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EXPLANATORY NOTE

We are filing this Amendment No. 1 on Form 10-Q/A to our quarterly report for the period ended October 31, 2002 primarily for the purpose of
restating our financial statements and other financial information included in this report to consolidate the results of Net2Phone, Inc. for the
period beginning on October 23, 2001 through July 31, 2002. In our original quarterly report for the period ended October 31, 2001 on Form
10-Q, we accounted for our investment in Net2Phone during this period using the equity method. Note 2 to our condensed consolidated financial
statements included in this report summarizes the basis for this restatement. In addition, we have made certain other changes throughout this
report to include additional information regarding Net2Phone, and our investment therein, and to clarify and supplement previously disclosed
information regarding topics other than Net2Phone.

We have amended and restated our Quarterly Report on Form 10-Q for the period ended October 31, 2002 in its entirety because the changes
referenced above have been made throughout the report. Amendment No. 1 does not contain updates to reflect any events occurring after the
original December 16, 2002 filing of our quarterly report on Form 10-Q for the period ended October 31, 2002. All information contained in this
Amendment No. 1 is subject to updating and supplementing as provided in our reports filed with the Securities and Exchange Commission, as
may be amended, for periods subsequent to the date of the original filing of this quarterly report on Form 10-Q.
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Item 1. Financial Statements (Unaudited)

CONDENSED CONSOLIDATED BALANCE SHEETS

Assets

Current assets:

Cash and cash equivalents
Marketable securities

Trade accounts receivable, net
Other current assets

Total current assets

Property, plant and equipment, net
Goodwill

Licenses and other intangibles, net
Investments

Marketable securities

Other assets

Total assets

Liabilities and stockholders equity
Current liabilities:

Trade accounts payable

Accrued expenses

Deferred revenue

Capital lease obligations current portion
Other current liabilities

Total current liabilities

Deferred tax liabilities, net
Capital lease obligations long-term portion
Other liabilities

Total liabilities
Minority interests

Commitments and contingencies
Stockholders equity:

PART I. FINANCIAL INFORMATION

IDT CORPORATION

(In thousands, except share data)

Preferred stock, $.01 par value; authorized shares 10,000,000; no shares issued

October 31, 2002

(Unaudited)

$ 315,830
798,642
119,905

77,901

1,312,278

271,429
34,689
24,826
43,639

55,488

$ 1,742,349

$ 125,537
149,857
119,111

26,186
19,473

440,164

216,353
42,883
5,332

704,732
168,355

July 31, 2002

(Note 1)
(Restated)

$ 415464
684,502
129,308

78,796

1,308,070

283,506
34,411
27,242
44,085
18,704
61,644

$ 1,777,662

$ 128,863
160,159
120,206

25,963
19,491

454,682

233,518
48,068
5,060

741,328
166,564
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Common stock, $.01 par value; authorized shares 100,000,000; 25,023,972 and 24,988,597 shares
issued at October 31, 2002 and July 31, 2002, respectively; 19,604,009 and 19,568,634 shares

outstanding at October 31, 2002 and July 31, 2002, respectively 196 196
Class A common stock, $.01 par value; authorized shares 35,000,000; 9,816,988 shares issued and
outstanding at October 31, 2002 and July 31, 2002 98 98

Class B common stock, $.01 par value; authorized shares 100,000,000; 54,094,855 and 54,009,844
shares issued at October 31, 2002 and July 31, 2002, respectively; 50,075,692 and 49,990,681

shares outstanding at October 31, 2002 and July 31, 2002, respectively 501 500

Additional paid-in capital 609,371 606,387

Treasury stock, at cost, consisting of 5,419,963 shares of common stock and 4,019,163 shares of

Class B common stock (153,713) (153,713)
Accumulated other comprehensive loss (1,837) (2,435)
Retained earnings 414,646 418,737

Total stockholders equity 869,262 869,770

Total liabilities and stockholders equity $ 1,742,349 $ 1,777,662

See notes to condensed consolidated financial statements.



Edgar Filing: IDT CORP - Form 10-Q/A

IDT CORPORATION

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

(Unaudited)

Revenues

Costs and expenses:

Direct cost of revenues (exclusive of items shown below)
Selling, general and administrative

Depreciation and amortization

Gain on settlement of litigation

Restructuring, severance, and impairment charges

Total costs and expenses

Income (loss) from operations
Interest income, net

Other income (expense):
Equity in loss of affiliates
Investment and other income (expense), net

Income (loss) before minority interests, income taxes and cumulative effect of accounting change

Minority interests
Benefit from income taxes

Loss before cumulative effect of accounting change

Cumulative effect of accounting change, net of income taxes of $3,525

Net loss

Loss per share:

Loss before cumulative effect of accounting change:
Basic

Diluted

Cumulative effect of accounting change, net of income taxes:
Basic
Diluted

Net Loss:
Basic
Diluted

Three Months Ended
October 31,

2002 2001
(Restated)
$ 443,171 $ 341,563
340,067 267,121
109,238 71,346
21,286 15,904

(58,429)

6,673 8,692
418,835 363,063
24,336 (21,500)
7,759 9,002
(2,196) (5,812)
(1,169) (14,500)
28,730 (32,810)
(46,467) 3,256
13,646 18,222
(4,091) (11,332)
(146,983)
$ (4,091) $ (158,315)
$  (0.05) $ (0.16)
$ (0.05 $  (0.16)
$ $ (2.06)
$ $ (2.06)
$  (0.05) $ (2.22)
$ (0.05) $ (2.22)
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Weighted-average number of shares used in calculation of loss per share:
Basic 79,436 71,409

Diluted 79,436 71,409

See notes to condensed consolidated financial statements.
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IDT CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Net cash provided by operating activities

Investing activities

Purchases of property, plant and equipment
Issuance of notes receivable

Purchases of investments

Acquisitions

Increase in cash from consolidation of Net2Phone
Net purchases of marketable securities

Net cash (used in) provided by investing activities

Financing activities

Proceeds from exercise of stock options

Repayments of capital lease obligations

Repurchases of common stock and Class B common stock
Distributions to minority shareholders of subsidiaries

Net cash used in financing activities

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental disclosures of cash flow information
Interest paid

Income taxes paid

Supplemental schedule of non-cash investing activities
Purchases of property, plant and equipment through capital lease obligations

See notes to condensed consolidated financial statements.

Three Months Ended
October 31,
2002 2001
(Restated)
$ 14,985 $ 10,648
(8,970) (12,528)
(1,601) (2,638)
(1,865) (18,889)
(2,394)
144,177
(92,972) 4,117)
(105,408) 103,611
958 1,418
(5,212) (4,951)
(15,302)
(4,957) (6,145)
9,211) (24,980)
(99,634) 89,279
415,464 1,091,071
$ 315,830 $ 1,180,350
$ 1,216 $ 1,495
$ 532 $
$ $ 10,964
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IDT CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Note 1  Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of IDT Corporation and its subsidiaries (the Company or IDT ) have
been prepared in accordance with accounting principles generally accepted in the United States for interim financial information and with the
instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by
accounting principles generally accepted in the United States for complete financial statements. In the opinion of management, all adjustments
(consisting of normal recurring accruals) considered necessary for a fair presentation have been included. Certain reclassifications have been
made to the prior year s condensed consolidated financial statements to conform to the current year s presentation. Operating results for the
three-month period ended October 31, 2002 are not necessarily indicative of the results that may be expected for the year ending July 31, 2003.
The balance sheet at July 31, 2002 has been derived from the audited financial statements at that date but does not include all of the information
and footnotes required by accounting principles generally accepted in the United States for complete financial statements. For further
information, please refer to the consolidated financial statements and footnotes thereto included in the Company s Annual Report on Form
10-K/A (Amendment No. 1) for the year ended July 31, 2002, as filed with the United States Securities and Exchange Commission.

The Company s fiscal year ends on July 31 of each calendar year. Each reference below to a Fiscal Year refers to the Fiscal Year ending in the
calendar year indicated (e.g., Fiscal 2003 refers to the Fiscal Year ending July 31, 2003).

Note 2 Consolidation of Net2Phone and Restatement

The condensed consolidated financial statements in this Amendment No. 1 to the Company s quarterly report on Form 10-Q for the quarterly
period ended October 31, 2002 have been restated to consolidate the results of Net2Phone for the period beginning on October 23, 2001 through
July 31, 2002. In the original report, the Company accounted for its investment in Net2Phone during this period using the equity method. The
change in accounting for the Company s investment in Net2Phone from the equity method to consolidation does not change the Company s net
loss or loss per share for any previously reported period.

As explained below, and in note 2 to the condensed consolidated financial statements included in the Company s original quarterly report on
Form 10-Q for the period ended October 31, 2001, the determination of whether to account for the Company s interest in Net2Phone through the
equity method or consolidation was dependent on whether the Company s control of NTOP Holdings, LLC, through which the Company holds
its investment in Net2Phone, was deemed to be temporary.

NTOP Holdings was formed on October 23, 2001, when the Company and AT&T Corporation each contributed their minority stakes in
Net2Phone into a newly formed limited liability company, NTOP Holdings. Liberty Media then acquired a substantial portion of NTOP

Holdings units from AT&T. NTOP Holdings holds an aggregate of 28.9 million shares of Net2Phone s Class A common stock, representing a
majority voting stake in Net2Phone. Under the terms of the Second Amended and Restated Limited Liability Company Agreement of NTOP
Holdings (the LLC Agreement ), the Company was granted the right to appoint the entire board of managers (including one nominee of Liberty
Media) of NTOP Holdings. The board of managers directs the voting of all Net2Phone shares held by NTOP Holdings, thereby giving the

11
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Company effective control over the voting of the Net2Phone shares (but not their disposition, which requires consent of the members) held by
NTOP Holdings. However, the LLC Agreement also granted each owner of NTOP Holdings the unilateral right, effective January 1, 2004, to
cause the immediate liquidation of NTOP Holdings. Accordingly, the Company s ability to control the voting power of Net2Phone will
immediately terminate on January 1, 2004, the effective date of the liquidation rights.

In determining how to account for the Company s interest in Net2Phone through NTOP Holdings, the Company consulted Accounting Research
Bulletin No. 51, Consolidated Financial Statements (  ARB 51 ), as amended by Statement of Financial Accounting Standards No. 94,
Consolidation of All Majority-Owned Subsidiaries ( SFAS

12
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IDT CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Continued)

94 ), which at that time prohibited a company from consolidating a controlled subsidiary if that control was likely to be temporary. Because the
Company s control of Net2Phone would terminate upon the effectiveness of the members unilateral liquidation rights, the Company decided that
it should not consolidate Net2Phone during the approximately 26-month period (i.e., October 23, 2001 through December 31, 2003) that the
Company would control Net2Phone (the Control Period ), as the length of this period rendered the Company s control temporary. Instead, the
Company continued to account for its investment in Net2Phone through the end of Fiscal 2002 using the equity method.

