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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

MOODY'S CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
(AMOUNTS IN MILLIONS, EXCEPT PER SHARE DATA)

Three Months Ended March 31,

2003 2002
Revenue $278.2 $231.¢
Expense!
Operating, selling, general and administra 121.: 92.¢
Depreciation and amortizatic 7.8 4.1
Total expense 129.1 96.¢
Operating incom: 149.1 134.%
Interest and other n~operating income (expense), | 8.C (4.6
Income before provision for income ta 157.1 130.1
Provision for income taxe 65.2 57.t
Net income $ 91.c $ 72.€
| |
Earnings per shai
Basic $ 0.6z $ 0.47
Diluted $ 0.61 $ 0.4¢
Weighted average shares outstant
Basic 148.1 154.¢
Diluted 151t 158.1

The accompanying notes are an integral part ofdimelensed consolidated financial statements.
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MOODY'S CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(DOLLAR AMOUNTS IN MILLIONS, EXCEPT PER SHARE DATA)

March 31, 2003 December 31, 2002

Assets
Current asset:
Cash and cash equivalel $ 57.¢ $ 39.¢
Accounts receivable, net of allowances of $16.2003 and $16.4 in 20( 223.2 178.1
Other current asse 50.1 54.5
Total current asse 331.1 272
Property and equipment, r 49.5 50.€
Prepaid pension cos 59.4 59.5
Goodwill 126.1 126.3
Intangible assets, n 82.t 84.4
Other asset 36.5 37.¢
Total asset $ 684.¢ $ 630.¢
| |
Liabilities and shareholders equity
Current liabilities:
Accounts payable and accrued liabilit $ 155.¢ $184.¢
Bank borrowings 93.1 107.1
Deferred revenu 203.: 170.(
Total current liabilities 452.2 462.(
Non-current portion of deferred reven 31.2 28.t
Notes payabli 300.( 300.(
Other liabilities 173.4 167.:
Total liabilities 956.¢ 957.¢
Contingencies (Note 1
Shareholder equity
Preferred stock, par value $ .01 per share; 10000Cshares authorized; no shares is: — —
Series common stock, par value $ .01 per shar8p@MO0 shares authorized; no shares is — —
Common stock, par value $ .01 per share; 400,000;088res authorized; 171,451,136 shares issued
March 31, 2003 and December 31, 2 1.7 1.7
Capital surplu 49.4 45t
Retained earning 307.( 221.¢
Treasury stock, at cost; 23,196,987 and 22,560s836es of common stock at March 31, 2003 and
December 31, 2002, respectivi (632.7) (597.7)
Cumulative translation adjustme 2.1 1.7
Total shareholde’ equity (271.9 (327.0
Total liabilities and sharehold¢ equity $ 684.¢ $ 630.¢
| |

The accompanying notes are an integral part of¢inelensed consolidated financial statements.
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MOODY'S CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(AMOUNTS IN MILLIONS)

Three Months Ended March 31,

2003 2002
Cash flows from operating activitir
Net income $91.¢ $ 72.€
Reconciliation of net income to net cash providgperating activities
Depreciation and amortizatic 7.8 41
Stocl-based compensation expel 2.1 —
Tax benefits from exercise of stock optic 4.8 5.t
Changes in assets and liabiliti
Accounts receivabl (45.0 (9.9
Other current asse 4.4 (1.7
Prepaid pension cos (0.7 (0.6)
Other asset (0.2 0.2
Accounts payable and accrued liabilit (31.0 (66.9)
Deferred revenu 36.C 33.¢
Other liabilities 6.4 5.2
Net cash provided by operating activit 77.1 43.C
Cash flows from investing activitie
Net capital addition 4.2 (2.9
Cash acquired in a business acquisition (see Nc 1.1 —
Other — (0.2
Net cash used in investing activiti (3.2 (3.0
Cash flows from financing activitie
Net repayments of bank borrowin 14.c —
Proceeds from stock pla 13.2 13.2
Cost of treasury shares repurcha (50.5) (31.7)
Payment of dividend (6.7) (7.0
Payments under capital lease obligati 0.3 —
Net cash used in financing activiti (58.2) (24.9
Effect of exchange rate changes on cash and cabrasnts 2.1 (0.5
Increase in cash and cash equivali 17.€ 14.¢
Cash and cash equivalents, beginning of the pt 39.¢ 163.Z
Cash and cash equivalents, end of the pe $ 57.¢ $177.¢
| |

The accompanying notes are an integral part ofdimelensed consolidated financial statements.
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MOODY'S CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (UNAUDITED)

1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATICN

Moody’s Corporation (“Moody’s” or the “Company”) & provider of credit ratings, research and anslgsiering debt instruments and
securities in the global capital markets and a idervof quantitative credit assessment serviceslictraining services and credit process
software to banks and other financial institutiddeody’s operates in two reportable segments: M&twestors Service and Moody’s
KMV. Moody’s Investors Service publishes rating opinions bnoad range of credit obligations issued in doreestid international marke
including various corporate and governmental olilges, structured finance securities and commepagker programs. It also publishes
investor-oriented credit research, including intle@search on major issuers, industry studiesiapeomments and credit opinion
handbooks. The Moody’s KMV business, which congi$tthe combined businesses of KMV LLC and KMV Cangtion (“KMV"), acquired
in April 2002, and Moody’s Risk Management Servjasvelops and distributes quantitative credit sssent services for banks and
investors in credit-sensitive assets, credit trajréervices and credit process software.

The Company operated as part of The Dun & Brads@egporation (“Old D&B”) until September 30, 200e “Distribution Date”), when
Old D&B separated into two publicly traded companie Moody’s Corporation and The New D&B Corporat{tNew D&B"). At that time,
Old D&B distributed to its shareholders shares efM\D&B stock. New D&B comprised the business of OKIB’s Dun & Bradstreet
operating company (the “D&B Business”). The remagnbusiness of Old D&B consisted solely of the bass of providing ratings and
related research and credit risk management ser(tice “Moody’s Business”) and was renamed “Moodytsporation”. The method by
which Old D&B distributed to its shareholders itges of New D&B stock is hereinafter referred gdte “2000 Distribution”.

These interim financial statements have been peeparaccordance with the instructions to Form@nd should be read in conjunction v
the Company’s consolidated financial statementsrataded notes in the Company’s 2002 annual repofiorm 10K filed with the Securitie
and Exchange Commission on March 21, 2003. Thdtsesiinterim periods are not necessarily indivatf results for the full year or any
subsequent period. In the opinion of managemendalstments (consisting of normal recurring aatsliconsidered necessary for a fair
presentation of financial position, results of @giems and cash flows at the dates and for thegepresented have been included. Certain
prior year amounts have been reclassified to camtorthe current year presentation.

2. STOCK-BASED COMPENSATION

In 2002 and prior years, the Company measureddsieod stock-based compensation using the intrivaige approach under Accounting
Principles Board (“APB”) Opinion No. 25 rather thapplying the fair value method provisions of Stag¢at of Financial Accounting
Standards No. 123, “Accounting for Stock-Based Censation” (“SFAS No. 123") as amended by SFAS Ni&, Accounting for Stock-
Based Compensation — Transition and Disclosure -amaendment of FASB Statement No. 123”. Accordintiig, Company did not
recognize compensation expense related to grammployee stock options and shares issued to jpantits in its employee stock purchase
plan.

On January 1, 2003, the Company adopted, on agetep basis, the fair value method of accountargstock-based compensation under
SFAS No. 123. Therefore, employee stock optionatgchon and after January 1, 2003 are being exgdnsthe Company over the option
vesting period, based on the estimated fair vafukreoaward on the date of grant. In addition, skassued to participants in the Company’s
employee stock purchase plan are being expenst#tliyompany based on the discount from the marie# peceived by the participants.

The condensed consolidated statement of operdtorise three months ended March 31, 2003 incledespensation expense of $1.9 mill
related to stock options granted in February 20@Bsiock issued under the employee stock purcHasesimce January 1, 2003. The
consolidated statement of operations for the threrths ended March 31, 2002 includes no such erpams the 2003 expense is less than
that which would have been recognized if the falue method had been applied to all awards sireerilginal effective date of SFAS

No. 123. Had the Company determined such -based compensation expense using the fair valtieosh@rovisions of SFAS No. 123 since
its original effective date, Moody’s net income aatnings per share would have been reduced far¢hi®rma amounts shown below.
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Three Months Ended March 31,

2003 2002
(in millions)
Net income;
As reportec $91.¢ $72.€
Add: Stocl-based compensation plan expense included in repoeteincome, net of te 1.3 —
Deduct: Stoc-based compensation plan expense determined urel&itivalue method, net of t: (5.2 (3.9
Pro forma net incom $88.1 $69.1
| |
Basic earnings per sha
As reportec $0.62 $0.47
Pro forma $0.5¢ $0.4¢E
Diluted earnings per shar
As reportec $0.61 $0.4¢€
Pro forma $0.5¢ $0.44

The pro forma disclosures shown above are not septative of the effects on net income and earmegshare in future years.

The fair value of stock options used to computepiteeforma net income and earnings per share dists is the estimated present value at
grant date using the Black-Scholes option-pricirggel. The following weighted average assumptionsewsed for options granted during
the three months ended March 31, 2003 and 2002:

2003 2002
Expected dividend yiel 0.41% 0.41%
Expected stock volatilit 30% 25%
Risk-free interest rat 3.03% 4.13%
Expected holding perio 5yrs 4.5 yrs

The estimated weighted average fair value of Mosdytions granted during the three months endedviat, 2003 and 2002 was $13.01
and $10.92, respectively.

3. RECONCILIATION OF WEIGHTED AVERAGE SHARES OUTSTA NDING

Below is a reconciliation of basic weighted averabares outstanding to diluted weighted averageestaitstanding:

Three Months Ended March 31,

2003 2002
(in millions)

Weighted average number of she— Basic 148.1 154.¢

Dilutive effect of shares issuable under s-based compensation pla 34 3.7

Weighted average number of she— Diluted 151.t 158.1

| |

Options to purchase 3.4 million shares of commonlstvere outstanding at March 31, 2002, but weteénwbuded in the computation of
diluted earnings per share because the exercisespsf such options were greater than the yeaet®e-average market price of the Company’
common stock during the applicable period (theithiotive options”). There were no antidilutive agms outstanding at March 31, 2003.
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4. ACQUISITIONS
KMV

On April 12, 2002, Moody'’s acquired the businessmsprising KMV. The acquisition expands the prodaféérings and customer base of
Moody'’s credit risk assessment business, whichpeagiously operated by Moody’s Risk Management Bes: The results of KMV have
been included in Moody’s consolidated financiatesteents since the acquisition date.

The aggregate purchase price of $212.6 million isted of $209.3 million in cash payments to théesgland $3.3 million in direct
transaction costs, primarily professional fees. plaiehase price was funded by using $128.3 millibkloody’s cash on hand and
$81.0 million of borrowings under Moody’s existibgnk credit lines. The Company repaid those bomgswin the second quarter of 2002.

The acquisition has been accounted for as a puecBdmwn below is the purchase price allocatiorichveummarizes the fair values of the
assets acquired and liabilities assumed at theadaequisition (dollar amounts in millions).

Current assel $ 21.C
Property and equipment, r 4.6
Intangible asset:

Customer list (12 year life $50.7

Trade secrets (not subject to amortizati 25.5

Other intangibles (5.2 year weighted average 6.3

Total intangible asse 82.t
In-process research and developr 1.1
Goodwill 118.:
Other asset 17.1
Liabilities assumei (32.0
Net assets acquire $212.¢

In accordance with SFAS No. 142, the acquired gahdmhich has been assigned to the Moody’s KMV reegt, will not be amortized. In
accordance with FASB Interpretation No. Applicability of FASB Statement No. 2 to Businessn@binations Accounted for by the Purch
Method”, the $1.1 million allocated to acquiredgrecess research and development was written affeidiately following the acquisition.
Current assets above includes acquired cash of§ifli@n. Other assets include acquired softwar816.0 million with a life of 5 years. For
income tax purposes, the excess of the purchase pver the acquired net assets is expected tmbdiaed over 15 years.

