adversary proceeding against us in the United States Bankruptcy

Court for the District of Delaware. The motion was denied on May 15, 2003,
With respect to the complaint filed by Mark B. Aronson in the Court of Common Pleas of Allegheny County, Pennsylvania, seeking
certification of a class consisting of consumers who were charged a fee when IDT switched underlying carriers fr

AT&T, the Court denied the plaintiff’s

om Global Crossing Ltd. to
motion to remand the case to the State court and granted our motion to transfer the case to the Federal
Communications Commission (the “FCC™). We filed a petition with the FCC on April 30, 2003.

With respect to the Morris Amsel and the Ana Cardoso and Maria Calado matters relating to IDT’s calling cards, on May 19, 2003 we filed
an application with the Multi-District Litigation Panel seeking to consolidate these matters.
With respect to the suit filed by Winstar a

gainst Superior Logistics Management Services, Inc. in the U.S. District Court for the Eastern
District of Virginia, the parties entered into a settlement agreement that entitles Winstar to receive 10% of the sales price of any sales of
certain equipment by Superior, and provides Winstar with purchase options at 6 and 9 months from May 7, 2003 for various equipment that
was the subject of the suit and stored by Superior, at the price of $0.035 per $1.00 of the original cost to Superior or its entities that are now in
Chapter 7 bankruptcy.

With respect to the Univance Telecommunications, Inc. and Univance Marketing Group, Inc. (collectively the “Univance Debtors™)
bankruptcy matter, the parties resolved this matter and the Univance Debtors and Winstar entered into an agreement dated March 19, 2003,
pursuant to which the Univance Debtors will continue to provide services to Winstar. The parties will seek Bankruptcy Court approval of the

agreement.

On or about February 5, 2002, 2 complaint was filed by Solomon Bitton against IDT in the Superior Court of the State of New J ersey, Bergen
County, seeking certification of a class consisting of New Jersey residents who allegedly purchased IDT’s pre-paid calling cards and were
charged any fee that was not specifically disclosed on the card packaging

prior to purchase. The damages songht have not yet been quantified.
We served answers to the complaint on April 3, 2003 and are in the process of providing initial discovery responses.

On or about March 12, 2003, a complaint was filed by the Continuing Creditors’ Committee of Star Telecommunications, Inc. for itself and
on behalf of the Star Creditors® Liquidating Trust (“Star”) against IDT in
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the United States Bankruptcy Court for the District of Delaware. Star
property of Star’s bankruptcy estate pursuant to the pre
enrichment pursuant to said sale. We have not been serv

seeks (a) to void and recover damages for certain fraudulent transfers of
-petition sale of certain assets to IDT, and (b) to recover damages for unjust

ed with the complaint and Star has not taken any action to prosecute the claims
against us. We filed a motion for a stay or to enjoin this proceeding based upon the fact that this proceeding is nearly-identical to the

adversary proceeding previously filed by PT-1 Communications against IDT in the United States Bankruptcy Court for the Eastern District of
New York, which motion was denied.

On April 15, 2003, Network Communications of Indiana (“NCT”) filed a four-
Indiana, against us, seeking $8.7 million in damages. NCI signed a Non-Exclusi
with Winstar Wireless, Inc., on February 1, 1999. On April 18, 2001, Winstar W
Chapter 11 bankruptey in the United States Bankruptcy Court for the District
purchased various assets of the Debtors, NCI alleges that IDT, as a result of alle
network customer lists: (2) misappropriated NCI’
NCI’s business, and (d) tortiously interfered wi
States District Court for the Southern District of

count complaint in the Superior Court in Marion County,

ve High Volume Independent Agent Marketing Agreement
ireless, Inc., and various other affiliates (“Debtors™) filed for
of Delaware. On December 19, 2001, an affiliate of ours
gedly acquiring certain assets of the Debtor including alleged
s customer lists, (b) unlawfully converted NCI's customer lists, () unfairly competed with
th contracts between NCI and NCI’s customers. The case has been removed to the United

Indiana, Indianapolis Division, and we have an extension to answer or otherwise plead until
June 23, 2003.

On or about April 26, 2003, we were served with a petition filed by Powell Palmares in the District Court of Nueces County, Texas, 105th
Judicial District. We are not the only defendant in this action. In his petition, the plaintiff names numerous additional defendants, including
Oblio Telecom, Northern California Telecommunications, Locus Telecommunications, Star Telecom Network, Astral Communications,

Pacific Telecard, and Advanced Telecom Solutions. The plaintiff is seeking certification of a class consisting of all persons in Texas who
allegedly purchased and used IDT"s pre-paid calling cards and made calls to, or from, cellular telephone equipment. The damages sought
have not yet been quantified. We filed our answer on June 2, 2003.

We are subject to other legal proceedings and claims which arise in the ordinary course of our business and have not been finally adjudicated.
Although there can be no assurances in this regard, in the opinion of our management, such proceedings, as well as the aforementioned
actions, will not have a material adverse effect on our results of operations, cash flows or financial condition.

Item 2. CHANGES IN SECURITIES AND USE OF PROCEEDS

During the third quarter of Fiscal 2003, Morris Lichtenstein, Executive V
Senior Vice President and a director of IDT, and Avi Stokar, Executive
9,000, 25,000 and 11,500 shares of our common stock, respectively,
exchanges were made under the exemption from registration provi

ice President of Business Development of IDT, Marc E. Knoller,
Vice President of MIS of our IDT Telecom subsidiary, exchanged
for an equal number of shares of our Class B common stock. These
ded by Section 3(a)(9) of the Securities Act of 1933, as amended.