Effective August 1, 2002, the Company adopted Statement of Financial Accounting Standards No. 144, Accounting for the Impairment or
Disposal of Long-Lived Assets, which amended ARB 51 (as amended by SFAS 94) to eliminate the prohibition from consolidation for a
controlled subsidiary for which control is likely to be temporary. As a result, the Company began consolidating Net2Phone effective August 1,
2002.

Subsequently, the Company reconsidered its initial interpretation of temporary control and reached the conclusion that the Control Period of
approximately 26 months was too long to render the Company s control temporary. As such, the Company decided to restate its results for Fiscal
2002 to consolidate the results of Net2Phone for the period from October 23, 2001 through July 31, 2002.

The following table represents selected financial data as originally reported and as restated due to the restatement, as of and for the three months
ended October 31, 2001:

As
originally

reported As restated

(in thousands)

Revenues $ 339,209 $ 341,563
Loss from operations (12,565) (21,500)
Net loss (158,315) (158,315)
Cash, cash equivalents and marketable securities (including restricted cash) 1,052,566 1,227,060
Working capital 878,355 1,018,046
Total assets 1,679,043 2,001,850
Total stockholders equity 903,110 896,658
Net cash provided by operating activities 18,266 10,648
Net cash (used in) provided by investing activities (40,332) 103,611
Net cash used in financing activities (24,980) (24,980)

Pursuant to the operating agreement of the LLC, AT&T received 29 Class A units of the LLC, and had the right to put 6 of these units to IDT
and 23 of these units to Liberty Media after one year. On October 29, 2002, AT&T exercised its put rights and sold all of its Class A units to
IDT and Liberty Media for a nominal amount. As a result of this transaction, AT&T is no longer a member of the LLC. IDT continues to hold
the controlling membership interest in the LLC and is the managing member of the LLC. As of October 31, 2002, IDT s effective equity

13
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investment in Net2Phone (through the LLC) was 15.2%. Accordingly, the Company recorded in minority interests the 84.8% of Net2Phone s
results attributable to the remaining shareholders of Net2Phone.

Note 3 Business Segment Information

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

14
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IDT CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Continued)

The Wholesale Telecommunications Services business segment is comprised of wholesale carrier services provided to other long distance
carriers. The Retail Telecommunications Services business segment includes domestic and international prepaid, rechargeable and private label
calling cards, and consumer long distance services to individuals and businesses. The IDT Solutions business segment, which commenced
operations in December 2001 upon the acquisition of assets from Winstar Communications, Inc. and certain of its subsidiaries ( Old Winstar ),
operates through Winstar Holdings, LLC as a competitive local exchange carrier ( CLEC ) using fixed wireless technology to provide local and
long distance phone services, and high speed Internet and data communications solutions. The Internet Telephony business segment reflects the
results of the Company s reconsolidated subsidiary, Net2Phone, effective October 23, 2001, which is a provider of voice over Internet Protocol,
or VolP, telephony products and services. The IDT Media business segment operates several media and entertainment-related businesses, most
of which are currently in the early stages of development.

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

Wholesale Retail
Telecommunicatibakecommunications IDT Internet
Services Services Solutions Telephony IDT Media Corporate Total
Three Months Ended October 31, 2002
Revenues $ 83450 $ 306,794 $ 24,506 $ 22,629 $ 5,792 $ $443,171
Segment operating income (loss) 9,927) 23,348 (24,687) 45,467 (1,340) (8,525) 24,336
Three Months Ended October 31, 2001
Revenues 67,473 265,337 3,039 (*) 5,714 341,563

Segment operating income (loss) (10,790) 10,908 (8,935) (*) (6,484) (6,199) (21,500)

(*) Represents results of operations from October 23, 2001, when Net2Phone was reconsolidated by IDT.

Note 4 Earnings Per Share

Basic earnings per share is computed by dividing net income (loss) by the weighted-average number of common shares outstanding. Diluted
earnings per share is computed by dividing net income (loss) by the weighted average number of common shares and common shares
equivalents that are potentially dilutive. Options and contingently issuable shares to purchase 6.1 million shares and 3.4 million shares of
common stock were excluded from the calculation of net loss per share for the three months ended October 31, 2002 and 2001, respectively, as
their effect would have been anti-dilutive.

Note 5 Comprehensive Loss

15
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The Company s comprehensive loss consists of the following (in thousands):

Net loss
Foreign currency translation adjustments
Unrealized gains (losses) in available-for-sale securities

Comprehensive loss

Form 10-Q/A

Three Months Ended

October 31,

2002 2001

$(4,091) $(158,315)
(901) (1,514)
1,739 (51)

$(3,253) $(159,880)

16
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IDT CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Continued)

Note 6  Winstar Acquisition

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

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

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

10
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IDT CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Continued)

The following pro forma financial information presents the combined results of operations of IDT and Winstar, as if the Old Winstar asset
acquisition had occurred as of August 1, 2001, after giving effect to certain adjustments, including depreciation expense, income taxes and the
issuance of IDT Class B common stock as part of the purchase price. The pro forma financial information does not necessarily reflect the results
of operations that would have occurred had IDT and Winstar been a single entity during such periods.

Three Months
ended October 31,

2001

(in thousands, except per
share data)

Revenues $ 391,502
Loss before cumulative effect of accounting change $ (67,324)
Net loss $ (214,307)
Loss per share:

Loss before cumulative effect of accounting change

Basic $ (0.93)
Diluted $ (0.93)
Net loss

Basic $ (2.96)
Diluted $ (2.96)
Weighted-average number of shares used in calculation of loss per share:

Basic 72,399
Diluted 72,399

Note 7  Price Guarantee of Class B Common Stock

In March 2001, the Company exercised an option to sell to AT&T approximately 2.0 million shares of its Class B common stock for
approximately $74.8 million. In conjunction with the formation of the LLC referred to in Note 2 above, IDT guaranteed to AT&T the value of
approximately 1.4 million shares of IDT Class B common stock still being retained by AT&T. The guaranty provided that if the value of IDT
Class B common stock was less than $27.5 million on October 19, 2002, and AT&T or an affiliate retained all the shares through such date, then
IDT would be obligated to pay AT&T the difference between $27.5 million and the then-current market price with cash, additional shares of
IDT Class B common stock, or a combination of both, at the option of IDT. In connection with this obligation, the Company recorded in
investment and other income (expense) an additional charge of $1.0 million during the three months ended October 31, 2002 based on changes
in the market value of IDT Class B common stock through October 19, 2002. As a result, the Company s total liability to AT&T for the
guarantee was $6.3 million as of October 31, 2002.

Note 8 Recently Issued Accounting Standards

18
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In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities ( SFAS 146 ). SFAS 146 requires
companies to recognize costs associated with exit or disposal activities when they are incurred rather than at the date of a commitment to an exit

or disposal plan. Previous accounting guidance was provided by Emerging Issues Task Force ( EITF ) Issue No. 94-3, Liability Recognition for
Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring) ( EITF 94-3 ).
SFAS 146 replaces EITF 94-3. The Statement is to be applied prospectively to exit or disposal activities initiated after December 31, 2002. The
Company does not expect that the adoption of SFAS 146 will have a material impact on its consolidated financial statements.

11
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IDT CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Continued)

Note 9 Legal Proceedings and Contingencies

On February 15, 2000, Multi-Tech Systems, Inc. filed suit against Net2Phone and other companies in the U.S. District Court for the District of
Minnesota. Multi-Tech alleged that the defendant companies are infringing because they are providing the end users with the software necessary
to simultaneously transmit voice and data on their computers in the form of making a phone call over the Internet. On August 16, 2002,
following an initial hearing, called a Markman hearing, the Court issued an order construing the claims of all the patents in suit in a way that
Net2Phone considers favorable to their non-infringement defenses. On October 31, 2002, the Court entered a consent judgment dismissing the
patent infringement claims asserted by Multi-Tech. On November 19, 2002, Multi-Tech filed an appeal with the U.S. Court of Appeals for the
Federal Circuit.

Four substantially similar class-action lawsuits were filed in the U.S. District Court for the Southern District of New York on behalf of all

persons who acquired Net2Phone stock between July 29, 1999 and December 6, 2000. Net2Phone, certain of Net2Phone s executive officers,
directors and underwriters involved in Net2Phone s initial public offering are named as defendants in these complaints. The complaints allege, in
part, that certain underwriters of Net2Phone s initial public offering violated federal securities laws by failing to disclose that they had solicited
and received undisclosed commissions and allocated shares in Net2Phone s public offering to those investors in exchange for their agreement to
purchase Net2Phone shares in the after-market at pre-determined prices. The complaints also allege that, whether or not Net2Phone and the
named executives were aware of the underwriters arrangements, Net2Phone and the named executives have statutory liability under the federal
securities laws for issuing a registration statement in connection with Net2Phone s initial public offering that failed to disclose that these
allegedly undisclosed arrangements existed. The allegations in the suits against Net2Phone are substantially the same as those in suits that have
been filed against more than 100 other companies that conducted their initial public offerings at or about the same time. The deadline for all
defendants to respond to the complaints has been extended by the court to which the various cases have been assigned. Net2Phone s underwriting
agreement with Net2Phone s underwriters provides for indemnification of Net2Phone and its executives and directors for liabilities arising out of
misstatements in Net2Phone s registration statement attributable to material non-disclosures by the underwriters. Net2Phone intends to pursue the
indemnification claims against the underwriters. In addition, Net2Phone maintains directors and officers liability insurance coverage, which is
expected to substantially cover the costs of defending the various suits.

On January 29, 2001, the Company filed a complaint with the U.S District Court for the District of New Jersey against Telefonica S.A., Terra
Networks, S.A., Terra Networks, U.S.A., Inc. and Lycos, Inc. The complaint asserts claims against the defendants for, among other things,
breaches of various contracts, breach of fiduciary duty, securities violations, fraudulent misrepresentation, negligent misrepresentation,
fraudulent concealment and tortious interference with prospective economic advantage. The Company subsequently filed an amended complaint.
The defendants filed an answer to the amended complaint, and Terra Networks, S.A. filed a counterclaim for breach of contract alleging that the
Company was required to pay to Terra Networks, S.A. $3.0 million, and failed to do so. In September 2002, the Company filed a Motion for
Leave to File a Third Amended Complaint to include allegations of a Section 20(a) violation, which is a securities fraud claim against the
defendant. The Federal Magistrate granted that application. The defendants filed objections with the District Court Judge and the Company filed
opposition. The Company is awaiting the decision of the District Court judge. Discovery is proceeding and depositions of the parties have been
scheduled for January 2003.