The following pro forma consolidated financial infeation for the three months ended March 31, 2@fi2at the acquisition of KMV as if it
had been consummated as of January 1, 2002, afieg g@ffect to the following adjustments: (i) elimation of transaction related charges
resulting from the acquisition; (ii) amortizatiohaxcquired intangible assets and software; (iii)ddg's financing costs for the transaction,

consisting of interest expense that would have lreamrred on the $81.0 million of bank borrowingslanterest income that would have b
foregone on the balance of the purchase price(ightelated income tax effects.

Three Months Ended March 31,

2003 2002
(in millions)
(pro forma)
Revenue $278.2 $244.¢
Net income $91.¢ $ 713
Diluted earnings per sha $ 0.61 $ 0.4F

The unaudited pro forma consolidated financial infation should be read in conjunction with the Camgs Form 8-K/A filed with the
Securities and Exchange Commission on June 26,2002

The unaudited pro forma consolidated financial infation is presented for comparative purposes antyis not intended to be indicative of
the actual consolidated results of operationswiatild have been achieved had the transaction bmeummated as of the dates indicated
above, nor does it purport to indicate results thay be attained in the future.

Korea Investors Service

In August 1998, the Company made a 10%-basis investment in Korea Investors Serv‘KIS”"), a Korean rating agency. In Decem



2001, the Company entered into a definitive agreeeincrease its investment to just over 50%, ebst of $9.6 million with a contingent
payment of up to $5.4 million in 2005, based on K& income for the three-year period ended Deceibe2004.
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Starting in January 2002, the Company consolidttedesults of KIS in its financial statements. Thieority shareholder’s interest has been
included in other long-term liabilities. The purskeprice allocation resulted in amortizable inthigassets of $2.9 million with a weighted
average life of 5.6 years and goodwill of $1.9 ol

Argentine Rating Agencies

As a result of the devaluation of the Argentineqpisat occurred in 2002, an acquisition-relatecthase price adjustment was triggered
relating to Moody’s equity investments in two Argj@e rating agencies. The adjustment resulted iody&s receiving additional shares in
two Argentine rating agencies, which increased Mg®dwnership position to approximately 92%. Asauit, starting in January 2003 the
Argentine rating agencies are being consolidatédandy’s financial statements.

5. GOODWILL AND OTHER INTANGIBLE ASSETS

Effective January 1, 2002, the Company adopted SNASL42, “Goodwill and Other Intangible Assetstider which goodwill and other
intangible assets with indefinite lives are no lengmortized but are reviewed annually for recoviditg, or more frequently if impairment
indicators arise.

In connection with the 2002 acquisition of KMV, Mihgs acquired goodwill and intangible assets, wtdoh described in Note 4.

The following table summarizes the activity in gaditifor the periods indicated:

Three Months Twelve Months
Ended Ended

March 31, December 31,
2003 2002

(in millions)

Beginning balanc $126.3 $ 6.C
Net change from acquisitiol — 120.2
Other (0.2 0.1
Total $126.1 $126.:
| |

The following table summarizes other intangiblestssubject to amortization at the dates indicated:

March 31, December 31,
2003 2002
(in millions)

Customer lists (11.3 year weighted average $57.€ $57.¢
Accumulated amortizatio (6.7) (5.9
Other (0.7 —
Net customer list $51.C $52.5
| |

Other intangible assets (5.6 year weighted avditm)e $ 8.2 $ 8.2
Accumulated amortizatio (2.2 (1.9
Net other intangible asse $ 6.C $64
| |

Total (10.6 year weighted average li $57.C $58.¢

| |

Amortization expense for other intangible assetste three month periods ended March 31, 200280& was $1.8 million and
$0.4 million, respectively.
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Estimated future annual amortization expense fianigible assets subject to amortization is asvialo

Years ending December 31,

(in millions)
2003 (after March 31 $ 5.C
2004 6.€
2005 6.5
2006 6.1
2007 5.5
Thereaftel 27.C

As of March 31, 2003, $25.5 million in trade sesratquired with the acquisition of KMV were not gdh to amortization. Current
circumstances and conditions continue to suppomaefinite useful life.

6. INDEBTEDNESS

In connection with the 2000 Distribution, Moody'ssvallocated $195.5 million of debt at Septembe2800. Moodys funded this debt wit
borrowings under a $160 million unsecured bank Ikéng credit facility and a bank bridge line of die

On October 3, 2000 the Company issued $300 mitifomotes payable (the “Notes”) in a private placem&he cash proceeds from the Notes
were used in part to repay the outstanding balandée revolving credit facility and to repay thiédige line of credit. The Notes have a five-
year term and bear interest at an annual rate6f4, payable sel-annually. In the event that Moody’s pays all ortfud the Notes in

advance of their maturity (the “prepaid principaBuch prepayment will be subject to a penaltyudated based on the excess, if any, of the
discounted value of the remaining scheduled paysnastdefined in the agreement, over the prepaidipal. Interest incurred under the
Notes was $5.7 million in each of the three momthded March 31, 2003 and 201

The revolving credit facility (the “Facility”) consts of an $80 million 5-year facility that expiresSeptember 2005 and an $80 million 364-
day facility that expires in September 2003. Addairch 31, 2003, the Company had borrowings outstgnef $73.3 million under the 5-year
facility, bearing interest at a weighted averade od approximately 1.54% per annum, and $19.8anilinder the 364-day facility, bearing
interest at a weighted average rate of approximat€l0% per annum. Interest on borrowings undebtlear facility is payable at rates that
are based on the London InterBank Offered RateBQR") plus a premium that can range from 18 basiatp to 50 basis points depending
on the Company’s ratio of total indebtedness toiegs before interest, taxes, depreciation and &ration (“Earnings Coverage Ratio”), as
defined in the related agreement. At March 31, 2808h premium was 22 basis points. Interest orotdngs under the 364-day facility is
payable at rates that are based on LIBOR plusraipre of 30.5 basis points. The Company also papsiarfacility fees, regardless of
borrowing activity under the Facility. The annuaé$ for the Srear facility can range from 7 basis points to 1#aSis points depending on
Company'’s Earnings Coverage Ratio, and were 8 lpagigs at March 31, 2003. The annual fees fol3tve-day facility are 7 basis points.
Under each facility, the Company also pays a atiion fee of 12.5 basis points on borrowings outitay when the aggregate amount
outstanding under such facility exceeds 33% ofdladity.

In April 2002, Moodys used the Facility to initially fund a portiontbie purchase price for the KMV acquisition; suchrbaings were repa
in the second quarter of 2002. Since that time, d§ohas borrowed under the Facility to fund shamurchases. Interest paid under the
Facility for the three months ended March 31, 26@3 $0.4 million. No interest was paid for the thneonths ended March 31, 2002 as no
borrowings were outstanding under the Facility nigithat period.

The Notes and the Facility (the “Agreements”) coamtvenants that, among other things, restricthibty of the Company and its
subsidiaries, without the approval of the lend&rgngage in mergers, consolidations, asset satbsade-leaseback transactions or to incur
liens. The Notes and the Facility also containririal covenants that, among other things, reqhieeGompany to maintain an interest
coverage ratio, as defined in the Agreements, bfass than 3 to 1, and an Earnings Coverage Ratidefined in the Agreements, of not
more than 4 to 1. At March 31, 2003, the Company inaompliance with such covenants. If an everttedfult were to occur (as defined in
the Agreements) and was not remedied by the Comyéhin the stipulated timeframe, an acceleratibthe Notes and restrictions on the
use of the Facility could occur.
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7. CONTINGENCIES

From time to time, Moody'’s is involved in legal atak proceedings, claims and litigation that amdantal to the Company’s business,
including claims based on ratings assigned by Mdyfanagement periodically assesses the Compéiapitities and contingencies in
connection with these matters, based upon thet lafesmation available. For those matters wheeeptobable amount of loss can be
reasonably estimated, the Company believes itdasded appropriate reserves in the consolidateah{ial statements. In other instances,
because of the uncertainties related to both thlegirle outcome and amount or range of loss, maragdamunable to make a reasonable
estimate of a liability, if any. As additional infoation becomes available, the Company adjusesiessments and estimates of such
liabilities accordingly.

Based on its review of the latest information aafalié, in the opinion of management, the ultimatbility of the Company in connection with
pending legal and tax proceedings, claims andhlitign will not have a material adverse effect onolligs financial position, results of
operations or cash flows, subject to the contingendescribed or referred to below.

Below is a discussion of certain contingencies thkte to Old D&B, its predecessors and theiliaféd companies (“Legacy
Contingencies”). In addition, refer to Note 14, @ogencies, in the Company’s annual report on Fb@aK for the year ended December 31,
2002 for a discussion of certain contingencies ithlate to Moody’s business and operations (“Mosedatters”).

Legacy Contingencies

To understand the Company’s exposure to the patdiatbilities described below, it is importantuaderstand the relationship between
Moody’s and New D&B, and the relationship among N2&B and its predecessors and other parties whouth various corporate
reorganizations and related contractual commitmératge assumed varying degrees of responsibilitly veispect to such matters.

In November 1996, The Dun & Bradstreet Corporationugh a spin-off separated into three separatégpeompanies: The Dun &
Bradstreet Corporation, ACNielsen Corporation (“A€Nen”) and Cognizant Corporation (“Cognizanthgt'1996 Distribution”).

In June 1998, The Dun & Bradstreet Corporationugtoa spin-off separated into two separate publinpganies: The Dun & Bradstreet
Corporation and R.H. Donnelley Corporation (“Doregl) (the “1998 Distribution”). During 1998, Cogrant through a spin-off separated
into two separate public companies: IMS Health tpooated (“IMS Health”) and Nielsen Media Reseatal, (‘NMR”). In September 200l
The Dun & Bradstreet Corporation (“Old D&B”) throlug spin-off separated into two separate publicganmes: New D&B and Moody'’s, as
further described in Note 1, Description of Busieaad Basis of Presentation.

Information Resources, I nc.

In 1996, Information Resources, Inc. (“IRI") filedcomplaint in the United States District Courttioe Southern District of New York,
naming as defendants the corporation then knowrhaDun & Bradstreet Corporation, A.C. Nielsen Camp (a subsidiary of ACNielsen)
and IMS International, Inc. (a subsidiary of theng@ny then known as Cognizant). At the time offilrey of the complaint, each of the ott
defendants was a subsidiary of The Dun & Bradst@eeporation.

The complaint alleges various violations of Uniftdtes antitrust laws, including purported violati@f Sections 1 and 2 of the Sherman Act.
The complaint also alleges a claim of tortiousrif@eence with a contract and a claim of tortiougiference with a prospective business
relationship. These claims relate to the acquisitip defendants of Survey Research Group Limit&RG"). IRI alleges SRG violated an
alleged agreement with IRl when it agreed to baugied by the defendants and that the defendante@®tiSRG to breach that agreement.

IRI's complaint alleges damages in excess of $3B@m which amount IRI asked to be trebled undatitrust laws. IRI also seeks punitive
damages of an unspecified amount.

Discovery in this case is ongoing and no trial dete been set. On December 22, 1999, defendagdsafinotion for partial summary
judgment dismissing IFs non-U.S. antitrust claims. On July 12, 2000, @wurt granted the motion dismissing claims of ipjsuffered from
activities in foreign markets where IRI operate®tiyh subsidiaries or companies owned by jointwesst or “relationships” with local
companies. IRI took the position that this rulingpdsed of its claims with respect to eight oftthiety foreign markets alleged in its
complaint. On April 28, 2003, the Court denied deffents’ motion for partial summary judgment to dissriRI’'s claim with respect to the 22
remaining foreign markets. The Court also modifteduly 12, 2000 decision, to permit IRI to clad@mages for injuries IRI suffered in the
U.S. market as a result of defendants’ allegeccantpetitive practices overseas.