Item 3. DEFAULTS UPON SENIOR SECURITIES
None

Item4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None

Item 5. OTHER INFORMATION
None
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Item 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits:
Exhibit
Number Description
10.64 1996 Stock Option and Incentive Plan, as amended and restated, of IDT Corporation (incorporated by reference to Form S-8
filed June 5, 2003 file no. 333-105865)
10.65*% Amendment to Stock Option Agreement under the Employee Stock Option Program between IDT Corporation and Joyce J.
Mason
10.66% Amendment to Stock Option Agreement under the Employee Stock Option Program between IDT Corporation and Marc E.
Knoller
10.67* Exchange Agreement, dated March 21, 2003, between IDT Corporation and Morris Lichtenstein
10.68* Exchange Agreement, dated April 8, 2003, between IDT Corporation and Marc E. Knoller
10.69* Settlement Agreement, dated October 10, 2000, between Tyco Group S.a.r.l., TyCom (US) Inc., Tyco Internaional Lid.,
Tyco Intemational (US) Inc. and TyCom Ltd., on the one hand, and IDT Europe B.V.B.A. and IDT Corporation, on the
other hand

99.1(a)* Certification of Chief Executive Officer

99.1(b)* Certification of Chief Financial Officer
* Filed herewith.

(b) Reports on Form 8-K.
None.
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SIGNATURES

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

IDT CORPORATION
By: /s/ JAMES A. COURTER
June 16, 2003 James A, Courter
Chief Executive Officer and Vice-Chairman
(Principal Executive Officer)
By: /s/  STEPHEN R. BROWN
June 16, 2003

Stephen R. Brown
Chief Financial Officer and Treasurer
(Principal Financial Officer)
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CERTIFICATION
of the Chief Executive Officer

.I, James A. Courter, Chief Executive Officer of IDT Corporation (the “Company”), hereby certify that:

(1) Thave reviewed the report of the Company on Form 10-Q for the quarterly period ended April 30, 2003, as filed with the
~ Securities and Exchange Commission (the “Report™);

(2) Based on my knowledge, the Report does not contain any untrue statement of a material fact or omit to state a material fact

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by the Report;

(3) Based on my knowledge, the financial statements and other financial information included in the Report fairly present in all

material respects the financial condition, results of operations and cash flows of the Company as of, and for, the period presented
in the Report;

(4) I, together with the other certifying officers, am responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act rules 13a-14 and 15d-14) for the Company and have:

(1)  Designed such disclosure controls and procedures to ensure that material information relating to the Company, including its

consolidated subsidiaries, is made known to me by others within those entities, particularly during the period in which the
Report was being prepared;

(i) Evaluated the effectiveness of the Company’s disclosure controls and procedures as of a date within 90 days prior to the
filing date of the Report (the “Evaluation Date™); and

(iii) Presented in the Report our conclusions about the effectiveness of the disclosure controls and procedures based on our
evaluation as of the Evaluation Date;

(5) I, together with the other certifying officers, have disclosed, based on our most recent evaluation, to the Company’s auditors and
audit committee of the board of directors:

(i)  Allsignificant deficiencies in the design or operation of internal controls which could adversely affect the Company’s ability
to record, process, summarize and report financial data and have identified for the Company’s auditors any material
weaknesses in internal controls; and

(if) any fraud, whether or not material, that involves management or other employees who have a significant role in the
Company’s internal controls; and

(6) I, together with the other certifying officers, have indicated in the Report whether or not there were significant changes in internal
controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: June 16, 2003

/s/  JAMES A. COURTER

James A. Courter
Chief Executive Officer
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(6)

CERTIFICATION
of the Chief Financial Officer

I, Stephen R. Brown, Chief Financial Officer of IDT Corporation (the “Company”), hereby certify that: -

I have reviewed the report of the Company on Form 10-Q for the quarterly period ended April 30, 2003, as filed with the
Securities and Exchange Commission (the “Report™);

Based on my knowledge, the Report does not contain any untrue statement of a material fact or omit to state a material fact

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by the Report;

Based on my knowledge, the financial statements and other financial information included in the Report fairly present in all

material respects the financial condition, results of operations and cash flows of the Company as of, and for, the period presented
in the Report;

L, together with the other certifying officers, am responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act rules 13a-14 and 15d-14) for the Company and have:

(i)  Designed such disclosure controls and procedures to ensure that material information relating to the Company, including its

consolidated subsidiaries, is made known to me by others within those entities, particularly during the period in which the
Report was being prepared;

(ii) Evaluated the effectiveness of the Company’s disclosure controls and procedures as of a date within 90 days prior to the
filing date of the Report (the “Evaluation Date™); and

(iii) Presented in the Report our conclusions about the effectiveness of the disclosure controls and procedures based on our
evaluation as of the Evaluation Date;

L, together with the other certifying officers, have disclosed, based on our most recent evaluation, to the Company’s auditors and
audit committee of the board of directors:

(i)  All significant deficiencies in the design or operation of internal controls which could adversely affect the Company’s ability

to record, process, summarize and report financial data and have identified for the Company’s auditors any material
weaknesses in‘internal controls; and

(i) any fraud, whether or not material, that involves management or other employees who have a significant role in the
Company’s internal controls; and

1, together with the other certifying officers, have indicated in the Report whether or not there were significant changes in internal
controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: June 16, 2003

/s/  STEPHEN R. BROWN

Stephen R. Brown
Chief Financial Officer
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