On May 25, 2001, the Company filed a statement of claim with the American Arbitration Association naming Telefonica Internacional, S.A. as
the Respondent. The statement of claim asserts that the Company and Telefonica entered into a Memorandum of Understanding ( MOU ) that
involved, among other things, the construction and operation of a submarine cable network around South America ( SAm-I ). The Company is

20
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claiming, among other things, that Telefonica breached the MOU by: (1) failing to negotiate SAm-I agreements; (2) refusing to comply with the
equity provisions of the MOU; (3) refusing to sell capacity and backhaul capacity pursuant to the MOU; and (4) failing to follow through on the
joint venture. Telefonica has responded to IDT s statement of claim and has filed a statement of counterclaim which alleges, among other things:
(1) fraud in the inducement; (2) tortious interference with prospective business relations; and (3) breach of the obligations of good faith and fair
dealing and

12
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seeks declaratory and injunctive relief. Discovery is in its final stages and both parties have submitted expert reports. The arbitration is ongoing
and is expected to continue into 2003.

In September 2001, Alfred West filed a complaint against the Company and its wholly owned subsidiary, IDT Telecom, Inc., in the U.S. District
Court for the District of New Jersey seeking monetary damages of $25 million for alleged breach of contract, breach of implied covenant of
good faith and fair dealing, fraud, negligent misrepresentation, promissory estoppel, quantum meruit, tortious interference and unfair
competition. The Company filed counterclaims for fraud, negligent misrepresentation, breach of fiduciary duty, tortious interference and breach
of contract. The parties have completed fact discovery. Expert discovery is expected to be completed by the end of February 2003, and motions
for summary judgment are expected to be filed by February 21, 2003.

The acquisition of certain domestic telecommunications assets formerly owned by Old Winstar was approved by the U.S. Bankruptcy Court for
the District of Delaware on December 19, 2001 (the Sale Order ). Although many of the purchased assets were transferred to Winstar on the date
of the Sale Order, the transfer of certain of Old Winstar s regulated telecommunications assets, including its customer base, was subject to a
number of federal and state regulatory approvals and to Winstar s obtaining the necessary telecommunications facilities and services necessary to
serve the customers it agreed to purchase from Old Winstar. Subsequently, Winstar entered into interconnection agreements with certain

regional bell operating companies ( RBOCs ) and has sought to use services and facilities obtained pursuant to those agreements and pursuant to
RBOC tariffs to complete its network and therefore to be able to transition the customers from service by Old Winstar to Winstar.

Although all of the regulatory approvals necessary for this transition have now been issued, the RBOCs have asserted that Winstar is

nevertheless not entitled to obtain uninterrupted services under their interconnection agreements and tariffs unless the RBOCs receive payment

of approximately $40 million, in the aggregate, allegedly owed by Old Winstar for access to RBOC facilities and circuits. Based on the claim

that Winstar must pay this cure amount as a condition of receiving uninterrupted service, the RBOCs have refused in certain instances to provide
facilities and service to Winstar that it needs in order to serve its customers directly. As a result, Winstar is operating the business of Old Winstar
pursuant to a management agreement approved by the Bankruptcy Court, and is providing services to the customers on behalf of Old Winstar.

Winstar contends that, even were it to assume the Old Winstar contracts with the RBOCs, the amounts set forth in the RBOCs proofs of claim
greatly exceed any reasonable cure for facilities and services that Winstar seeks to obtain from the RBOCS, since the claims include significant
amounts that Old Winstar owed for services and facilities that Winstar has not requested, and does not need to be able to provide services to the
customers following the transition. Winstar also disputes the RBOCs claims that they are not obligated to provide services and facilities to
Winstar without an assumption or assignment of the Old Winstar contracts and a payment of cure amounts. In response to the RBOCs refusal to
provide service, on April 17, 2002, Winstar filed an Emergency Petition for a Declaratory Ruling with the Federal Communications Commission
( FCC ) (Inc. Docket No. 02-80) asking that the FCC declare that the refusal of the RBOCs to provide the requested services and facilities
pursuant to their interconnection agreements and tariffs, and their refusal to transition such services in a manner that does not interrupt services

to the customers, is unreasonable and therefore unlawful under federal law. In response, one RBOC (Verizon) filed a counter-petition asking that
the FCC declare that the federal telecommunications laws do not require it to provide facilities and services to Winstar without cure of Old
Winstar s debts. A number of parties filed comments in the FCC proceeding on both sides of the issue and the proceeding is still pending at the
FCC.
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In addition, faced with likely termination of service by certain RBOCs to Old Winstar customers in violation of the Telecommunications Act of
1996 and a number of FCC regulations, Winstar sought injunctive relief (in addition to other remedies) in the U.S. District Court for the District

of New Jersey against Verizon, Qwest Corp. ( Qwest ) and Qwest Communications Corp. ( QCC ) to prevent them from discontinuing underlying
services which would prevent Winstar from providing service to its customers. Certain interim relief was secured, and Verizon, Qwest and QCC
subsequently agreed not to terminate service without appropriate notice to Winstar. This action is ongoing.
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The RBOC:s further contend that the provision in the Sale Order requiring them to continue serving Old Winstar and its subsidiaries expired on
or about April 18, 2002. Winstar promptly moved to enforce that provision of the Sale Order did not expire on April 18, 2002, but the
Bankruptcy Court denied its motion. Winstar has appealed the denial of that motion to the U.S. District Court for the District of Delaware. In
addition, Winstar asked the District Court for interim relief during the pendency of its appeal to stay the RBOCs and other service providers
from cutting off service until the appeal is decided. The District Court has not yet ruled on that request, but has temporarily ordered that service
providers, including the RBOCs, may not terminate service or otherwise affect Winstar s business without permission of the Court.

During preliminary status hearings before the District Court on May 24 and June 4, 2002, the RBOCs and Winstar advised the Court of their
willingness to enter into settlement discussions and/or non-binding mediation in an attempt to resolve their disputes. Those settlement
discussions and mediations are ongoing, and the District Court appeal is still pending. It is too soon to predict whether settlements will be
reached with any or all of the RBOCs or, if so, to quantify the monetary effect of such settlements, if any, on Winstar. To the extent that a
settlement agreement is not reached with any or all of the RBOCs, the Company expects that the appellate proceedings will resume. One

possible outcome of an adverse ruling by the District Court on either the interim relief requested by Winstar or on the merits of the case could be
to permit the RBOCs to terminate services that are being provided to Winstar s customers and therefore to prevent the uninterrupted transition of
those customers to Winstar service. A status conference was held on November 8, 2002. Settlement discussions are still ongoing and Winstar
believes that it is close to reaching a resolution with Verizon, Qwest and BellSouth.

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

On or about July 25, 2002, PT-1 Communications, Inc. filed a summons and complaint against the Company and its subsidiaries IDT
Netherlands, B.V., IDT Telecom and IDT Domestic Telecom, Inc. in the U.S. Bankruptcy Court for the Eastern District of New York. PT-1
seeks (a) to recover damages for certain fraudulent transfers of property of the Debtor s bankruptcy estate, (b) to recover damages for unjust
enrichment, and (c) to recover damages from breaches under the agreement between the parties for the sale of the Debtor s debit card business to
the Company and such subsidiaries, including the Company s and such subsidiaries alleged failure to remit payment for use of certain
telecommunication and platform services on or through PT-1 switches. The Company and such subsidiaries served their answer on September
18, 2002. The parties exchanged initial disclosures. The Company cannot yet quantify its exposure.

On March 19, 2002, Net2Phone filed suit in the U.S. District Court for the District of New Jersey against Cisco Systems, Inc. and a Cisco
executive who had been a member of the board of directors of ADIR Technologies, Inc., a subsidiary of Net2Phone. The suit arose out of the
relationships that had been created in connection with Cisco s and Net2Phone s original investments in ADIR and out of ADIR s subsequent
purchase of NetSpeak, Inc. in August 2001. In July 2002, Net2Phone and ADIR agreed to settle the suit and all related claims against Cisco and
the Cisco executive in exchange for: (i) the transfer, during the first quarter of Fiscal 2003, to Net2Phone of Cisco s and Softbank Asia
Infrastructure Fund s respective 11.5% and 7.0% interests in ADIR, and (ii) the payment by Cisco, during such quarter, of $19.5 million to
Net2Phone and ADIR. As a result of this settlement, Net2Phone recognized for the quarter ended October 31, 2002, a gain of $58.4 million
consisting of a $38.9 million reduction in minority interests as a result of the transfer of the ADIR shares and receipt of settlement proceeds of
$19.5 million less the $1.6 million of legal and other expenses related to the settlement that were recorded in Net2Phone s fiscal year ended July
31, 2002.
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On or about September 16, 2002, a complaint was filed by Mark B. Aronson in the Court of Common Pleas of Allegheny County, Pennsylvania
seeking certification of a class consisting of consumers who were charged a fee
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when the Company switched underlying carriers from Global Crossing to AT&T. At this time, the Company cannot yet quantify its exposure.

On or about September 19, 2002, a complaint was filed by Ramon Ruiz against the Company and Union Telecard Alliance, LLC in the Supreme
Court of the State of New York seeking certification of a class consisting of consumers who allegedly purchased and used the Company s
pre-paid calling cards and were charged any fee that was not specifically disclosed on the card packaging prior to purchase. The complaint seeks
damages in excess of $100 million. The Company filed its answer on November 19, 2002.

On or about October 11, 2002, a complaint was filed by Paul Zedeck against the Company and Union Telecard Alliance LLC in the Circuit

Court of the 15th Judicial Circuit in and for Palm Beach County, Florida, seeking certification of a class consisting of consumers who allegedly
purchased and used the Company s prepaid calling cards and were charged any fee that was not specifically disclosed on the card packaging prior
to purchase. The damages sought have not yet been quantified. The Company filed an answer on December 6, 2002. The Company is still
evaluating the potential impact and its approach to contesting the claims or attempts to certify the classes.

On or about October 18, 2002, a complaint was filed by Morris Amsel against the Company and IDT Telecom Alliance LLC in the Supreme
Court of the State of New York seeking certification of a class consisting of consumers who allegedly purchased the Company s calling cards.
Plaintiff s complaint relates to payphone charges and international rates. The complaint seeks damages of not less that $100 million. On or about
November 21, 2002, the Company served an answer to the complaint. The Company is still evaluating the potential impact and its approach to
contesting the claims or attempts to certify the class.

On or about October 24, 2002, Winstar filed suit against Superior Logistics Management Services, Inc. ( Superior ) in the U.S. District Court for
the Eastern District of Virginia. The complaint alleges counts for breach of contract, conversion and detinue. Winstar is seeking approximately
$50 million in damages, plus punitive damages, costs, and attorney s fees. Superior has been served with the complaint. On or about November
15, 2002, Superior filed its answer with the Court.