In connection with the 1996 Distribution, Cognizaf€Nielsen and The Dun & Bradstreet Corporatiotessd into an Indemnity and Joint
Defense Agreement (the “Indemnity and Joint Defefgeement”) pursuant to which they have agreetb(gertain arrangements allocating
potential liabilities (“IRI Liabilities”) that mayarise out of or in connection with the IRI actiamdgii) to conduct a joint defense of such
action. In particular, the Indemnity and Joint Defe Agreement provides that ACNielsen will assurtdusive liability for IRI Liabilities up
to a maximum amount to be calculated at such tisrguah liabilities, if any, become payable (the M®aximum Amount”), and that The
Dun & Bradstreet Corporation and Cognizant willrghigability equally for any amounts in excesstod ACN Maximum Amount. The ACI



Maximum Amount will be determined by an investmieahking firm as the maximum amount that ACNielseable to pay after giving effe

to (i) any plan submitted by such investment bdnak is designed to maximize the claims-paying ghif ACNielsen without impairing the
investment banking firm’s ability to deliver a vility opinion (but which will not require any actiorequiring shareholder approval), and

(il payment of related fees and expenses. Foetpasgposes, financial viability means the abilifyA&€Nielsen, after giving effect to such
plan, the payment of related fees and expensethanmhyment of the ACN Maximum Amount, to pay iebts as they become due and to
finance the current and anticipated operating apdtal requirements of its business, as reconetltby such plan, for two years from the date
any such plan is expected to be implemented. 111 28CNielsen merged with VNU N.V. Pursuant to thdémnity and Joint Defense
Agreement, VNU is to be included with ACNielsen farrposes of determining the ACN Maximum Amount] 8NU assumed ACNielsen’s
liabilities under that agreement.
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In connection with the 1998 Distribution, Old D&B@&Donnelley entered into an agreement (the “198&ibution Agreement”) whereby
Old D&B assumed all potential liabilities of Donfegl arising from the IRI action and agreed to indédgnDonnelley in connection with such
potential liabilities.

As a result of their 1998 separation and pursuatiid related distribution agreement, IMS Healtth BiIVIR are each jointly and severally
liable for all Cognizant liabilities under the Indaity and Joint Defense Agreement. In 1999, NMR aeguired by VNU N.V. and VNU
assumed NMR’s liabilities under the Indemnity anthtiDefense Agreement.

Under the terms of the 2000 Distribution, New D&Bdertook to be jointly and severally liable with btty’s for Old D&B'’s obligations to
Donnelley under the 1998 Distribution Agreementjuding any liabilities arising under the Indemrétiyd Joint Defense Agreement.
However, as between themselves, each of New D&BMwoaly’s will be responsible for 50% of any payngetd be made with respect to the
IRI action pursuant to the 1998 Distribution Agreay including legal fees or expenses related toere

Management is unable to predict at this time thalfoutcome of the IRI action or the portion of gmggement that may ultimately be paya
by Moody’s. Therefore, management is unable toiptechether the resolution of this matter could enatly affect Moody’s results of
operations, cash flows or financial position. Aslsuno amount in respect of this matter has beeruad in the financial statements of the
Company.

Legacy Tax Matters

Old D&B and its predecessors entered into globaptanning initiatives in the normal course of mess, including through tax-free
restructurings of both their foreign and domesperations. These initiatives are subject to nomaealkew by tax authorities.

Pursuant to a series of agreements, as betweensd¢hars, IMS Health and NMR are jointly and sevgrhdible to pay one-half, and New
D&B and Moodys are jointly and severally liable to pay the othalf, of any payments for taxes, penalties andusctinterest resulting fro
unfavorable IRS rulings on certain tax matters lgding the matter described below as “Amortizatitxpense Deductions” for which New
D&B and Moody's are solely responsible) and certatmer potential tax liabilities after New D&B andMoody’s pays the first $137 millio
which amount was paid in connection with the matescribed below as “Utilization of Capital Losses”

In connection with the 2000 Distribution and pursiu® the terms of the related Distribution Agreatm&lew D&B and Moody’s have,
between themselves, agreed to each be financedyonsible for 50% of any potential liabilitiestth@ay arise to the extent such potential
liabilities are not directly attributable to theaspective business operations.

Without limiting the generality of the foregoindprée specific tax matters are discussed below.
Royalty Expense Deductio

During the second quarter of 2002, New D&B receigedotice of Proposed Adjustment from the IRS wébpect to a partnership transac
entered into in 1993. In this Notice, the IRS pregmbto disallow certain royalty expense deduct@aisned by Old D&B on its 1994, 1995
and 1996 tax returns. New D&B disagrees with th&tpm taken by the IRS in its Notice and filedesponsive brief to this effect with the
IRS. In addition, the IRS recently indicated thahay assess penalties on this matter. If the IR0 issue a formal assessment consistent
with the Notice (and including penalties), and weer@revail in its position, then New D&B would bequired to pay the assessment. If New
D&B were to challenge the assessment in U.S. BisBourt rather than in U.S. Tax Court, then a payhof the disputed amount would be
required in connection with such challenge. Shauig such payments be made by New D&B, then purdoahe terms of the 2000
Distribution Agreement, Moody’s would have to payNew D&B its 50% share. The Company estimatesithahare of the required
payment to the IRS could be up to approximately ®Hbon (including penalties and interest, and oktax benefits). Moody’s also could be
obligated for future interest payments on its stedrguch liability.

In a related matter, New D&B has received an Exation Report from the IRS stating its intentiorignore the partnership structure that
been established and reallocate to Old D&B incontkexpense items that had been claimed on thegpahip tax return for 1996. If the IRS
were to prevail in this matter, then New D&B wollle required to pay the assessment. If New D&B we@hallenge the assessment in U.S.
District Court rather than in U.S. Tax Court, tleepayment of the disputed amount would be requiretnnection with such challenge.
Moody'’s estimates that its share of the exposutkadRS for this matter could be up to approxitya$d8 million (including penalties and
interest, and net of tax benefits). Such exposautdcbe in addition to the amount described ingrexeding paragraph.

Amortization Expense Deductio

The IRS has requested from New D&B documentatidh vaspect to a transaction executed in 1997 thatiaesult in amortization expense
deductions from 1997 through 2012. It is possibé the IRS could ultimately challenge these dednstand that New D&B could make
payments to the IRS related to previously claimedudtions. In that event, Moody’s would be requiegay to New D&B its 50% share of
New D&B’s payments to the IRS. In addition, should New DéiBcontinue claiming the amortization deductionduture tax returns,
Moody's would be required to repay to New D&B an amouptat to the discounted value of its 50% share efrdfated future tax benefit



New D&B had paid thi
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discounted value of future tax benefits from th@ssaction in cash to Moody'’s at the Distributioat® Management estimates that the
Company’s current potential exposure related t® matter is $90 million (including penalties antenest, and net of tax benefits). This
exposure could increase by approximately $3 miltm6 million per year, depending on actions thatIRS may take with respect to
assessments and on whether New D&B continues caigithie amortization deductions on its tax returns.

Moody’s and New D&B have recently retained new mesounsel with respect to this matter and theaRgyExpense Deductions matter
discussed above, who will among other things bésadythe Company on potential courses of action.

Utilization of Capital Losses

The IRS has completed its review of the utilizatidrtertain capital losses generated during 19891890. On June 26, 2000, the IRS, as
of its audit process, issued a formal assessméhtraspect to the utilization of these capital éssand Old D&B responded by filing a petit
for a refund in the U.S. District Court on Septembg, 2000, after the payments described below werde.

On May 12, 2000, an amended tax return was filedhfe 1989 and 1990 tax periods, which reflecte®l® million of tax and interest due.
Old D&B paid the IRS approximately $349.3 milliohthis amount on May 12, 2000; 50% of such paymea allocated to Moody’s and
had previously been accrued by the Company. IMSthl@gormed Old D&B that it paid to the IRS apprmately $212.3 million on May 1
2000. The payments were made to the IRS to stapefuinterest from accruing, and New D&B is coritegthe IRS’ assessment. New D&B
has indicated that it would also contest the agsestsof penalties or other amounts, if any, in sxagf the amounts paid. With the possible
exception of the matter described in the followsggtence, Moody’s does not anticipate any furthesrine statement charges or cash
payments related to IRS assessments for this mHttee IRS were to disallow prior deductions #fteansaction costs associated with this
matter, Moody'’s estimates that its exposure foslitare of the additional taxes, penalties andastdnet of tax benefits) on this matter would
be approximately $5 million.

Subsequent to making its May 2000 payment to ti& IRIS Health sought partial reimbursement from NitRler their 1998 distribution
agreement (the “IMS/NMR Agreement”). NMR paid IM®&lth less than the amount sought by IMS Healtreatite IMS/NMR Agreement
and, in 2001, IMS Health filed an arbitration preding against NMR to recover the difference. IMQltesought to include Old D&B in th
arbitration, arguing that if NMR should prevailita interpretation of the IMS/NMR Agreement, théAS Health could seek the same
interpretation in an alternative claim against O&IB. Neither Old D&B nor any of its predecessorssveaparty to the IMS/NMR Agreement.
On April 29, 2003, an arbitration panel ruled indaof IMS Health in the arbitration proceeding,ading IMS Health its full claim plus
interest in a decision binding on all parties. Agsult IMS Health’'s contingent claim against Ol&B(and consequently Moody’s and New
D&B) in connection with this matter has been reedemoot. As no amount with respect to this mattet een accrued by Moody’s, the
arbitration panel ruling is not expected to havénapact on the Company’s consolidated financiakestents.

Summary of Moody’s Exposure to Three Legacy Taxekat

The Company has considered the range and prolyadifijgotential outcomes related to the three legagymatters discussed above and
believes that it has adequate reserves recordé&idonsolidated financial statements for its pldba@xposures in these matters. However,
possible that these matters could be resolved wuats that are greater than the Company has rekemnrch could result in material charges
to Moody'’s future reported results. In additiorg ¢ash outlays resulting from these matters, wiielCompany currently estimates could be
as much as $198 million, could be material and¢mdrease with time as described above. Such anum&s not include potential penalties
related to the payments made in May 2000 concetdtiligation of Capital Losses.

8. COMPREHENSIVE INCOME

Total comprehensive income was as follows:

Three Months Ended March 31,

2003 2002
(in millions)

Net income $91.¢ $72.€

Other comprehensive income (lo— foreign currency translation adjustm 0.4 (0.9

Total comprehensive incon $92.% $72.2

| |
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9. SEGMENT INFORMATION

The Company reports segment information in accarelavith SFAS No. 131, “Disclosures about Segmeh&dEnterprise and Related
Information”. SFAS No. 131 defines operating segte&s components of an enterprise for which sepéirencial information is available
that is evaluated regularly by the chief operatirgision-maker in deciding how to allocate resosiiaed in assessing performance. The
Company has historically operated in one reportbbness segment — Ratings, which accounted fmoapmately 90% of the Company’s
total revenue. With the April 2002 acquisition dfiK/, Moody’s now operates in two reportable businesgments: Moody’s Investors
Service and Moody’s KMV. Accordingly, the Compamgsirestated its segment information for correspangrior periods to conform to the
current presentation.

Moody'’s Investors Service consists of four ratimgups — structured finance, corporate finance o institutions and sovereign risk, and
public finance — that generate revenue principfityn the assignment of credit ratings on fixed-meoinstruments in the debt markets, and
research, which primarily generates revenue froarstie of investooriented credit research, principally producedh®ytating groups. Give
the dominance of Moody’s Investors Service to Mdedyerall results, the Company does not separatelgsure or report corporate
expenses, nor are they allocated to the Compamgimbss segments. Accordingly, all corporate exgeage included in operating income of
the Moody'’s Investors Service segment and none haega allocated to the Moody’s KMV segment.

The Moody’s KMV business consists of the combinedibesses of KMV, acquired in April 2002, and MosdRisk Management Services.
Moody’s KMV develops and distributes quantitativedit assessment services for banks and investareditsensitive assets, credit traini
services and credit process software.

Assets used solely by Moody’s KMV are separatebgldised within that segment. All other Company &ssecluding corporate assets, are
reported as part of Moody'’s Investors Service.

Revenue by geographic area is generally basededodhtion of the customer.
Intersegment sales are insignificant and no siog&omer accounted for 10% or more of total revenue

Below are financial information by segment, Moodlyigestors Service revenue by business unit anehtey information by geographic area,
all for the three months ended March 31, 2003 &2 2nd total assets by segment as of March 3B 200 December 31, 2002 (in
millions).

Financial Information by Segment

Three Months Ended March 31, 2003 Three Months Ended March 31, 2002

Moody’s Moody’s

Investors Moody’s Investors Moody’s

Service KMV Consolidated  Service KMV Consolidatec
Revenue $253. $24.¢ $278.2  $223F $ 8.1 $231.¢
Operating expense 99.C 22.° 121.: 83.¢ 9.4 92.¢
Depreciation and amortizatic 3.7 4.1 7.8 3.C 1.1 4.1
Operating income (lost 150.7 (1.6 149.1 137.1 (2.9 134.%
Interest and other n-operating income (expense), | 8.C (4.6
Income before provision for income ta» 157.1 130.1
Provision for income taxe 65.2 57.t
Net income $ 91.¢ $ 72.€

| |
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Moody'’s Investors Service Revenue by Business Unit

Three Months Ended March 31,

2003 2002
Ratings revenue
Structured financ $ 97.¢ $ 88.€
Corporate financ 61.4 58.C
Financial institutions and sovereign r 457 37.1
Public finance 19.¢ 17.3
Total ratings revenu 224 202.(
Research revent 28.7 21k
Total Moody's Investors Servic $253.2 $223.t
| |
Revenue Information by Geographic Area
2003 2002
United State: $183.2 $160.5
International 94.¢ 71.1
Total $278.2 $231.€
| |
March 31, 2003 December 31, 2002
Moody’s Moody’s
Investors Moody’s Investors Moody’s
Service KMV Consolidated Service KMV Consolidated
Total assets by segme $418.1 $266.¢ $684.¢ $364.2 $266.¢ $630.¢
| | | | | |

10. INSURANCE RECOVERY

In February 2003, Moody'’s received a $15.9 milliosurance recovery related to the September ldgietly for incremental costs incurred
and for lost profits due to the sharp decline ibtdearket activity in the weeks following the disaas Moody’s had previously received a

$4.0 million advance payment in 2002, resulting itotal recovery of $19.9 million. Moody’s had im@d incremental costs of $6.3 million
for property damage and temporary office facilitimsd had fully accrued for the recovery of thesgt<in its financial statements. The
remainder of the insurance recovery, $13.6 millleed not been previously accrued as its realizghilas not sufficiently assured. As a res

in the first quarter of 2003 Moody'’s recorded angaii $13.6 million, included in interest and otin@n-operating income (expense), net in the
condensed consolidated statement of operations.

11. SUBSEQUENT EVENT

On April 22, 2003, the Board of Directors of thenQuany approved a quarterly dividend of 4.5 centsshare of Moody’s common stock,
payable on June 10, 2003 to shareholders of rextdite close of business on May 20, 2003.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
The Company

Except where otherwise indicated, the terms “Moetighd the “Company” refer to Moody’s Corporatiardats subsidiaries. Moody’s is a
provider of credit ratings, research and analysi®tng debt instruments and securities in the @lohpital markets and a provider of
guantitative credit assessment services, credliitigaservices and credit process software to bankisother financial institutions. Moody’s
operates in two reportable segments: Moody’s Irres$ervice and Moody’s KMV.

Moody'’s Investors Service publishes rating opinionsa broad range of credit obligations issuedoimeistic and international markets,
including various corporate and governmental oliliges, structured finance securities and commepagkr programs. It also publishes
investor-oriented credit research, including intleesearch on major issuers, industry studiegiapesomments and credit opinion
handbooks.

The Moody’s KMV business consists of the combinadihesses of KMV LLC and KMV Corporation (“KMV”),cguired in April 2002, and
Moody’s Risk Management Services. Moody's KMV deys and distributes quantitative credit assesssermices for banks and investors
in credit-sensitive assets, credit training serwiaed credit process software.

Critical Accounting Policies

Moody’s discussion and analysis of its financiatdition and results of operations are based upeiCttmpany’s consolidated financial
statements, which have been prepared in accordegititaccounting principles generally accepted m thited States. The preparation of
these financial statements requires Moody’s to nestienates and judgments that affect reported atamirassets, liabilities and related
disclosures of contingent assets and liabilitighatdate of the financial statements and revendesapenses during the reporting period.
These estimates are based on historical exper@rten other assumptions that are believed todsonable under the circumstances. On an
ongoing basis, Moody’s evaluates its estimatesduydhicg those related to revenue recognition, actorateivable allowances, deferred tax
assets, undistributed earnings of non-U.S. subigdiacontingencies, valuation of investments filiafes, long-lived and intangible assets,
goodwill, pension and other post-retirement beaefitd stock-based compensation. Actual resultsdiffey from these estimates under
different assumptions or conditions. Item 7, Mamaget’s Discussion and Analysis of Financial Comditand Results of Operations, in the
Company'’s annual report on Form 10-K for the yeatesl December 31, 2002, includes descriptions oksof the judgments that Moody’s
makes in applying its accounting policies in thassas. Since the date of the annual report on BOH, there have been no material chan
to the Company’s critical accounting policies.

Operating Segments

The Company has historically operated in one r@pdetbusiness segment - Ratings, which accounteapfiroximately 90% of the
Company’s total revenue. With the April 2002 acdiga of KMV, Moody’s now operates in two reportelbusiness segments: Moody’s
Investors Service and Moody’'s KMV. Accordingly,time second quarter of 2002, the Company restatesgment information for
corresponding prior periods to conform to the aurpresentation. Prior to the acquisition of KMWetMoody’s KMV business consisted of
Moody’s Risk Management Services. In order to ptevadditional information relating to Moody’s optmg results, the discussion below
includes information analyzing operating resultsf éise acquisition of KMV had been consummatedfdanuary 1, 2002. This information
is presented in a manner consistent with Statenfdfinancial Accounting Standards (“SFAS”) No. 14Business Combinations,” and is
described in more detail in Note 4 to the condermserbolidated financial statements.

The Moody’s Investors Service business consistswfrating groups - structured finance, corpofatance, financial institutions and
sovereign risk, and public finance — that generawenue principally from the assignment of crediings on fixedncome instruments in tt
debt markets, and research, which primarily gersragvenue from the sale of investor-oriented tredearch, principally produced by the
rating groups. Given the dominance of Moody’s Inges Service to Moody’s overall results, the Compdoes not separately measure or
report corporate expenses, nor are they allocatdftetCompany’s business segments. Accordinglgaafiorate expenses are included in
operating income of the Moody’s Investors Serviegmsent and none have been allocated to the Mo&dyé segment.

The Moody’s KMV business consists of the combinasibesses of KMV, acquired in April 2002, and MoadgRisk Management Services.
Moody’s KMV develops and distributes quantitativedit assessment services for banks and investareditsensitive assets, credit traini
services and credit process software.

Results of Operations
Three Months Ended March 31, 2003 Compared With Thee Months Ended March 31, 2002

Total Company Results



Moody’s revenue for the first quarter of 2003 wa3&2 million, an increase of $46.6 million or 2% from $231.6 million for the first
quarter of 2002. Assuming that Moody’s had acquikétV on January 1, 2002, first quarter 2002 revemaeild have been $244.9 million
and year-to-year growth would have been 13.6%.prlmeary contributors to Moody’s revenue growth wtre global structured finance,

financial institutions and

16




Table of Contents

research franchises. The strength of foreign caresnespecially the Euro, relative to the U.Slad@lso contributed to year-tear growth ir
reported revenue.

Revenue in the United States was $183.3 milliortHerfirst quarter of 2003, an increase of $22.Banior 14.2% from $160.5 million in the
first quarter of 2002. Assuming that Moodyiad acquired KMV on January 1, 2002, first que2@92 United States revenue would have |
$167.1 million and year-to-year growth would haeeiv 9.7%. The main contributors to U.S. revenue/tirevere structured finance,
financial institutions and research.

Moody'’s international revenue was $94.9 million fioe first quarter of 2003, an increase of $23.fanior 33.5% over $71.1 million in the
same period of 2002. Assuming that Moadiiad acquired KMV on January 1, 2002, first quaz@®2 international revenue would have b
$77.8 million and year-to-year growth would havem@2.0%. Strong performance in the non-U.S. ratmgsiness, principally global
financial institutions and European corporate anactured finance, as well as in the research legsinwere the major drivers behind this
growth. Foreign currency translation also contréfouto reported revenue growth. International reeesecounted for 34% of Moody'’s total
revenue in the first quarter of 2003, compared BitBo in the prior year quarter.

Operating, selling, general and administrative esps were $121.3 million in the first quarter o820an increase of $28.5 million or 30.7%
from $92.8 million in the first quarter of 2002. @\sning that Moody’s had owned KMV for the first qigat of 2002, operating expenses
would have been $104.1 million in the first quad&€2002, and year-to-year growth would have be&b%. This increase was primarily the
result of continued investment spending on enharatitgs practices, technology initiatives and picddievelopment and continued hiring to
support growth areas of the business, particularBurope and the global structured finance busin®ther year-to-year expense increases
included $1.9 million related to the Company’s afpam accounting for stock-based compensation, Inédn options granted in February
2003, and higher rent and occupancy costs assdaidtie international offices. In addition, foreigarrency translation contributed to year-to-
year expense growth. Depreciation and amortizatias $7.8 million and $4.1 million in the first gter of 2003 and 2002, respectively. 1
yearto-year increase was primarily due to the amatitzeof acquired software and intangible assetteel to the KMV acquisition. If the
acquisition of KMV had been completed as of Jandar3002, depreciation and amortization would hasen $6.7 million in the first quarter
of 2002, and the year-to-year increase would haeni$1.1 million.

First quarter operating income of $149.1 milliosed14.4 million or 10.7% from $134.7 million ireteame period of 2002. Moody’s
operating margin for the first quarter of 2003 B&8%% compared to 58.2% a year earlier. A portioth@ margin reduction in the first
guarter was due to growth in Moody’s KMV, at a loviecremental margin than the Moody’s Investorsviderbusiness.

Interest and other non-operating income (expemst)vas $8.0 million for the first quarter of 20€@mpared with ($4.6) million of expense
for the same period of 2002. The 2003 amount iredual gain of $13.6 million on an insurance recovelgted to the September 11th trag
as discussed in Note 10 to the condensed consdidiaancial statements. The amounts in both psriecluded $5.7 million of interest
expense on Moodg'$300 million of private placement debt. Inteiasbme was $0.2 million in 2003 compared to $0.8iom in 2002 due t
lower cash on hand.

Moody'’s effective tax rate was 41.5% in the firstagter of 2003 compared to 44.2% in the first qeraot 2002. A number of factors
contributed to this year-over-year improvementludimng continued operating growth in jurisdictiom&h lower tax rates than New York and
the establishment of a New York captive insurar@megany, which was approved by state insurance &atidisoduring 2002.