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

Note 10 Deferred Compensation

On December 18, 2001 the Board of Directors of Net2Phone approved the repricing of 6.4 million options outstanding under Net2Phone s 1999
Amended and Restated Stock Option and Incentive Plan to purchase shares of Net2Phone s common stock, par value $0.01 per share, granted on
or before December 18, 2001. The exercise price per share of the repriced options ranged from $3.50 per share to $7.00 per share. For the three
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months ended October 31, 2002, Net2Phone recorded non-cash compensation charges of approximately $0.6 million related to this repricing.
The repriced options are subject to variable accounting treatment and therefore must be marked-to-market each quarter until they are exercised.

Note 11 Gain on Settlement by Net2Phone of Litigation

On March 19, 2002, Net2Phone and its ADIR Technologies, Inc. subsidiary filed suit in the United States District Court for the District of New
Jersey against Cisco Systems, Inc. and a Cisco executive who had been a member of ADIR s board of directors. The suit arose out of the
relationships that had been created in connection with Cisco s and Net2Phone s original investments in ADIR and out of ADIR s subsequent
purchase of NetSpeak, Inc. in August 2001. In July 2002, Net2Phone and ADIR agreed to settle the suit and all related claims against Cisco and
the Cisco executive in exchange for: (i) the transfer, during the first quarter of fiscal 2003, to Net2Phone of Cisco s and Softbank Asia
Infrastructure Fund s respective 11.5% and 7.0% interests in ADIR, and (ii) the payment by Cisco, during such quarter, of $19.5 million to
Net2Phone and ADIR. As a result of this settlement, Net2Phone
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recognized for the quarter ended October 31, 2002, a gain of $58.4, million consisting of (i) a $38.9 million reduction in minority interests as a
result of the transfer of the ADIR shares and (ii) the receipt of settlement proceeds of $19.5 million.

Note 12 Restructuring, Severance and Impairment Charges

The following table summarizes the charges included in restructuring, severance, and impairment charges in the condensed consolidated
statements of operations:

Three months ended
October 31,

2002 2001

(in thousands)

Net2Phone:

First quarter 2003 restructuring $ 5993 $
Restructuring reserve adjustments (2,158)
Separation agreements 1,337 5,911
IDT Telecom:

Asset impairment 1,501 2,781
Total $ 6,673 $8,692

First Quarter 2003 Restructuring

On October 24, 2002, Net2Phone announced that it is consolidating the development and support of its products for both its core business and
broadband effort within one unit working on standards-based solutions that will service the entire Net2Phone organization. This consolidation
will reduce Net2Phone s staff by approximately 20%, or about 63 employees. As a result of this restructuring, Net2Phone incurred a charge of
$3.6 million related to employee termination costs, $0.9 million in exit costs related to the reduction of operations at various locations, and $1.5
million in impairment charges related to the write-off of various equipment and network build-outs. As of October 31, 2002, approximately $0.2
million of involuntary termination benefits have been paid and charged against the restructuring liability.

Restructuring Reserve Adjustments
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During the three months ended April 30, 2002, Net2Phone recognized a charge of $4.7 million related to the elimination of specific connectivity
and network related costs. As a result of successful settlement negotiations with vendors regarding cancellation charges, Net2Phone reversed
during the three months ended October 31, 2002 $2.9 million of those previously recognized charges. During the three months ended October
31, 2002, Net2Phone also reversed approximately $0.3 million of previously recognized severance expense as a result of the subsequent
retention of several individuals whose employment had been initially terminated. In addition, Net2Phone recognized approximately $1.0 million
in additional costs associated with exiting certain businesses that were discontinued or sold in prior fiscal years.

Separation Agreements

Effective October 23, 2001, Howard Balter resigned as Net2Phone s Chief Executive Officer. Pursuant to an agreement between Mr. Balter and
Net2Phone, Mr. Balter waived various rights under his employment agreement, entered into a 30 month restrictive non-compete covenant and
agreed to provide consulting services for a 15 month period, all in exchange for settlement of various loans from Net2Phone and the guarantee of
continued benefits for a similar period. As a result of this agreement, Net2Phone incurred a charge of $0.9 million and $5.9 million for the three
months ended October 31, 2002 and 2001, respectively, and expects to incur future charges of approximately $1.1 million relating to this
separation agreement. In January 2002, Ilan Slasky tendered his resignation as Net2Phone s Chief Financial Officer. Mr. Slasky s resignation
became
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effective upon his successor s assumption of the responsibility in March 2002. Pursuant to an agreement between Mr. Slasky and Net2Phone, Mr.
Slasky waived all of his rights under his employment agreement, entered into a 2 year restrictive non-compete covenant and agreed to provide
consulting services for a 4 year period, all in exchange for settlement of various loans with Net2Phone and the guarantee of continued benefits

for a similar period. As a result of this agreement, Net2Phone incurred a charge of $0.4 million for the three months ended October 31, 2002,

and expects to incur future charges of approximately $1.6 million relating to this separation agreement.
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Item 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following information should be read in conjunction with the accompanying condensed consolidated financial statements and the associated
notes thereto of this Quarterly Report, and the audited consolidated financial statements and the notes thereto and our Management s Discussion
and Analysis of Financial Condition and Results of Operations contained in our Annual Report on Form 10-K/A (Amendment No. 1) for the
year ended July 31, 2002, as filed with the United States Securities and Exchange Commission.

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

Forward-Looking Statements

This Quarterly Report on Form 10-Q/A (Amendment No. 1), including the notes to the condensed consolidated financial statements, contains
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of
1934, including statements that contain the words believes, anticipates, expects, plans, intends, and similar words and phrases. Such
forward-looking statements include, among other things, our plans to implement our growth strategy, improve our financial performance,
expand our infrastructure, develop new products and services, expand our sales force, expand our customer base and enter international markets,
and the possible outcome of our litigation. Such forward-looking statements also include our expectations concerning factors affecting the
markets for our products, such as changes in the U.S. and the international regulatory environment and the demand for long-distance
telecommunications. These forward-looking statements are subject to risks and uncertainties that could cause actual results to differ materially
from the results projected in any forward-looking statements. These risks and uncertainties include, but are not limited to, those risks discussed
in this report. In addition to the factors specifically noted in the forward-looking statements, other important factors that could result in those
differences include potential declines in prices for our products and services; our ability to maintain and grow our retail telecommunications
services, particularly our prepaid calling card business; availability of termination capacity; financial stability of our customers; our ability to
maintain carrier agreements with foreign carriers; effectiveness of our marketing and distribution efforts; increased competition, particularly
from regional bell operating companies; our ability to manage our growth; competitiveness of our Winstar subsidiary; impact of government
regulation; our ability to obtain telecommunications products or services required for our products and services; general economic conditions,
particularly in the telecommunications markets; and the other factors set forth in our Annual Report on Form 10-K/A (Amendment No. 1) for
Fiscal 2002. The forward-looking statements are made as of December 16, 2002, the date of filing of the original Quarterly Report on Form
10-Q for the quarterly period ended October 31, 2002, and we assume no obligation to update the forward-looking statements, or to update the
reasons why actual results could differ from those projected in the forward-looking statements. Investors should consult all of the information set
forth herein and the other information set forth from time to time in our reports filed with the United States Securities and Exchange
Commission pursuant to the Securities Act of 1933 and the Securities Exchange Act of 1934, including our Annual Report on Form 10-K/A
(Amendment No. 1) for Fiscal 2002.

Overview

General

IDT Corporation, through our IDT Telecom segment, provides telecommunications services and products to retail and wholesale customers
worldwide, including prepaid, private label and rechargeable calling cards, wholesale carrier services and consumer long distance services. We
deliver our telecommunications services over a network consisting of more than 200 switches in the United States, Europe and South America.
We also own and lease capacity on 16 undersea fiber-optic cables that connect our U.S. facilities with our international facilities and with
third-party facilities in Europe, Latin America and Asia. We derive a majority of our revenues from IDT Telecom.
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Our Winstar segment, which operates under the name IDT Solutions, offers broadband and telephony services to commercial and governmental
customers through its fixed-wireless and fiber infrastructure. We also operate, through our IDT Media segment, several media and
entertainment-related businesses, most of which are currently in

18

32



Edgar Filing: IDT CORP - Form 10-Q/A

the early stages of development. IDT Media primarily comprises five business lines: radio, animation, brochure distribution, video-to-desktop
delivery, and call center services. Effective October 23, 2001, we reconsolidated Net2Phone, a provider of voice over Internet Protocol, or VoIP,
telephony products and services.

Outlook

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

Throughout the remainder of Fiscal 2003, we anticipate increased growth in our wholesale carrier revenues. We anticipate growth in IDT
Telecom s Retail Telecommunications Services revenues as well, and we expect that Retail Telecommunications Services revenues will continue
to account for approximately 75% to 80% of IDT Telecom s total revenues over the fiscal year.

The worldwide telecommunications industry has been characterized in recent years by intense price competition, which has resulted in a
significant decline in both our average per-minute price realizations and our average per-minute termination costs. The lower price environment
has led some of our competitors to de-emphasize their retail services and/or wholesale carrier operations in order to focus on higher margin
telecommunications businesses. In addition, many of our competitors in both of these market segments have ceased operations altogether. This
has helped us gain some market share, particularly in the retail calling card business. However, in both the retail telecommunications services
and wholesale carrier businesses, our remaining competitors, although fewer in number, have continued to aggressively price their services. This
has led to continued erosion in pricing power, both in our retail and wholesale markets, and we have generally had to pass along our per-minute
cost savings to our customers, in the form of lower prices. Therefore, although IDT Telecom s minutes of use have been increasing strongly, IDT
Telecom s revenues have increased at a much slower rate. Although we do not anticipate that our per-minute price realizations will continue to
drop at the same rate as in Fiscal 2002, we do expect to see some further price declines throughout the remainder of Fiscal 2003, as the markets
in which we compete have generally remained competitive.

Since our acquisition of the Winstar assets in December 2001, the IDT Solutions segment has experienced working capital deficits. We have
restructured Winstar s operations by undertaking significant cost saving measures, including the downsizing of the Winstar network and a
significant reduction in headcount, aimed at reducing the working capital deficit. However, at this time, we expect IDT Solutions to continue to
generate operating losses and to require funding for its capital expenditure needs for the foreseeable future. We expect IDT Solutions to continue
to reduce its operating losses throughout the remainder of Fiscal 2003, aided by a combination of increased revenues and improved cost
measures.

We have also developed various new businesses within our IDT Media segment. We anticipate that IDT Media will continue to incur significant
costs related to its existing and other new businesses. The timing and magnitude of further revenues and/or operating profits from these new
businesses remains uncertain.

Critical Accounting Policies

Our condensed consolidated financial statements and accompanying notes are prepared in accordance with accounting principles generally
accepted in the United States. Preparing condensed consolidated financial statements requires us to make estimates and assumptions that affect
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the reported amounts of assets, liabilities, revenue and expenses. These estimates and assumptions are affected by the application of our
accounting policies. Our significant accounting policies are described in Note 1 to the July 31, 2002 consolidated financial statements included
in our Form 10-K/A (Amendment No. 1). Critical accounting policies are those that require application of management s most difficult,
subjective or complex judgments, often as a result of matters that are inherently uncertain and may change in subsequent periods. Critical
accounting policies for us include revenue recognition, allowance for doubtful accounts, goodwill, and valuation of long-lived and intangible
assets. For additional discussion of our critical accounting policies, see our Management s Discussion & Analysis of Financial Condition and
Results of Operations in our Annual Report on Form 10-K/A (Amendment No. 1) for Fiscal 2002.
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Three Months Ended October 31, 2002 Compared to Three Months Ended October 31, 2001

In order to enable a straightforward comparison between the three months of Fiscal Year 2003 and the three months of Fiscal Year 2002, and to
provide a better understanding of IDT s core operating results for the three months of Fiscal Year 2003, this Form 10-Q/A (Amendment No. 1)
presents, as additional information, some financial figures excluding the IDT Solutions segment and Net2Phone. The Winstar assets, through
which our IDT Solutions segment operates, were acquired during the second quarter of Fiscal Year 2002, and contributed to revenues for only
part of that quarter, and Net2Phone was reconsolidated effective October 23, 2001.

As discussed in Note 2 to our condensed consolidated financial statements, we have restated our 2002 financial statements to consolidate
Net2Phone effective October 23, 2001.

Results of Operations

We evaluate the performance of our operating business segments based primarily on income (loss) from operations. Accordingly, certain
adjustments are properly not reflected in the operating business segments discussions, but are only reflected in our Consolidated discussion.

Consolidated

Revenues. Our revenues increased 29.7%, from $341.6 million in the three months ended October 31, 2001 to $443.2 million in the three months
ended October 31, 2002. Excluding our IDT Solutions segment, which was acquired in December 2001, and our Internet Telephony segment,
consisting of Net2Phone, which was reconsolidated effective October 23, 2001, our revenues increased 17.0%, to $396.0 million in the three
months ended October 31, 2002. The increase in our consolidated revenues (excluding IDT Solutions and Internet Telephony) is mainly
attributable to a 17.2% increase in IDT Telecom s revenues. The growth in IDT Telecom s revenues primarily resulted from a 58.3% growth in
minutes of use (excluding minutes related to our consumer long distance business, which are not carried through our own network) from 2.4
billion in the three months ended October 31, 2001 to 3.8 billion in the three months ended October 31, 2002. The increase in absolute dollar
terms is due primarily to the significant growth in our telecommunications minutes of use, the acquisition of the Winstar assets and the
reconsolidation of Net2Phone.

Direct Cost of Revenues. Direct cost of revenues increased by 27.3%, from $267.1 million in the three months ended October 31, 2001 to $340.1
million in the three months ended October 31, 2002. The increase in absolute dollar terms is due primarily to the growth in our
telecommunications minutes of use, the acquisition of the Winstar assets and the reconsolidation of Net2Phone. Excluding our IDT Solutions
and Internet Telephony segments, direct cost of revenues increased 12.4% to $299.0 million in the three months ended October 31, 2002. As a
percentage of total revenues, direct costs decreased from 78.2% in the three months ended October 31, 2001 to 76.7% in the three months ended
October 31, 2002 (75.5% excluding our IDT Solutions and Internet Telephony segments). The decline in direct costs as a percentage of revenues
is attributable to overall higher revenues due to a growth of minutes-of-use and because of continued operating efficiency gains and lower prices
from suppliers, as measured on a per-minute basis, which outweighed the decline in average revenue-per-minute, as detailed below. In addition,
IDT Telecom benefited from a continued shift in revenue mix towards higher-margin Retail Telecommunications Services segment business
lines.

Selling, General and Administrative. Selling, general and administrative expenses increased 53.2%, from $71.3 million in the three months
ended October 31, 2001 to $109.2 million in the three months ended October 31, 2002. Excluding our IDT Solutions and Internet Telephony
segments, selling, general and administrative expenses increased 12.8% to $75.7 million in the three months ended October 31, 2002 due
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primarily to the increased sales and marketing efforts as well as increased salaries, facilities costs and professional fees related to the expansion
of our infrastructure and bases of operation to facilitate our current and anticipated future growth. As a percentage of total revenues, selling,
general and administrative expenses increased from 20.9% in the three months ended October 31, 2001 to 24.6% in the three months ended
October 31, 2002 (and decreased to 19.1% excluding the IDT Solutions and Internet Telephony segments).
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We anticipate that selling, general and administrative expenses will increase in dollar terms in the future, and will continue to be a significant
percentage to total revenues, as we expand both IDT Telecom s businesses and our IDT Media businesses.

Depreciation and Amortization. Depreciation and amortization expense increased 34.0%, from $15.9 million in the three months ended October
31, 2001 to $21.3 million in the three months ended October 31, 2002. Excluding our IDT Solutions and Internet Telephony segments,
depreciation and amortization expense increased 6.8%, to $16.3 million in the three months ended October 31, 2002 primarily as a result of our
higher fixed asset base during the three months ended October 31, 2002, reflecting the expansion of our telecommunications network
infrastructure and facilities. As a percentage of revenues, depreciation and amortization expense increased from 4.7% in the three months ended
October 31, 2001 to 4.8% in the three months ended October 31, 2002 (and decreased to 4.1% excluding our IDT Solutions and Internet
Telephony segments). Depreciation and amortization expense declined as a percentage of revenues, due to the significant growth in our revenues
for the three months ended October 31, 2002. We anticipate that depreciation expense will continue to increase in absolute dollars, as we
continue to add to our asset base, particularly in IDT Telecom s businesses, as we implement our growth strategy.

Gain on Settlement by Net2Phone of Litigation. Gain on settlement of litigation was $58.4 million for the three months ended October 31, 2002.
Refer to the respective section of the Internet Telephony segment for a full discussion on the gain on settlement by Net2Phone of litigation.

Restructuring, Severance, and Impairment Charges. Restructuring, severance, and impairment charges decreased from $8.7 million in the three
months ended October 31, 2001 to $6.7 million in the three months ended October 31, 2002. Refer to the respective sections of the Internet
Telephony and IDT Telecom segments for a full discussion on restructuring, severance, and impairment charges.

Income (Loss) from Operations. Our loss from operations was $21.5 million in the three months ended October 31, 2001 compared to income
from operations of $24.3 million in the three months ended October 31, 2002. Excluding our IDT Solutions and Internet Telephony segments,
our income from operations was $3.6 million in the three months ended October 31, 2002. The growth in our income from operations was due
primarily to IDT Telecom s increased revenues and gross margins, as well as Net2Phone s gain from the settlement of litigation against Cisco,
partially offset by IDT Solution s loss from operations of $24.7 million.

Interest. Net interest income was $9.0 million in the three months ended October 31, 2001, compared to net interest income of $7.8 million in
the three months ended October 31, 2002. The reduction in net interest income was due to lower rates of return earned by our invested cash, cash
equivalents and marketable securities, primarily reflecting the lower market interest rates.

Other Income (Expense). Other income (expense) amounted to an expense of $20.3 million in the three months ended October 31, 2001,
compared to an expense of $3.4 million in the three months ended October 31, 2002. Included in other expense in the three months ended
October 31, 2002 were losses of $2.2 million associated with recording our pro-rata share of affiliate s losses, through the equity method, a
charge of $1.0 million related to an obligation to guarantee to AT&T the value of 1.4 million shares of IDT Class B common stock owned by
AT&T, and net losses from a variety of other investments totaling $0.3 million.

Included in other expense in the three months ended October 31, 2001 were investment losses, including losses of approximately $5.8 million
associated with recording our pro-rata share of Net2Phone through the equity method of accounting, a charge of $14.0 million related to an
obligation to guarantee to AT&T the value of 1.4 million shares of IDT Class B common stock owned by AT&T, and net losses from other
investments totaling $0.5 million.
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Minority Interests. Minority interests were $3.3 million of income and $46.5 million of expense for the three months ended October 31, 2001
and 2002, respectively. The $49.8 million increase in minority interests was primarily attributable to the significant minority interest in
Net2Phone, which we reconsolidated effective October 23, 2001. As of October 31, 2001 and 2002, our economic ownership of Net2Phone was
17.5% and 15.2%, respectively. Accordingly, we recorded in minority interests during the three months ended October 31, 2001 and 2002, the
82.5% and 84.8%, respectively, of Net2Phone s results attributable to the remaining shareholders of Net2Phone.

21

38



Edgar Filing: IDT CORP - Form 10-Q/A

Income Taxes. We recorded an income tax benefit of $18.2 million in the three months ended October 31, 2001, compared to an income tax
benefit of $13.6 million in the three months ended October 31, 2002.

Cumulative Effect of Accounting Change. In accordance with our adoption of SFAS No. 142, as of August 1, 2001, we performed the required
impairment tests of goodwill and recorded an impairment charge of $147.0 million, net of income taxes of $3.5 million, for the three months
ended October 31, 2001. The impairment charge was recorded as a cumulative effect adjustment of a change in accounting principle. No such
charges were recorded during the three months ended October 31, 2002.

Net Loss. Our consolidated net loss, after the cumulative effect adjustment of a change in accounting principle detailed above, was $158.3
million in the three months ended October 31, 2001 compared to consolidated net loss of $4.1 million in the three months ended October 31,
2002. The recording of a net loss in three months ended October 31, 2002 and 2001, was a result of the combined factors for each of the
segments discussed below, as well as those items detailed above.

IDT Telecom Retail Telecommunications Services and Wholesale Telecommunications Services Segments

Revenues. IDT Telecom s revenues increased 17.2%, from $332.8 million in the three months ended October 31, 2001 to $390.2 million in the
three months ended October 31, 2002.

IDT Telecom s revenues increased primarily as a result of a 58.3% growth in minutes of use (excluding minutes related to our consumer long
distance business, which are not carried through our own network) from 2.4 billion in the three months ended October 31, 2001 to 3.8 billion in
the three months ended October 31, 2002. IDT Telecom increased its minutes of use in both its Retail Telecommunications Services and
Wholesale Telecommunications Services segments, in both the U.S. and international operations. IDT Telecom s minutes of use grew at a faster
rate than did its revenues, reflecting a decline in its average revenue-per-minute, from $0.130 during the three months ended October 31, 2001 to
$0.108 in the three months ended October 31, 2002. IDT Telecom s decrease in its average revenue-per-minute is due to a number of factors,
including (i) continued pricing pressure in both retail and wholesale markets, and (ii) introduction of new calling cards. IDT Telecom s average
revenue-per-minute on retail calling cards is generally lower than its average revenue-per-minute in its wholesale carrier business, as lower
revenue-per-minute destinations, such as the United States and Mexico, account for a larger proportion of overall minutes in its retail calling
card business.