Net income was $91.9 million for the first quardér2003, an increase of $19.3 million or 26.6% frHnAR2.6 million for the same period
2002. Basic and diluted earnings per share fofitbiequarter of 2003 were $0.62 and $0.61, respelgt compared to basic and diluted
earnings per share of $0.47 and $0.46, respectif@lyhe first quarter of 2002.

Segment Results
Moody'’s Investors Service

First quarter Moody’s Investors Service revenue $2&3.4 million, up $29.9 million or 13.4% from $28 million in the first quarter of
2002. Good growth was achieved in a number ofgatsectors as well as in research. Foreign currganglation also contributed to growth
in reported revenue.

Structured finance revenue was $97.8 million fer finst quarter of 2003, an increase of $9.2 millay 10.4% from $88.6 million in the 2002
quarter. International structured finance revermasvgn the mid-teens percent, reflecting good dewligit growth in Europe with weakness
Latin America and to a lesser extent southeast. Agsieeign currency translation also contributegldar-toyear growth in reported revenue
the U.S., growth areas included collateralized adlfigations, and long-term asset-backed securiesidential mortgage backed securities
revenue also grew as the low interest rate enviestiroontinued to drive refinancing and new mortgagfévity. Growth in asset-backed
commercial paper was slower, partly in responssctmunting rule changes that may require some spehs consolidate commercial paper
programs back onto their balance sheets.
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Corporate finance revenue was $61.4 million infite quarter of 2003, up $3.4 million or 5.9% fr&88.0 million in the first quarter of
2002, reflecting low single-digit percent growthtive United States and more than 20% growth in jgirbn the United States investment
grade issuance volume declined year-to-year (afthaolume was up versus the fourth quarter of 2@d2) the number of speculative grade
issues rose year-to-year as investors became rapritable with the risk-return profile in this $ec Revenue from U.S. syndicated bank
loan ratings and from non-transaction based aneelsiding issuer-level ratings and relationshipdzhfees, showed growth versus the prior
year. Price increases also contributed to growthusgethe prior year. European corporate financemes growth reflected a strong increas
dollar issuance volumes and new rating relatiorsship

Revenue in the financial institutions and sovereigk group was $45.7 million for the first quartér2003, an increase of $8.0 million or
21.2% from $37.7 million for the same period of 200his increase reflected more than 20% growitholitar issuance volume in the United
States as issuers took advantage of favorableesttesites and narrowing spreads, as well as priceases. In addition, investor demand was
strong in the United States, reflecting lower patee credit risk compared to the corporate sedtoEurope, growth in dollar issuance
volumes and number of transactions were in theaai@®0% versus the first quarter of 2002.

Public finance revenue of $19.8 million for thesfiguarter of 2003 was up $2.1 million or 11.9%fr$17.7 million in the 2002 first quarter.
Aggregate dollar issuance volume in the U.S. mpaidbond market grew 23%, whereas the number oésdeclined slightly. The growth in
dollar issuance volume reflected the favorableredterate environment and less pay-as-you-go fingrity municipal borrowers.
Refinancings accounted for 33% of dollar issuaralame in the quarter versus 32% in the prior yesrtgr.

Research revenue increased $7.2 million or 33.5$287 million for the first quarter of 2003, cormngd with $21.5 million for the same
period in 2002. In both the U.S. and European maykgowth was driven by strong sales of new prtgltaexisting clients, acquisition of
new clients, and licensing of Moody’s informatianthird party distributors. Foreign currency tratigin also contributed to year-to-year
growth in reported revenue.

Moody’s Investors Service operating, selling, gahand administrative expenses, including corpogagenses were $99.0 million for the
first quarter of 2003, an increase of $15.6 mill@rl8.7% from $83.4 million in the first quartera002. This increase was principally due to
continued investment spending on enhanced ratiraggipes, technology initiatives and product depaient and continued hiring to support
growth areas of the business, particularly in Earapd the global structured finance business. Q#r-to-year expense increases included
higher rent and occupancy costs associated wighnational office space. Foreign currency transfagilso contributed to year-to-year growth
in reported expenses. Depreciation and amortizatipense was $3.7 million for the first quarte2003 versus $3.0 million in the first
quarter of 2002.

Moody’s Investors Service operating income of $I54illion for the first quarter of 2003 was up $a.3nillion or 9.9% from $137.1 million
in the first quarter of 2002.

Moody’s KMV

The following table shows Moody’s KMV (“MKMV") repded results for the first quarter of 2003 companéth the reported results for the
first quarter of 2002 (the “reported comparisonaf)d compared with the first quarter of 2002 omaafprma basis presented in a manner
consistent with SFAS No. 141 as if Moody’s had aeguKMV on January 1, 2002 (the “pro forma companis”). The discussion of MKM\
results of operations that follows is based onpiflteforma comparisons.

(dollars in millions) Reported Comparisons Pro Forma Comparisons
2003 Variance to 2002 2003 Variance to 2002
First Quarter First Quarter First Quarter
of 2003 of 2002 $ % of 2002 $ %
Revenue $24.¢ $8.1 $16.7 206.2% $21.4 $3.4 15.€%
Operating, selling, general and administrative
expense: 22.% 9.4 12.¢ 137.2% 20.7 1.€ 7.7%
Depreciation and amortizatic 4.1 11 3.C 272.1% 3.7 0.4 10.8%
Operating income (los: $(1.6) $(2.4) $ 0.8 33.2% $(3.0 $1.4 46.7%
| | — — [ — —

MKMV'’s pro forma year-to-year revenue growth in tiirst quarter of 2003 reflected a strong increasgubscription revenue from credit risk

assessment products, including Credit EB§and RiskCald™ . However, revenue from sales of credit processvsoé products declined
yearto-year compared with a very strong first quaae2002.

Pro forma year-to-year growth in operating, selliggneral and administrative expenses in thedinatrter was primarily due to increased
compensation and related costs, reflecting higtadfirsg to support the continued growth of the bgsis. Pro forma depreciation &



amortization expense reflected $2.1 million of atization of acquired KMV software and intangiblesess in each period. The 2003 increase
primarily reflected higher amortization of capitad software development costs.
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Liquidity and Capital Resources
Cash Flow

Net cash provided by operating activities was $niillion and $43.0 million for the three months eddviarch 31, 2003 and 20(
respectively. The increase of $34.1 million refigtgrowth in net income of $19.3 million. In additithe Company’s income tax payments
were lower in the first quarter of 2003 than in toenparable 2002 period, due to the deferral of@pmately $50 million of 2001 taxes into
2002 as a result of the September 11th tragedyseTimepacts were partially offset by an increasacicounts receivable as a result of
continued growth in the business. Also the amoaotwed in the first quarter of 2003 for incentiv@rgpensation (which is paid in the
subsequent year) was lower than the 2002 periadiipally because of lower year-to-year growthhie Companys operating results in 20C

Net cash used in investing activities was $3.liamlfor the three months ended March 31, 2003 coetpaith $3.0 million for the san
period of 2002. The 2003 amount includes $1.1 amlbf cash acquired in connection with an incréaske Company’s ownership of
Argentine rating agencies, as described in Notethd condensed consolidated financial statem€atgital expenditures were $4.2 million in
the first quarter of 2003 and $2.9 million in tH&02 period.

Net cash used in financing activities was $58.2ionilfor the three months ended March 31, 2003 ameghto $24.9 million for the thre
months ended March 31, 2002. The increase in csesthim 2003 primarily reflected higher spendingripurchases of the Company’s stock
— $50.5 million was spent in the first quarter oD30/ersus $31.1 million in the 2002 period. In &ddi, the Company made net repayments
of bank borrowings of $14.0 million in the firstapier of 2003. Dividends paid in the first quartef2003 and 2002 were $6.7 million and
$7.0 million, respectively.

Borrowings

At March 31, 2003 Moody had $93.1 million outstanding under its bank heng credit facility; there were no borrowings standing unde
the facility at March 31, 2002. The Company inltiddorrowed under its bank facility during the sedayuarter of 2002 to fund a portion of
the acquisition price for KMV, and subsequentlyaielgthose borrowings. Moody's has since borrowedkurthe facility to fund share
repurchases, and has benefited from favorable-stont borrowing costs. Management is consideringuing long-term financing when it is
appropriate in light of cash requirements for shrepirchase and other strategic opportunities, lmviguld result in higher financing costs.

The revolving credit facility (the “Facility”) corsts of an $80 million 5-year facility that expiresSeptember 2005 and an $80 million 364-
day facility that expires in September 2003. Ad/afrch 31, 2003, the Company had borrowings outstgnof $73.3 million under the 5-year
facility, bearing interest at a weighted averadge od approximately 1.54% per annum, and $19.8anillinder the 364-day facility, bearing
interest at a weighted average rate of approxiydt€l0% per annum. Interest on borrowings undebtiear facility is payable at rates that
are based on the London InterBank Offered RateB@QR") plus a premium that can range from 18 basistp to 50 basis points depending
on the Company’s ratio of total indebtedness toiegs before interest, taxes, depreciation and &ration (“Earnings Coverage Ratio”), as
defined in the related agreement. At March 31, 2808h premium was 22 basis points. Interest orolangs under the 364-day facility is
payable at rates that are based on LIBOR plusraipre of 30.5 basis points. The Company also papsi@rfacility fees, regardless of
borrowing activity under the Facility. The annuaé$ for the 3rear facility can range from 7 basis points to 12aSis points depending on !
Company'’s Earnings Coverage Ratio , and were &lpasints at March 31, 2003. The annual fees foBt¥eday facility are 7 basis points.
Under each facility, the Company also pays a atiion fee of 12.5 basis points on borrowings outditag when the aggregate amount
outstanding under such facility exceeds 33% ofdladity.

Interest paid under the Facility for the three rhgrended March 31, 2003 was $0.4 million. No irgeveas paid for the three months ended
March 31, 2002 as the Facility was undrawn durivgfirst quarter of 2002.

In addition to the short-term borrowings at Mardh 3003, Moody'’s had outstanding $300 million aideterm financing at March 31, 2003
and 2002, which was secured in connection witt2@@0 Distribution, as that term is defined in Nbt® the condensed consolidated finar
statements. In connection with the 2000 Distributigdoody’s was allocated $195.5 million of debSaptember 30, 2000. Moody’s funded
this debt with borrowings under a $160 million unised bank revolving credit facility and a bankdige line of credit. On October 3, 2000,
the Company issued $300 million of notes payalble {Notes”) in a private placement. The cash prdsdeom the Notes were used in part to
repay the outstanding balance on the revolvingicfedlity and to repay the bridge line of credithe Notes have a five-year term and bear
interest at an annual rate of 7.61%, payable samitally. In the event that Moody’s pays all or pafrthe Notes in advance of their maturity,
(the “prepaid principal”), such prepayment will fighject to a penalty calculated based on the exifessy, of the discounted value of the
remaining scheduled payments, as defined in theeagent, over the prepaid principal.

The Notes and the Facility (the “Agreements”) comtabvenants that, among other things, restricttbiity of the Company and its
subsidiaries, without the approval of the lendergngage in mergers, consolidations, asset satesade-leaseback transactions or to incur
liens. The Notes and the Facility also containriirial covenants that, among other things, reqhieeGompany to maintain an interest
coverage ratio, as defined in the Agreements, bfass than 3 to 1, and an Earnings Coverage Ratidefined in the Agreements, of not
more than 4 to 1. At March 31, 2003, the Company ina&ompliance with such covenants. If an everttedfult were to occur (as defined in
the Agreements) and was not remedied by the Comwithin the stipulated timeframe, an acceleratibthe Notes and restrictions on the
use of the Facility could occt
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Relationships with Unconsolidated Entities

At March 31, 2003 Moody did not have any relationships with unconsolidasetities or financial partnerships, such as iestibften referre
to as special purpose or variable interest entitigsch would have been established for the purpdseacilitating off-balance sheet
arrangements or other contractually narrow or Behipurposes. As such, Moody’s is not exposed tdiaapncing, liquidity, market or credit
risk that could arise if it had engaged in suchtiehships.