Revenues from IDT Telecom s Retail Telecommunications Services segment increased 15.6%, from $265.3 million in the three months ended
October 31, 2001 to $306.8 million in the three months ended October 31, 2002, as a result of increased sales of IDT-branded calling cards and
higher consumer long distance revenues. As a percentage of IDT Telecom s overall revenue, Retail Telecommunications Services revenues
decreased from 79.8% in the three months ended October 31, 2001 to 78.6% in the three months ended October 31, 2002, as revenues from our
Wholesale Telecommunications Services segment grew at a faster rate than did our retail businesses revenues. IDT Telecom s calling card sales
increased 11.7%, from $242.4 million in the three months ended October 31, 2001 to $270.7 million in the three months ended October 31,
2002, fueled by the introduction of several new calling cards. New cards are generally introduced with aggressive low pricing, which is
gradually adjusted as they build market share. The increase in new card introductions was part of IDT s plan to aggressively seek market share in
both its traditional Northeast U.S. markets, as well as in several other key areas, such as California, Florida and Texas. In addition, the growth in
our calling card revenues resulted from the expansion of our distribution network beyond our traditional Northeastern U.S. territory, as well as
the continued strong growth of European operations, both in our U.K. market as well as in other markets such as Spain and the Netherlands.
During Fiscal 2002, IDT Telecom launched calling card operations in Argentina. Although sales of calling cards in Latin America during the
three months ended October 31, 2002 were not material, we expect sales in this region to grow at a faster rate than other regions. Looking to the
remainder of Fiscal 2003, we anticipate continued quarterly revenue growth, with a significant portion of the revenue growth to be driven by
further expansion of our European calling card operations. IDT anticipates that calling card margins for the remainder of the fiscal year will
remain at or near the levels experienced in the first quarter. Calling card margins will be largely dependent upon the timing and magnitude of the
introduction of new, aggressively priced cards.
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Calling card sales as a percentage of IDT Telecom s Retail Telecommunications Services revenues decreased from 91.4% in the three months
ended October 31, 2001 to 88.3% in the three months ended October 31, 2002, as
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revenues from consumer long distance services grew at a faster rate than did calling card revenues. Revenues from consumer long distance
services, in which we act as a switchless reseller of another company s network, experienced significant growth in minutes of use in the three
months ended October 31, 2002, with revenues increasing 60.8%, from $22.2 million in the three months ended October 31, 2001 to $35.7
million in the three months ended October 31, 2002. The consumer long distance revenue increase is attributable to the continued aggressive
growth of our flat rate, $0.05 a minute long distance calling plan, which has been driven by increased marketing expenditures, resulting in a
significant increase in the number of consumer long distance customers. At October 31, 2002, we had approximately 578,000 active customers
for our consumer long distance services, compared to approximately 323,000 customers at October 31, 2001. Beginning in early Fiscal 2003, we
significantly increased the marketing and advertising expenditures of our consumer long distance business, in an attempt to accelerate the growth
of our customer base. These expenditures, while reducing consumer long distance operating profits in the near term, are expected to lead to a rise
in the number of active customers, revenues and profits over the longer term. In addition, as our customer base has grown, we have begun to
place an increased emphasis on customer retention initiatives. Over the remainder of Fiscal 2003, we expect to dedicate a significant portion of
our marketing and advertising budget to programs designed to improve customer retention.

Our Private Label calling card business began to offer privately labeled Walgreen s calling cards for sale. When the program is fully launched in
December 2002, the calling cards will be available in approximately 4,000 Walgreen s stores throughout the United States. IDT expects that this
product will generate approximately $45 million in revenues over the next 12 months.

Revenues from IDT Telecom s other retail telecommunications services businesses, consisting primarily of call reorigination services, amounted
to $0.4 million in the three months ended October 31, 2002, versus $0.7 million in the three months ended October 31, 2001.

IDT Telecom s Wholesale Telecommunications Services revenues increased 23.6%, from $67.5 million in the three months ended October 31,
2001 to $83.4 million in the three months ended October 31, 2002. As a percentage of IDT Telecom s total revenues, Wholesale
Telecommunications Services revenues increased from 20.3% in the three months ended October 31, 2001 to 21.4% in the three months ended
October 31, 2002. The increase in revenues occurred as a result of an increase in wholesale carrier minutes, despite a significant decline in the
average revenue-per-minute. In recent years, IDT Telecom s wholesale carrier business has curtailed or ceased completely our sales to financially
unstable carriers. During the three months ended October 31, 2002, IDT Telecom continued to rebuild its customer base through the addition of
new customers and by increasing sales to our larger, more financially stable customers. Looking to the remainder of Fiscal 2003, we anticipate
revenue growth in the wholesale carrier business in the second quarter of Fiscal 2003, with further gains expected in the second half of the fiscal
year as well. Revenue gains are expected to be driven primarily by increased sales to Tier 1 telecom carriers, both in the U.S. and in Europe. We
anticipate that the fastest growing segment of our worldwide wholesale carrier business will be our South American carrier operation. However,
given its size relative to our U.S.-based and European-based wholesale divisions, IDT Telecom does not expect its South American carrier
business to represent a significant portion of its overall wholesale carrier business in Fiscal Year 2003.

Direct Cost of Revenues. Direct cost of revenues for IDT Telecom increased 12.4%, from $265.4 million in the three months ended October 31,
2001 to $298.4 million in the three months ended October 31, 2002, due to the higher revenue base. As a percentage of total IDT Telecom s
revenues, direct costs declined to 76.5% in the three months ended October 31, 2002, from 79.8% in the three months ended October 31, 2001.

The decrease in direct costs as a percentage of total revenues is attributable to overall higher revenues due to the strong growth of minutes-of-use
and because of continued operating efficiency gains and lower prices from suppliers. The decrease in direct costs as a percentage of total

revenues occurred despite some increases in our termination costs to key destinations, increases in our costs for toll-free 800 traffic, and network
capacity constraints, due to our strong growth of minutes-of-use, which led to a small, temporary narrowing of our gross margins in Q1 2003.

Selling, General and Administrative. IDT Telecom s selling, general and administrative expenses increased 20.3%, from $51.2 million in the
three months ended October 31, 2001 to $61.6 million in the three months ended October 31, 2002. The increase in selling, general and
administrative expenses for IDT Telecom s operations is due to several factors, including increased sales and marketing efforts for our Retail
Telecommunications Services segment, such as calling cards and consumer long distance, as well as increased salaries, facilities costs and
professional fees related to the expansion of our infrastructure and bases of operation to facilitate our current and
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anticipated future sales growth. As of October 31, 2002, the number of employees increased 18.4%, from 1,123 at October 31, 2001, to 1,330 at
October 31, 2002, resulting in additional payroll and other employee-related costs.

As a percentage of IDT Telecom s total revenues, selling, general and administrative expenses were 15.8% in the three months ended October 31,
2002, compared to 15.4% in the three months ended October 31, 2001, as the increases in these expenses generally corresponded with the

revenue growth we experienced during these periods. IDT anticipates that selling, general and administrative costs will remain steady, as a
percentage of revenues, as IDT continues to add to its personnel base in order to accommodate the expected revenue growth during the next few
quarters.

Depreciation and Amortization. IDT Telecom s depreciation and amortization expense rose 15.8%, from $13.3 million in the three months ended
October 31, 2001, to $15.4 million in the three months ended October 31, 2002, reflecting the continued expansion of our fixed asset base, as we
invest to accommodate our current and anticipated future growth. As a percentage of IDT Telecom s total revenues, depreciation and
amortization expense was 3.9% in the three months ended October 31, 2002, versus 4.0% in the three months ended October 31, 2001.

Restructuring, Severance, and Impairment Charges. Impairment charges of $1.5 million and $2.8 million were recorded by IDT Telecom during
the three months ended October 31, 2002 and 2001, respectively, resulting primarily from the write-off of a discontinued Indefeasible Right of
Use ( IRU ) and the write down of certain decommissioned European telecommunications switch equipment, respectively.

Income from Operations. IDT Telecom recorded income from operations of $0.1 million in the three months ended October 31, 2001, compared
to income from operations of $13.4 million in the three months ended October 31, 2002. The increase in income from operations resulted
primarily from the revenue growth and improved gross margins results.

IDT Media Segment

Revenues. Revenues from IDT Media s businesses increased 1.8%, from $5.7 million in the three months ended October 31, 2001 to $5.8 million
in the three months ended October 31, 2002. In Fiscal 2002, IDT Media gradually exited its Digital Subscriber Line ( DSL ) business. Currently,
IDT Media s revenues are primarily comprised of revenues from its CTM Brochure Display, Inc. ( CTM ) business, a brochure distribution
company.

Direct Cost of Revenues. IDT Media s direct cost of revenues remained constant at $0.6 million in the three months ended October 31, 2001 and
2002. As a percentage of IDT Media s revenues, these costs remained constant at 10.3%. Most of IDT Media s businesses remain in the early
stages of their development. As such, we anticipate that direct costs will continue to account for a relatively small percentage of IDT Media s
revenue, with most of the expenses associated with these businesses to be incurred in the form of selling, general, administrative and
development costs.

Selling, General and Administrative. IDT Media recorded $10.4 million in selling, general and administrative expenses in the three months
ended October 31, 2001, compared to $6.2 million in the three months ended October 31, 2002. The decrease in selling, general, and
administrative expenses in IDT Media s businesses reflects its exit from the DSL Internet access business and from its video-streaming business,
as well as the general refocusing of its portfolio of businesses. In addition, during Fiscal 2002, IDT Media implemented stricter management
controls over operating expenses.
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Depreciation and Amortization. IDT Media s depreciation and amortization expense was $1.2 million in the three months ended October 31,
2001, versus $0.3 million in the three months ended October 31, 2002. This decrease is due to the reduced fixed asset base resulting from our
sale or previously recorded impairment of assets associated with our former dial-up Internet and DSL businesses. As a percentage of revenues,
depreciation and amortization expense fell to 5.3% in the three months ended October 31, 2002, from 21.8% in the three months ended October
31, 2001.

Loss from Operations. IDT Media s loss from operations in the three months ended October 31, 2001 was $6.5 million, compared to a loss from
operations of $1.3 million in the three months ended October 31, 2002,
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reflecting a significantly lower level of selling, general and administrative expenses as a result from stricter management controls over operating
expenses, as well as the refocusing of its business portfolio.

IDT Solutions Segment

We acquired the assets currently held by Winstar in December 2001. Accordingly, the results of operations for our IDT Solutions segment
contain only references to the three months ended October 31, 2002, during which Winstar owned and operated its currently held assets. We will
not make reference to the three months ended October 31, 2001, as we had not yet acquired the assets currently held by Winstar during that
period.

Revenues. Revenues from our IDT Solutions segment were $24.5 million in the three months ended October 31, 2002, representing 5.5% of our
total revenues.

Throughout the remainder of Fiscal 2003, our IDT Solutions segment will focus on its facilities-based switched broadband and local service
offerings in 22 geographic markets. Within these 22 core markets, our IDT Solutions segment has a network of over 3,000 provision-ready
buildings (i.e., buildings in which its technology is currently deployed). Furthermore, our IDT Solutions segment has access rights and options to
connect to its network more than 1,800 additional buildings that are not currently outfitted for operation but that have lines-of-site to existing
hub buildings. IDT Solutions is continuing to add new service offerings to its suite of value-added products. For example, Voice Over IP has
recently been added to the suite of products for the New York enterprise market. IDT Solutions anticipates rolling out this offering in other
markets such as Boston, Los Angeles and Miami in the upcoming months.

Direct Cost of Revenues. Direct cost of revenues for our IDT Solutions segment were $28.5 million in the three months ended October 31, 2002.
Direct cost of revenues consists primarily of two components, connectivity for the network backbone and lease payments for the network of
provision-ready buildings. Network backbone costs totaled $21.1 million, accounting for 74.0% of total direct cost of revenues. Direct cost of
revenues associated with lease payments for the building network was $7.5 million. Winstar has various ongoing initiatives to groom its
network. One in particular, called the LF Wireless project, involves using the Winstar wireless technology to link its hubs (which collect traffic
from its wireless sites) to its switches (where the traffic is routed to its ultimate destination). It aims to replace the traditional terrestrial wireline
capacity provided by local exchange phone companies connecting the hubs to the switches with Winstar wireless technology. This initiative will
reduce costs by eliminating payments to local exchange carriers for those wireline connections. More importantly, this initiative will extend
Winstar s control over customer traffic and will provide further redundancy for customers, by reducing the dependence on terrestrial capacity to
carry their traffic.

Selling, General and Administrative. Selling, general and administrative expenses associated with our IDT Solutions segment were $18.2 million
in the three months ended October 31, 2002. The main component of selling, general and administrative expenses was employee compensation
and benefits, accounting for $12.4 million, or about 68.1% of total selling, general and administrative expenses. Although as a percentage of
total selling, general and administrative expenses we expect this ratio to remain consistent, we believe that on a dollar basis employee
compensation and benefits will be trending down. Since the acquisition of the Winstar assets in December 2001, the number of employees of
Winstar has been reduced from approximately 750 to approximately 540 as of October 31, 2002.

Depreciation and Amortization. Depreciation and amortization expense were $2.5 million in the three months ended October 31, 2002,
representing 10.2% of our IDT Solutions segment s revenues.

45



Edgar Filing: IDT CORP - Form 10-Q/A

Loss from Operations. Our IDT Solutions segment s loss from operations in the three months ended October 31, 2002 was $24.7 million,
primarily as a result of expenses associated with network capacity, employee compensation and benefits and rents.

IDT Internet Telephony Segment

The Internet Telephony business segment reflects the results of our reconsolidated subsidiary, Net2Phone, effective October 23, 2001. As of
October 31, 2001 and 2002, IDT s economic ownership interest in Net2Phone was approximately 17.5% and 15.2%, respectively. Accordingly,
during the three months ended October 31, 2001 and
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2002 IDT recorded approximately 82.5% and 84.8%, respectively, of Net2Phone s results attributed to the remainder shareholders in the
Minority interests line of the condensed consolidated statements of operations. Prior to October 23, 2001, we accounted for our investment in
Net2Phone under the equity method of accounting and accordingly, such results were included in the equity in loss of affiliates line of the
condensed consolidated statements of operations.

Revenues. Net2Phone s revenues are primarily derived from per-minute charges billed to its customers on a pre-paid basis and from the sale of
Internet telephony equipment and services to resellers and other carriers. Revenues increased $19.6 million from $3.0 million in the three
months ended October 31, 2001 (Net2Phone was reconsolidated on October 23, 2001) to $22.6 million for the three months ended October 31,
2002. In the first quarter of Fiscal 2003, Net2Phone purposefully de-emphasized seeking revenues from relatively low-margin services, such as
disposable calling cards, in favor of building up activities to generate revenues in relatively high-margin services, such as international
communications services, during the upcoming periods.

Direct Cost of Revenues. Net2Phone s direct cost of revenues consists primarily of network costs associated with carrying its customers traffic on
its network and leased networks, routing their calls through a local telephone company to reach their final destination, the wholesale costs of
Internet telephony devices, ad serving costs and e-mail box hosting fees. It also includes the cost of purchasing, storing and shipping Internet
telephony equipment. Total direct cost of revenues, excluding depreciation and amortization, increased $11.4 million from $1.2 million in the

three months ended October 31, 2001 (Net2Phone was reconsolidated on October 23, 2001) to $12.6 million in the three months ended October

31, 2002. As a percentage of total Internet Telephony revenues, total direct costs were 40.0% and 55.8% in the three months ended October 31,
2001 and 2002, respectively.

Selling, General and Administrative. Selling, general and administrative expenses consist of employee salaries and associated benefits; the
expenses associated with acquiring customers, including commissions paid to sales partners, advertising costs, travel, entertainment, referral fees
and amounts paid to strategic partners in connection with revenue-sharing arrangements, and the costs of insurance, legal, rent, utilities,
shipping, consulting and other items. Selling, general and administrative expenses increased $11.1 million from $4.2 million in the three months
ended October 31, 2001 (Net2Phone was reconsolidated on October 23, 2001) to $15.3 million in the three months ended October 31, 2002. As a
percentage of total Internet Telephony revenues, these costs were 140.0% and 67.7% in the three months ended October 31, 2001 and 2002,
respectively. Net2Phone anticipates that selling, general and administrative expenses (excluding restructuring, severance and impairment
charges) will decrease in the remainder of Fiscal 2003, as it benefits from the effects of the restructuring of its operations.

Depreciation and Amortization. Depreciation and amortization expense increased $1.8 million from $0.7 million in the three months ended
October 31, 2001 (Net2Phone was reconsolidated on October 23, 2001) to $2.5 million in the three months ended October 31, 2002. As a
percentage of total Internet Telephony revenues, depreciation and amortization expense was 23.3% and 11.1% in the three months ended
October 31, 2001 and 2002, respectively. Net2Phone anticipates depreciation and amortization expense to decline through April 30, 2003 as a
result of the impairment charges recorded during the quarter.

Gain on Settlement by Net2Phone of Litigation. Gain on settlement by Net2Phone of litigation was $58.4 million in the three months ended
October 31, 2002. On March 19, 2002 Net2Phone and its ADIR Technologies, Inc. subsidiary filed suit in the United States District Court for

the District of New Jersey against Cisco Systems, Inc. and a Cisco executive who had been a member of ADIR s board of directors. The suit
arose out of the relationships that had been created in connection with Cisco s and Net2Phone s original investments in ADIR and out of ADIR s
subsequent purchase of NetSpeak, Inc. in August 2001. In July 2002, Net2Phone and ADIR agreed to settle the suit. The parties settled the suit
and all related claims against Cisco and the Cisco executive in exchange for: (i) the transfer, during the first quarter of Fiscal 2003, to Net2Phone
of Cisco s and Softbank Asia Infrastructure Fund s respective 11.5% and 7.0% interests in ADIR, and (ii) the payment by Cisco, during such
quarter, of $19.5 million to Net2Phone and ADIR. As a result of this settlement, Net2Phone recognized for the quarter ended October 31, 2002,

a gain of $58.4 million consisting of (i) a $38.9 million reduction in Net2Phone s minority interests in ADIR as a result of the transfer of the
ADIR shares and (ii) the receipt of settlement proceeds of $19.5 million.
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Restructuring, Severance and Impairment Charges. Restructuring, severance and impairment charges were $5.9 million in the three months
ended October 31, 2001 compared to $5.2 million in the three months ended October 31, 2002.

The following table summarizes the charges included in restructuring, severance and impairment charges in the condensed consolidated
statements of operations:

Three months ended
October 31,

2002 2001

(in thousands)

First quarter 2003 restructuring $ 5993 $
Restructuring reserve adjustments (2,158)
Separation agreements 1,337 5,911
Total $ 5172 $5911

First Quarter 2003 Restructuring. On October 24, 2002, Net2Phone announced that it would be consolidating the development and support of
its products for both its core business and broadband effort within one unit working on standards-based solutions that will service the entire
Net2Phone organization. This consolidation will reduce Net2Phone s staff by approximately 20%, or about 63 employees. As a result of this
restructuring, Net2Phone incurred a charge of $3.6 million related to employee termination costs, $0.9 million in exit costs related to the
reduction of operations at various locations, and $1.5 million in impairment charges related to the write-off of various equipment and network
build-outs. As of October 31, 2002, approximately $0.2 million of involuntary termination benefits have been paid and charged against the
restructuring liability.

Restructuring Reserve Adjustments. During the three months ended April 30, 2002, Net2Phone recognized a charge of $4.7 million related to the
elimination of specific connectivity and network related costs. As a result of successful settlement negotiations with vendors regarding
connectivity related cancellation charges, Net2Phone reversed during the three months ended October 31, 2002 $2.9 million of those previously
recognized charges. During the three months ended October 31, 2002 Net2Phone also reversed approximately $0.3 million of previously
recognized severance expense as a result of the subsequent retention of several individuals whose employment had been initially terminated. In
addition, Net2Phone also recognized approximately $1.0 million in additional costs associated with exiting certain businesses that were
discontinued or sold in prior fiscal years.

Separation Agreements. Effective October 23, 2001, Howard Balter resigned as Net2Phone s Chief Executive Officer. Pursuant to an agreement
between Mr. Balter and Net2Phone, Mr. Balter waived various rights under his employment agreement, entered into a 30 month restrictive
non-compete covenant and agreed to provide consulting services for a 15 month period, all in exchange for settlement of various loans from
Net2Phone and the guarantee of continued benefits for a similar period. As a result of this agreement, Net2Phone incurred a charge of $5.9
million and $0.9 million for the three months ended October 31, 2001 and 2002, respectively, and expects to incur future charges of
approximately $1.1 million relating to this separation agreement. In January 2002, Ilan Slasky tendered his resignation as Net2Phone s Chief
Financial Officer. Mr. Slasky s resignation became effective upon his successor s assumption of the responsibility in March 2002. Pursuant to an
agreement between Mr. Slasky and Net2Phone, Mr. Slasky waived all of his rights under his employment agreement, entered into a 2 year
restrictive non-compete covenant and agreed to provide consulting services for a 4 year period, all in exchange for settlement of various loans
with Net2Phone and the guarantee of continued benefits for a similar period. As a result of this agreement, Net2Phone incurred a charge of $0.2
million for the three months ended October 31, 2002, and expects to incur future charges of approximately $1.6 million relating to this
separation agreement.
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Income (Loss) from Operations. Income (loss) from Net2Phone s operations was $8.9 million of loss in the three months ended October 31, 2001

versus $45.5 million of income in the three months ended October 31, 2002. Included in income from Net2Phone s operations for the three

months ended October 31, 2002 was a $58.4 gain on settlement by Net2Phone of litigation and $5.2 million of restructuring, severance and
impairment charges.
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Included in Net2Phone s loss from operations for the three months ended October 31, 2001 was restructuring, severance and impairment charges
of $5.9 million.