Share Repurchases and Dividends

During October 2002, Moody’s completed the $300iamIshare repurchase program that had been améfibby the Board of Directors in
October 2001. On October 22, 2002, the Board cédars authorized an additional $450 million shreurchase program, which Moody’s
expects to complete by mid-2004. The program iresuabth special share repurchases and systenjatichases of Moody’s common stock
to offset the dilutive effect of share issuancearrttie Company’s employee stock plans.

During the first quarter of 2003, the Company repased 1.2 million shares at a total cost of $&fllkon, including 0.6 million shares to
offset issuances under employee stock plans. $@ceming a public company in September 2000 amigfr the first quarter of 2003,
Moody’s has repurchased 20.7 million shares ated tost of $759.8 million, including 6.7 milliomares to offset issuances under employee
stock plans.

On April 22, 2003, the Board of Directors of thenQuany approved a quarterly dividend of 4.5 centsshare of Moody’s common stock,
payable on June 10, 2003 to shareholders of reatdite close of business on May 20, 2003.

Outlook

Certain of the statements below are forward-loolstagements within the meaning of the Private SeesiLitigation Reform Act of 1995. In
addition, any projections of future results of gems and cash flows are subject to substantizni@inty. See “Forward-Looking
Statements” following this section.

Results of Operations

Moody'’s is providing its outlook for 2003 at a time dfmificant global macroeconomic and geopoliticalent&inty. The inherent difficulty i
predicting changes in the global environment, &edtiming of such changes, creates important piederdriance in the outlook.

Since Moody'’s provided its 2003 revenue and easglook in February, the macroeconomic envirortmrewhich the Company operates
has not changed significantly. Within Moody’s Int@s Service, the Company expects moderate growgobal structured finance revenue.
In the U.S. Moodys believes a decline in mortgage refinancings énsicond half of 2003, while now expected latehéyear than original
anticipated, and continued slow growth in consuspending will result in lower growth in 2003 thangrior years. In international structut
finance markets, secular forces will likely congnio drive growth at or near 20% for the yearhi@ torporate finance business, the Company
anticipates modest revenue growth in 2003 drivethbyspeculative grade market in the U.S. andnatésnal activity. In particular, U.S.
investment grade debt issuance will likely remairggish versus prior year issuance as the volunwaitstanding debt still to be refinanced
declines and the need for new borrowings to funéstment and mergers and acquisitions is expeotszhiain weak. Financial institutions
issuance should decline from the very high levéthe first quarter. In the U.S. public finance teedMoody’s how expects issuance to be flat
to modestly higher in 2003. The Company thinkseésswvill continue to rely on public debt to funeithbudgets as tax receipts remain weak
but this will be partly offset by a decline in meincing activity. Moody’s believes growth will rematrong in the research business. Finally,
the Company expects healthy growth in the MKMV bhess.

Overall for 2003, Moody'’s expects that percent revegrowth will be in the mid-to-high single digids a pro forma basis, as if KMV had
been acquired at the beginning of 2002. On a refddrasis, the Company expects that percent rexgouwgh will be in the high single digits.

Moody’s expenses for 2003 will likely reflect camtied investment spending on enhanced ratings peactiechnology initiatives and product
development and continued hiring to support groavias of the business. Moody’s continues to expeeicline of about 2.5% in the
operating margin in 2003 (including about 1% dughtimpact of expensing stock-based compensat#rs) compared to the very high
margin level in 2002.

With the impact of share repurchase and a lowecéffe tax rate the Company expects that dilutediegs per share for the full-year 2003
will be in the range of $2.06 to $2.12. This ranfexpected earnings per share includes the esth$0.04 per share impact of expensing
stock-based compensation plans as well as theastin$0.05 per share gain related to the firsttquarsurance recovery. The range of full-
year 2003 earnings per share expectations is soatevahrow given the inherent difficulties in foretiag noted above. If conditions and tr
impact on Moody’s revenue and expenses vary frarCibmpany’s current assumptions, the Company’sahetirnings per share could be
above or below this rang
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The Company’s 2003 outlook takes into consideratti@ncurrent regulatory environment both within autside the United States, including
the recently-published Securities and Exchange Cigsiom (“SEC”) report on rating agencies pursuarithe Sarbanes-Oxley Act. Based on
management’s current assessment, Moody’s doesetiev® that regulatory action will have a mateetiect on the Company’s 2003 outlook.
However, changes in the competitive structure efrttings industry, possibly resulting from addiibrecognized rating agencies, could t
an effect in the future.

Cash Flow

Moody'’s believes that it has the financial resoangeeded to meet its business requirements faretkietwelve months and expects to have
positive net cash provided by operating activi{feperating cash flow”), for fiscal year 2003. TBempany currently intends to use the
majority of its operating cash flow to continuestsare repurchase program. The Company’s approaehurning excess cash to shareholders
by means of share repurchase is based on the ttetative tax efficiency of capital gains over idiends. Should tax rates change and
dividends become relatively more tax-efficient, @@mpany would reconsider its dividend and shapanehase policies. In addition, as
described above, the Company has outstanding bimgswinder its bank revolving credit facility anéwymobtain more permanent financing
when it is appropriate in light of cash requirenseior share repurchases and other strategic opptes.

In addition, the Company will from time to time &der cash outlays for acquisitions of or investtaém complementary businesses,
products, services and technologies. The Companyatsa be required to make future cash outlaysudticg during 2003, to pay to New
D&B its share of potential liabilities related teetlegacy tax and legal contingencies that areudssd in this Management'’s Discussion and
Analysis under “Contingencies”. These potentiahcastlays might affect liquidity requirements araise the Company to pursue additional
financing. There can be no assurance that finartcimgeet cash requirements will be available in @m®or on terms acceptable to the
Company, if at all.

Contingencies

From time to time, Moody’s is involved in legal atak proceedings, claims and litigation that adantal to the Company’s business,
including claims based on ratings assigned by Mdyfanagement periodically assesses the Compéiapitities and contingencies in
connection with these matters, based upon thet lafesmation available. For those matters wheeeptobable amount of loss can be
reasonably estimated, the Company believes itdramded appropriate reserves in the consolidataghéial statements. In other instances,
because of the uncertainties related to both thlegirle outcome and amount or range of loss, maragdamunable to make a reasonable
estimate of a liability, if any. As additional infoation becomes available, the Company adjusesiessments and estimates of such
liabilities accordingly.

Based on its review of the latest information aalali, in the opinion of management, the ultimatbility of the Company in connection with
pending legal and tax proceedings, claims andhlitign will not have a material adverse effect onolligs financial position, results of
operations or cash flows, subject to the contingendescribed or referred to below.

Below is a discussion of certain contingencies thkte to Old D&B, its predecessors and theiliatéd companies (“Legacy
Contingencies”). Discussion of certain contingeadhet relate to Moody’s business and operatiok®@dy’s Matters”) is contained in Note
14, Contingencies, in the Company’s annual repoffarm 10-K for the year ended December 31, 2002.

Legacy Contingencies

To understand the Company’s exposure to the patdiabilities described below, it is importantuaderstand the relationship between
Moody’s and New D&B, and the relationship among N2&B and its predecessors and other parties whouthh various corporate
reorganizations and related contractual commitmératge assumed varying degrees of responsibilitly keispect to such matters.

In November 1996, The Dun & Bradstreet Corporationugh a spin-off separated into three separatégpeompanies: The Dun &
Bradstreet Corporation, ACNielsen Corporation (“A€Nen”) and Cognizant Corporation (“Cognizanthgt‘1996 Distribution”).

In June 1998, The Dun & Bradstreet Corporationubtoa spin-off separated into two separate publioganies: The Dun & Bradstreet
Corporation and R.H. Donnelley Corporation (“Donegl) (the “1998 Distribution”). During 1998, Cogrant through a spin-off separated
into two separate public companies: IMS Health tpooated (“IMS Health”) and Nielsen Media Reseataol, (‘NMR”). In September 200I
The Dun & Bradstreet Corporation (“Old D&B”) throlug spin-off separated into two separate publicgamies: New D&B and Moody'’s, as
further described in Note 1 to the Company’s cosddrconsolidated financial statements, DescrigifdBusiness and Basis of Presentation.

21




Table of Contents
Information Resources, I nc.

In 1996, Information Resources, Inc. (“IRI") filedcomplaint in the United States District Courttioe Southern District of New York,
naming as defendants the corporation then knowirhasDun & Bradstreet Corporation, A.C. Nielsen Camp(a subsidiary of ACNielsen)
and IMS International, Inc. (a subsidiary of thengany then known as Cognizant). At the time offilireg of the complaint, each of the ot
defendants was a subsidiary of The Dun & Bradsteeporation.

The complaint alleges various violations of thetddiStates antitrust laws, including purportedations of Sections 1 and 2 of the Sherman
Act. The complaint also alleges a claim of tortitnterference with a contract and a claim of tarsianterference with a prospective business
relationship. These claims relate to the acquisitip defendants of Survey Research Group Limit&RG"). IRI alleges SRG violated an
alleged agreement with IRI when it agreed to bauaied by the defendants and that the defendantz@®ISRG to breach that agreement.

IRI's complaint alleges damages in excess of $3Bidom which amount IRI asked to be trebled undatitrust laws. IRI also seeks punitive
damages of an unspecified amount.

Discovery in this case is ongoing and no trial dete been set. On December 22, 1999, defendaedsdfinotion for partial summary
judgment dismissing IF's non-U.S. antitrust claims. On July 12, 2000, @waurt granted the motion dismissing claims of ipjsuffered from
activities in foreign markets where IRI operate®tiyh subsidiaries or companies owned by jointwesst or “relationships” with local
companies. IRI took the position that this rulingpbsed of its claims with respect to eight oftthiety foreign markets alleged in its
complaint. On April 28, 2003, the Court denied def@nts’ motion for partial summary judgment to dissriRI’'s claim with respect to the 22
remaining foreign markets. The Court also modiftedluly 12, 2000 decision, to permit IRI to clad@mages for injuries IRI suffered in the
U.S. market as a result of defendants’ allegedcamtpetitive practices overseas.

In connection with the 1996 Distribution, Cognizah€Nielsen and The Dun & Bradstreet Corporatiotessd into an Indemnity and Joint
Defense Agreement (the “Indemnity and Joint Defefgeement”) pursuant to which they have agreetb(gertain arrangements allocating
potential liabilities (“IRI Liabilities”) that mayarise out of or in connection with the IRI actiamdgii) to conduct a joint defense of such
action. In particular, the Indemnity and Joint Defe Agreement provides that ACNielsen will assuradusive liability for IRI Liabilities up
to a maximum amount to be calculated at such tisnguah liabilities, if any, become payable (the M®laximum Amount”), and that The
Dun & Bradstreet Corporation and Cognizant willrghigability equally for any amounts in excesslod tACN Maximum Amount. The ACN
Maximum Amount will be determined by an investmiahking firm as the maximum amount that ACNielseable to pay after giving effe
to (i) any plan submitted by such investment bdmak is designated to maximize the claims-payintjtalaif ACNielsen without impairing the
investment banking firm’s ability to deliver a vility opinion (but which will not require any actiorequiring shareholder approval), and

(il payment of related fees and expenses. Foetpasgposes, financial viability means the abilityA&€Nielsen, after giving effect to such
plan, the payment of related fees and expensethanshyment of the ACN Maximum Amount, to pay itbts as they become due and to
finance the current and anticipated operating apital requirements of its business, as reconstitby such plan, for two years from the date
any such plan is expected to be implemented. 111 28CNielsen merged with VNU N.V. Pursuant to thdémnity and Joint Defense
Agreement, VNU is to be included with ACNielsen farrposes of determining the ACN Maximum Amount] 8NU assumed ACNielsen’s
liabilities under that agreement.

In connection with the 1998 Distribution, Old D&BdDonnelley entered into an agreement (the “198&ibution Agreement”) whereby
Old D&B assumed all potential liabilities of Donfegl arising from the IRI action and agreed to indédgnDonnelley in connection with such
potential liabilities.

As a result of their 1998 separation and pursuatiid related distribution agreement, IMS Healtth BiIVIR are each jointly and severally
liable for all Cognizant liabilities under the Indaity and Joint Defense Agreement. In 1999, NMR aeguired by VNU N.V. and VNU
assumed NMR’s liabilities under the Indemnity anthtiDefense Agreement.

Under the terms of the 2000 Distribution, New D&Bdertook to be jointly and severally liable with btty’s for Old D&B'’s obligations to
Donnelley under the 1998 Distribution Agreementjuding any liabilities arising under the Indemrétiyd Joint Defense Agreement.
However, as between themselves, each of New D&BMwoaly’s will be responsible for 50% of any payngetd be made with respect to the
IRI action pursuant to the 1998 Distribution Agreay including legal fees or expenses related toere

Management is unable to predict at this time thalfoutcome of the IRI action or the portion of gmggement that may ultimately be paya
by Moody’s. Therefore, management is unable toiptechether the resolution of this matter could enatly affect Moody’s results of
operations, cash flows or financial position. Aslsino amount in respect of this matter has beeruad in the financial statements of the
Company.
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Legacy Tax Matters

Old D&B and its predecessors entered into globaptanning initiatives in the normal course of mess, including through tax-free
restructurings of both their foreign and domesperations. These initiatives are subject to nommékew by tax authorities.

Pursuant to a series of agreements, as betweese¢hers, IMS Health and NMR are jointly and sevgrhdible to pay one-half, and New
D&B and Moodys are jointly and severally liable to pay the othalf, of any payments for taxes, penalties andwsttinterest resulting fro
unfavorable IRS rulings on certain tax matters ligding the matter described below as “Amortizatitxpense Deductions” for which New
D&B and Moody’s are solely responsible) and certaimer potential tax liabilities after New D&B andMoody’s pays the first $137 millio
which amount was paid in connection with the mat&scribed below as “Utilization of Capital Losses”

In connection with the 2000 Distribution and pursiu® the terms of the related Distribution Agreatm&lew D&B and Moody’s have,
between themselves, agreed to each be financedfyonsible for 50% of any potential liabilitiestthaay arise to the extent such potential
liabilities are not directly attributable to the@spective business operations.

Without limiting the generality of the foregoindyrée specific tax matters are discussed below.
Royalty Expense Deductio

During the second quarter of 2002, New D&B receiaddotice of Proposed Adjustment from the IRS wétbpect to a partnership transac
entered into in 1993. In this Notice, the IRS pregmbto disallow certain royalty expense deductmaisned by Old D&B on its 1994, 1995
and 1996 tax returns. New D&B disagrees with thgtpm taken by the IRS in its Notice and filedesponsive brief to this effect with the
IRS. In addition, the IRS recently indicated thahay assess penalties on this matter. If the IR& o issue a formal assessment consistent
with the Notice (and including penalties), and wr@revail in its position, then New D&B would bequired to pay the assessment. If New
D&B were to challenge the assessment in U.S. RisBourt rather than in U.S. Tax Court, then a paynof the disputed amount would be
required in connection with such challenge. Shauig such payments be made by New D&B, then purdoahe terms of the 2000
Distribution Agreement, Moody’s would have to payNew D&B its 50% share. The Company estimatesithahare of the required
payment to the IRS could be up to approximately $5on (including penalties and interest, and oktax benefits). Moody’s also could be
obligated for future interest payments on its stedirguch liability.

In a related matter, New D&B has received an Exation Report from the IRS stating its intentiorignore the partnership structure that
been established and reallocate to Old D&B incontkexpense items that had been claimed on theguahip tax return for 1996. If the IRS
were to prevail in this matter, then New D&B woldle required to pay the assessment. If New D&B wehallenge the assessment in U.S.
District Court rather than in U.S. Tax Court, theepayment of the disputed amount would be requiretnnection with such challenge.
Moody's estimates that its share of the exposutbdadRS for this matter could be up to approxirya$d8 million (including penalties and
interest, and net of tax benefits). Such exposavédcbe in addition to the amount described inghexzeding paragraph.

Amortization Expense Deductio

The IRS has requested from New D&B documentatidh vaspect to a transaction executed in 1997 thaticesult in amortization expense
deductions from 1997 through 2012. It is possib& the IRS could ultimately challenge these dedostand that New D&B could make
payments to the IRS related to previously claimedudtions. In that event, Moody’s would be requiegay to New D&B its 50% share of
New D&B's payments to the IRS. In addition, should New DéiBcontinue claiming the amortization deductionddure tax returns,
Moody’s would be required to repay to New D&B anaamt equal to the discounted value of its 50% sbhéthe related future tax benefits.
New D&B had paid the discounted value of future haxefits from this transaction in cash to Mcd's at the Distribution Date. Management
estimates that the Company’s current potential sxporelated to this matter is $90 million (inchiglipenalties and interest, and net of tax
benefits). This exposure could increase by appratetg $3 million to $6 million per year, dependioig actions that the IRS may take with
respect to assessments and on whether New D&Bnem#iclaiming the amortization deductions on iksrédurns.

Moody’s and New D&B have recently retained new mesounsel with respect to this matter and thedRpyExpense Deductions matter
discussed above, who will among other things bésadythe Company on potential courses of action.

Utilization of Capital Losses

The IRS has completed its review of the utilizatidrtertain capital losses generated during 19891890. On June 26, 2000, the IRS, as
of its audit process, issued a formal assessméhtragpect to the utilization of these capital éssand Old D&B responded by filing a petit
for a refund in the U.S. District Court on Septembdg, 2000, after the payments described below werde.

On May 12, 2000, an amended tax return was filedhfe 1989 and 1990 tax periods, which reflectegil®s million of tax and interest due.
Old D&B paid the IRS approximately $349.3 milliohthis amount on May 12, 2000; 50% of such paymea allocated to Moody’s and
had previously been accrued by the Company. IMSthl@gormed Old D&B that it paid to the IRS appiorately $212.3 million on May 1°
2000. The
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payments were made to the IRS to stop furtherastdrom accruing, and New D&B is contesting th&1Rssessment. New D&B has
indicated that it would also contest the assessofgmenalties or other amounts, if any, in excdgh® amounts paid. With the possible
exception of the matter described in the followssgtence, Moody’s does not anticipate any furthesrne statement charges or cash
payments related to IRS assessments for this mHttee IRS were to disallow prior deductions #fteansaction costs associated with this
matter, Moody’s estimates that its exposure foslitare of the additional taxes, penalties andestgnet of tax benefits) on this matter would
be approximately $5 million.

Subsequent to making its May 2000 payment to ti& IRIS Health sought partial reimbursement from NitRler their 1998 distribution
agreement (the “IMS/NMR Agreement”). NMR paid IM&#&lth less than the amount sought by IMS Healtreotice IMS/NMR Agreement
and, in 2001, IMS Health filed an arbitration preding against NMR to recover the difference. IM&Hesought to include Old D&B in th
arbitration, arguing that if NMR should prevailita interpretation of the IMS/NMR Agreement, théAS Health could seek the same
interpretation in an alternative claim against ORIB. Neither Old D&B nor any of its predecessorssveaparty to the IMS/NMR Agreement.
On April 29, 2003, an arbitration panel ruled indaof IMS Health in the arbitration proceeding,ading IMS Health its full claim plus
interest in a decision binding on all parties. Agsult IMS Health’s contingent claim against Ol@B(and consequently Moody’s and New
D&B) in connection with this matter has been reedemoot. As no amount with respect to this matéet Iheen accrued by Moody's, the
arbitration panel ruling will have no impact on #tensolidated financial statements.

Summary of Moody’s Exposure to Three Legacy Taxeat

The Company has considered the range and prolyatiliotential outcomes related to the three ledagymatters discussed above and
believes that it has adequate reserves recordésldonsolidated financial statements for its pleaxposures in these matters. However,
possible that these matters could be resolved wuats that are greater than the Company has rekemnrch could result in material charges
to Moody'’s future reported results. In additiore ttash outlays resulting from these matters, wtiehCompany currently estimates could be
as much as $198 million, could be material andaindrease with time as described above. Such antmas not include potential penalties
related to the payments made in May 2000 concetdtiligation of Capital Losses.

Regulation

Moody'’s Investors Service registers as an investradwiser under the Investment Advisers Act of 1%0amended. Moody’s has been
designated as a Nationally Recognized Statistieding Organization (“NRSRQO”) by the SEC. The SEGtfapplied the NRSRO designation
in 1975 to agencies whose credit ratings coulddsel by broker-dealers for purposes of determirieq het capital requirements. Since that
time, Congress (in certain mortgagsated legislation), the SEC (in its regulatiomsier the Securities Act of 1933, as amended, tharBies
Exchange Act of 1934, as amended and the Invest@mmpany Act of 1940, as amended) and other govemtahand private bodies have
used the ratings of NRSROs to distinguish betwasmng other things, “investment grade” and “norestment grade” securities.

Recently, there has been discussion in the U.&rdewy the potential need for greater regulationretlit rating agencies. In October 2002,
staff of the Senate Committee on Governmental Adfaisued a report that recommended changes inn&ft@ation of rating agencies. In
January 2003, the SEC released a report on thamoléunction of credit rating agencies in the atien of the securities markets. The report
considers a number of issues that the SEC wasregtia examine under the Sarbanes-Oxley Act of 20@Pother issues arising from a SEC-
initiated review of credit rating agencies. Moresgifically, the SEC identified five broad areastttiaserve further examination:

. Information Flow Between Issuers and Rating Ageheied Rating Agencies and Invest
. Managing Potential Conflicts of Intere

. Alleged Anticompetitive or Unfair Practici

. Reducing Potential Regulatory Barriers to Et

. The Need for Greater Regulatory Oversi

In the report, the SEC stated that it intends toliph a concept release in early 2003 to soliaihew@nts on a number of issues affecting the
role and operation of credit rating agencies amgkets thereafter to propose rules in responseosetbomments. Subsequent to releasing its
report, in February 2003 the SEC designated DomiBiond Rating Service, Ltd. of Canada a NRSRO.rasent, Moody’s is unable to
assess the nature and effect of any regulatorygesatihat may result from the SEC’s ongoing review.

Moody'’s is also subject to regulation in certaimld.S. jurisdictions in which it operates. In cértaountries, governments may provide
financial or other support to local-based ratingrages. In addition, governments may from timartwetestablish official rating agencies or
credit ratings criteria or procedures for evalugiiocal issuers.

Implementation guidelines proposed by the Commitfeeuropean Securities Regulators under the Ea@m@®mmission’s Market Abuse
Directive are applicable to many participants i@ European capital markets, including credit ratiggncies. Depending on the form in wt
they are ultimately adopted, such implementatiodejines may increase Moad's cost of doing business in Europe and the legh



associated with such
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business.

The Basel Committee on Banking Supervision is piegaa new capital adequacy framework to replaedfthmework adopted in 1998.
Under this framework as now proposed, ratings assidpy a credit rating agency would be an alteveaivailable to certain banks to
determine the risk weights for many of their crediposures. The Basel Committee’s proposal wougtititionalize ratings of certain rating
agencies as an alternative in the credit measurgmnecesses of internationally active financiatitosions and subject rating agencies to a
broader range of oversight. Because the contahiegbroposal is not yet finalized, Moody’s cannidict at this time the final form of any
such regulation. However, Moody’s does not belitiat this proposal, if adopted in its present fonould materially affect Moody’s
Investors Service's financial position, its resafoperations or the manner in which it condutddbiisiness.

Other legislation and regulation relating to crediing and research services has been considemadime to time by local, national and
multinational bodies and is likely to be consideirethe future. If enacted, any such legislatiod eggulation could significantly change the
competitive landscape in which Moody’s operatesndgement of Moody’s cannot predict whether thesengrother proposals will be
enacted or the ultimate impact on the competitivgitipn, financial position or results of operagasf Moody's.

Forward-Looking Statements

Certain statements contained in this Form 10-Gaweard-looking statements and are based on figypectations, plans and prospects for
Moody’s business and operations that involve a remobrisks and uncertainties. Those statementsap the section entitled “Outlook”
under Iltem 2. “Management’s Discussion and Analgisinancial Condition and Results of Operatior®inmencing at page 16 of this
report on Form 10-Q and elsewhere in the contestaitEments containing the words “believes”, “exgkcanticipates” and other words
relating to Moody’s views on future events, treadsl contingencies. The forwalabking statements and other information are madef she
date of this Form 10-Q, and the Company disclainysdty to supplement, update or revise such senéon a going-forward basis,
whether as a result of subsequent developmentagelaexpectations or otherwise. In connection Wigh“safe harbor” provisions of the
Private Securities Litigation Reform Act of 199BetCompany is identifying certain factors that dothuse actual results to differ, perhaps
materially, from those indicated by these forwardking statements. Those factors include, but atéimited to, changes in the volume of
debt securities issued in domestic and/or globgitalmarkets; changes in interest rates and atblatility in the financial markets; possible
loss of market share through competition; introaurcof competing products or technologies by ottampanies; pricing pressures from
competitors and/or customers; the potential emegehgovernment-sponsored credit rating agenpiegosed U.S., foreign, state and local
legislation and regulations, including those relgtio Nationally Recognized Statistical Rating Qrigations; the possible loss of key
employees to investment or commercial banks omdleee and related compensation cost pressurespytheme of any review by controlling
tax authorities of the Company’s global tax plawgnimitiatives; the outcome of those tax and legaitingencies that relate to Old D&B, its
predecessors and their affiliated companies fockvtie Company has assumed portions of the finlresponsibility; the ability of the
Company to successfully integrate the KMV and MRMSinesses; a decline in the demand for creditmakagement tools by financial
institutions; and other risk factors as discusseitié Company’s annual report on Form 10-K forythar ended December 31, 2002 and in
other filings made by the Company from time to tiwith the Securities and Exchange Commission.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk

There has been no significant change in the Conmpaxposure to market risk during the first quade2003. For a discussion of the
Company'’s exposure to market risk, refer to Item @&antitative and Qualitative Disclosures abouthdaRisk, contained in the Compasy’
annual report on Form 10-K for the year ended Déeer31, 2002.

Item 4. Controls And Procedures

(&) Evaluation of Disclosure Controls and Procedufé& Company’s Chief Executive Officer and Chiaiadficial Officer have evaluated
the effectiveness of the Company’s disclosure otstand procedures (as such term is defined insRiBa-14c and 15d-14c under the
Securities Exchange Act of 1934, as amended (tkeH&hge Act”)) as of a date within 90 days priothe filing date of this quarterly
report (the “Evaluation Date”). Based on such eatiun, such officers have concluded that, as oBbveduation Date, the Company’s
disclosure controls and procedures are effectiadrting them on a timely basis to material infation relating to the Company
(including its consolidated subsidiaries) requiredbe included in the Compe’s periodic filings under the Exchange A

(b) Changes in Internal Controls: Since the Evalueabate, there have not been any significant chamgég® Company'’s internal controls
or in other factors that could significantly affecich controls

25




Table of Contents
PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

From time to time, Moody’s is involved in legal atak proceedings, claims and litigation that a@dantal to the Company’s business
including claims based on ratings assigned by Msodfanagement periodically assesses the Compéiabitities and contingencies in
connection with these matters, based upon thet lafesmation available. For those matters whereglobable amount of loss can be
reasonably estimated, the Company believes itdramded appropriate reserves in the consolidataghéial statements. In other instances,
because of the uncertainties related to both tbleginle outcome and amount or range of loss, managdmunable to make a reasonable
estimate of a liability, if any. As additional infoation becomes available, the Company adjusts&essments and estimates of such
liabilities accordingly.

The discussion of the litigation under Part |, ItBnfManagement’s Discussion and Analysis of Fin@an€ondition and Results of Operations
— Contingencies”, commencing at page 21 of this mepo Form 10-Q, is incorporated into this Itemylreference.

Based on its review of the latest information aalali¢, in the opinion of management, the ultimaibility of the Company in connection with
pending legal and tax proceedings, claims andhlitign will not have a material adverse effect onolligs financial position, results of
operations or cash flows, subject to the contingendescribed in Part I, Item 2, “Management’s Déston and Analysis of Financial
Condition and Results of Operations - Contingericies

Item 4. Submission of Matters to a Vote of Securityolders
The shareholders of the Company voted on two it@ntise Annual Meeting of Shareholders held on A2i2jl 2003:

1. To elect two Class Il directors of the Companydcteserve a thr-year term ani

2. To ratify the appointment of PricewaterhouseCoopé&R as the independent accountants of the Comfrartiie year 200z
The results of the votes were as follows:

1. Votes cast for election of two Class Il directofslee Company to each serve a tl-year term:

Nominee Votes For Votes Withhelc
Clifford L. Alexander, Jr 129,449,62 1,383,91
Henry A. McKinnell, Jr., Ph.C 125,905,91 4,927,63.

There were no abstentions for this item.

2. Votes cast for the appointment of Pricewaterhous@€rs LLP as independent accounta

125,412,092 votes for approval,
4,646,997 votes against; and
774,455 abstention:

A shareholder proposal that was submitted for dmration at the Annual Meeting was not voted orabee the shareholder was not present
at the meeting to introduce the proposal.
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Item 6. Exhibits and Reports on Form 8-K

(@) Exhibits

EXHIBIT NO. DESCRIPTION

3. ARTICLES OF INCORPORATION AND B-LAWS

1 Restated Certificate of Incorporation of the Ragist dated June 15, 1998, as amended effective3lyri998, and as

further amended effective October 1, 2000 (incaapm by reference to Exhibit 3.1 to the Report om#8-K of the
Registrant, file number-14037, filed October 4, 200

2 Amended and Restated By-laws of the Registranbfpurated by reference to Exhibit 3.2 of the Regists
Registration Statement on Form 10, file numt-14037, filed June 18, 199

99. ADDITIONAL EXHIBITS
1* Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarl-Oxley Act of 2002
2* Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarl-Oxley Act of 2002
* Filed herewith

(b) Reports on Form-K:

The Company furnished its first quarter earningsspirelease in a Current Report on Form 8-K onl 28112003, on which information was
reported under Items 9 and 12.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned, thereunto duly authorized.

MOODY’S CORPORATION

Date: May 15, 2003 By: /s/ JEANNE M. DERING

Jeanne M. Dering
Senior Vice President and
Chief Financial Officel

Date: May 15, 2003 By: /s/ CHARLES R. BRUSCHI

Charles R. Bruschi
Vice President and
Corporate Controlle
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CHIEF EXECUTIVE OFFICER CERTIFICATION
PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, John Rutherfurd, Jr., Chief Executive OfficerMbody’s Corporation certify that:

1. | have reviewed this quarterly report on Forn-Q of Moody' s Corporation

2. Based on my knowledge, this quarterly report dasscontain any untrue statement of a materialdaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

3.  Based on my knowledge, the financial statememtd,other financial information included in thisaqierly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for the periods presented in this
quarterly report

4.  The registrant’s other certifying officer andreéaesponsible for establishing and maintainingldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and procedaressure that material information relating to tégistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this quarterly
report is being prepare

b) evaluated the effectiveness of the registrangslasure controls and procedures as of a datendth days prior to the filing date of
this quarterly report (th*Evaluation Dat"); and

c) presented in this quarterly report our conclusiabout the effectiveness of the disclosure caqainltl procedures based on our
evaluation as of the Evaluation Da

5.  The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatidhe registrant’s auditors and the
audit committee of registre’s board of director:

a) all significant deficiencies in the design or mgi@n of internal controls which could adverseffgeat the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audigmmg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that involwesnagement or other employees who have a sigmifiode in the registrant’s
internal controls; an

6. The registrant’s other certifying officer anddve indicated in this quarterly report whether atr there were significant changes in
internal controls or in other factors that coulginsiicantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tongfigant deficiencies and material weaknes

/s/ JOHN RUTHERFURD, JR.

John Rutherfurd, Jr.
President and Chief Executive Officer
May 15, 2003
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CHIEF FINANCIAL OFFICER CERTIFICATION
PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Jeanne M. Dering, Senior Vice President and {Firgancial Officer of Moody’s Corporation certifppat:

1. | have reviewed this quarterly report on Forn-Q of Moody' s Corporation

2. Based on my knowledge, this quarterly report dasscontain any untrue statement of a materialdaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

3.  Based on my knowledge, the financial statememtd,other financial information included in thisaqierly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for the periods presented in this
quarterly report

4.  The registrant’s other certifying officer andreéaesponsible for establishing and maintainingldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and procedaressure that material information relating to tégistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this quarterly
report is being prepare

b) evaluated the effectiveness of the registrangslasure controls and procedures as of a datendth days prior to the filing date of
this quarterly report (th*Evaluation Dat"); and

c) presented in this quarterly report our conclusiabout the effectiveness of the disclosure caqainltl procedures based on our
evaluation as of the Evaluation Da

5.  The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatidhe registrant’s auditors and the
audit committee of registre’s board of director:

a) all significant deficiencies in the design or mgi@n of internal controls which could adverseffgeat the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audigmmg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that involwesnagement or other employees who have a sigmifiode in the registrant’s
internal controls; an

6. The registrant’s other certifying officer anddve indicated in this quarterly report whether atr there were significant changes in
internal controls or in other factors that coulginsiicantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tongfigant deficiencies and material weaknes

/sl JEANNE M. DERING

Jeanne M. Dering

Senior Vice President and
Chief Financial Officer
May 15, 2003
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Exhibit 99.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of MoodZerporation (the “Company”) on Form 10-Q for theipe ended March 31, 2003 as filed
with the Securities and Exchange Commission ord#te hereof (the “Report”), I, John Rutherfurd, Ghief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. § 135QGdrspted pursuant to Section 906 of the Sarbanesy@dt of 2002, that to the best of my
knowledge:

(1) the Report fully complies with the requirementsettion 13(a) of the Securities Exchange Act of41%&d

(2) the information contained in the Report fairlggents, in all material respects, the financiablit@mn and results of operations of
the Company

/s/ JOHN RUTHERFURD, JR.

John Rutherfurd, Jr.
President and Chief Executive Officer
May 15, 2003
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Exhibit 99.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of MoodZerporation (the “Company”) on Form 10-Q for theipe ended March 31, 2003 as filed
with the Securities and Exchange Commission ord#tte hereof (the “Report”), I, Jeanne M. Deringig€Rinancial Officer of the Company,
certify, pursuant to 18 U.S.C. 8 1350, as adoptedyant to Section 906 of the Sarbanes-Oxley ARDOR, that to the best of my knowledge:

(1) the Report fully complies with the requirementsettion 13(a) of the Securities Exchange Act of41%&d

(2) the information contained in the Report fairlggents, in all material respects, the financiablitmn and results of operations of
the Company

/sl JEANNE M. DERING

Jeanne M. Dering

Senior Vice President and
Chief Financial Officer
May 15, 2003

32