Corporate

Our Corporate costs consist of corporate services, such as treasury management costs, corporate governance costs, public relations, corporate
management and legal costs, corporate insurance, and other general corporate expenses, as well as depreciation expense on corporate assets.
Such corporate services are shared generally by our other operating segments, and are not allocable to any specific segment. Corporate does not
generate any revenues, nor does it incur any direct cost of revenues.

Selling, General and Administrative. We recorded $5.5 million in corporate overhead in the three months ended October 31, 2001, compared to
$7.9 million recorded in the three months ended October 31, 2002. As a percentage of our total consolidated revenue, corporate selling, general
and administrative expenses amounted to 1.6% in the three months ended October 31, 2001, compared to 1.8% in the three months ended
October 31, 2002.

Depreciation and Amortization. Corporate s depreciation expense remained constant at $0.7 million for the three months ended October 31, 2001
and 2002.

Loss from Operations. Corporate s loss from operations was $6.2 million in the three months ended October 31, 2001, compared to $8.5 million
recorded in the three months ended October 31, 2002, as a result of the higher absolute level of selling, general and administrative costs.

Liquidity and Capital Resources

General

Historically, we have satisfied our cash requirements through a combination of cash flow from operating activities, sales of equity and debt
securities and borrowings from third parties. Additionally, we received approximately $1.0 billion from the sale of Net2Phone Class A common
stock to AT&T in August 2000. Since that time, our cash requirements have been satisfied for the most part through our existing cash, cash
equivalents and marketable securities balances.

As of October 31, 2002, we had cash, cash equivalents and marketable securities of approximately $1.1 billion, which includes $119.5 million
held by Net2Phone, and working capital of approximately $872.1 million. We generated cash flow from operating activities of approximately
$15.0 million and $10.6 million during the three months ended October 31, 2002 and 2001, respectively. Our cash flow from operations varies
significantly from quarter to quarter and from year to year, depending on the timing of operating cash receipts and payments, especially trade
accounts receivable and trade accounts payable. Gross trade accounts receivable, trade accounts payable and accrued expenses have generally
increased from period to period as our businesses have grown.
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We used approximately $105.4 million in cash to fund investing activities during the three months ended October 31, 2002. This compares to net
cash flows provided by investing activities of $103.6 million during the three months ended October 31, 2001. The primary use of cash used in
investing activities during the three months ended October 31, 2002 was the net purchases of $93.0 million of marketable securities (primarily
U.S. Government Agency Obligations). Our capital expenditure investments were approximately $9.0 million in the three months ended October
31, 2002, compared to approximately $12.5 million in the three months ended October 31, 2001, as we have continued to expand IDT Telecom s
international and domestic telecommunications network infrastructure. We have experienced a significant reduction in the cost of equipment
purchases, as a result of significant decreases in the prices of telecom equipment and related assets. The future minimum payments of principal
and interest on our capital lease obligations are $23.0 million, $24.8 million, $15.2 million, $11.2 million, and $1.4 million for the remainder of
Fiscal 2003, Fiscal 2004, Fiscal 2005, Fiscal 2006 and Fiscal 2007, respectively. Throughout Fiscal Year 2003, IDT anticipates making
considerable expenditures, designed to expand its global telecommunications network. Key elements of its network expansion plan for Fiscal
Year 2003 include the addition of a second international gateway switch in the UK, and another two international gateway switches in the U.S.
(which will bring IDT s total to six U.S. gateway switches). IDT also expects to expand its calling card platform in the U.S. In addition, IDT
anticipates making additional expenditures to upgrade its network in South America. For the full 2003

28

51



Edgar Filing: IDT CORP - Form 10-Q/A

fiscal year, we anticipate capital expenditures in the $50 million to $75 million range. This estimate is highly contingent upon several factors,
including, but not limited to, market prices for telecommunications equipment, the availability of such equipment in the distressed asset market
and the specific timing of our network expansion projects. We have generally adopted a strategy of investing in network expansion only as the
need arises, as dictated by our telecommunications traffic volumes. Therefore, the timing of our network expansion, and the coincident
purchases of property, plant and equipment, is highly dependent upon the timing and magnitude of the growth in our telecommunications
minutes-of-use. We expect to fund our purchases of property, plant and equipment from our operating cash flows and our cash, cash equivalents
and marketable securities balances. From time to time, we will also finance a portion of our capital expenditures through capital leases, with the
cost of such financing the primary consideration in determining our financing activity.

Our Board of Directors has authorized the repurchase of up to 45 million shares (adjusted for the May 2001 stock dividend) of our common
stock and Class B common stock. We have repurchased a total of 15.6 million (adjusted) shares under the share repurchase program through
Fiscal 2002, of which 6.2 million shares were retired as of July 31, 2002. No additional shares were purchased or retired during the three months
ended October 31, 2002.

We used $9.2 million and $25.0 million in cash flow for financing activities during the three months ended October 31, 2002 and 2001,
respectively. The decrease was primarily attributable to $15.3 million in IDT shares repurchased in the first quarter of Fiscal 2002, through our
stock buyback program, mentioned above. We received approximately $1.0 million in proceeds from the exercise of stock options during the
three months ended October 31, 2002 compared to $1.4 million received during the three months ended October 31, 2001.

We experience intense price competition in our telecommunications businesses. The long distance telecommunications industry has been
characterized by significant declines in both per-minute revenues and per-minute costs, as evidenced by IDT Telecom s experience during Fiscal
2002 and the three months ended October 31, 2002. During the three months ended October 31, 2002, IDT Telecom s average
revenue-per-minute was $0.108 per minute, down 17% from $0.130 per minute for the three months ended October 31, 2001. However, IDT
Telecom s average termination cost per-minute dropped approximately 16%, to $0.064 in the three months ended October 31, 2002, from $0.076
in the three months ended October 31, 2001.

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

We continued to fund our IDT Media segment throughout the first quarter of Fiscal 2003, incurring significant start-up, development, marketing
and promotional costs. Due to the start-up nature of many of our IDT Media businesses, the exact timing and magnitude of future revenues
remains difficult to predict. As such, we anticipate that IDT Media will continue to rely on us to fund its cash needs, including operating losses,
capital expenditures and potential acquisitions.

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

Our other current assets were $78.8 million at July 31, 2002 compared to $77.9 million at October 31, 2002. Gross trade accounts receivable
decreased slightly from $168.2 million to $167.8 million. The average age of our accounts receivable, as measured by number of days sales
outstanding, declined during the first quarter of Fiscal 2003, reflecting our efforts to reduce our exposure to financially unstable customers by
demanding shorter payment terms. Therefore, our overall revenue growth outpaced the increase in gross trade accounts receivable, serving to
reduce the number of days sales outstanding.

Due to the wide range of collection terms, future trends with respect to days sales outstanding generally depends on the proportion of total sales
made to carriers, who are often offered payment terms of 30 days or more, and prepaid calling card distributors, who generally receive payment
terms of less than 30 days. As such, the trends in days sales outstanding will depend, in large part, on the mix of wholesale (carrier) versus retail
(prepaid calling card distributor) customers. The reduction in days sales outstanding we experienced during the three months ended October 31,
2002, was due to our demand for shorter payment terms from many of our customers. As we anticipate that in the near term we will attempt to
continue to secure shorter payment terms from some of our customers, we could experience further declines in the average age of our trade
accounts receivable throughout the remainder of Fiscal 2003. Conversely, as we are willing to extend longer payment terms to more
credit-worthy customers, an increase in customers belonging to the highest credit classes, as a percentage of total customers, could lead to an
increase in days sales outstanding. In addition, if we restricted sales to financially unstable customers, regardless of the credit terms, the
proportion of higher-credit class customers will increase further, potentially leading to an increase in the average days sales outstanding. In
addition, days sales outstanding for our consumer long distance customers is usually longer than 30 days, given the timing of the billing cycle.
As the consumer long distance business continues to grow and to represent a larger portion of our retail telecommunications services revenues
and receivables, we expect that total retail days sales outstanding should increase accordingly. Therefore, due to the conflicting nature of the
above factors, future trends in days sales outstanding remain difficult to predict, and it is not possible at this time to determine whether recent
trends in days sales outstanding will continue.

The allowance for doubtful accounts as a percentage of trade accounts receivable increased from 23.3% at July 31, 2002, to 28.5% at October

31, 2002. The increase reflects primarily the growth in the number of consumer long distance customers, who have traditionally required a larger
reserve than do wholesale customers and retail calling card distributors. Although we anticipate that our customer base across all business

lines will continue its transition towards a more credit-worthy group, some of our existing trade accounts receivable are still related to sales made
to less credit-worthy customers.

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

Other Sources and Uses of Resources

We intend to, where appropriate, make strategic acquisitions to expand our telecommunications businesses. These acquisitions could include,
but are not limited to, acquisitions of telecommunications equipment, telecommunications network capacity, customer bases or other assets.
From time to time, we evaluate potential acquisitions of companies, technologies, products and customer accounts that complement our
businesses, particularly in light of the financial distress currently being encountered by many telecommunications firms. These conditions have
resulted in the availability for sale of numerous strategic assets and businesses. We will also consider making appropriate acquisitions that would
complement our IDT Media segment s portfolio of businesses. Consequently, we used approximately $1.9 million of our cash during the three
months ended October 31, 2002, to acquire various investments in other companies. We plan to continue to evaluate acquisition opportunities as
they are made available to us. In considering acquisitions, we will search for opportunities to profitably grow our existing businesses, to add
qualitatively to the range of businesses in the IDT portfolio, and to supplement our existing network expansion plans through the timely
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purchase from third parties of necessary equipment. At this time, we
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cannot guarantee that we will be presented with acquisition opportunities that meet our return on investment (ROI) criteria, or that our efforts to
acquire such companies that meet our criteria will be successful.

We believe that, based upon our present business plan, and due to the large balance of cash, cash equivalents and marketable securities we held
as of October 31, 2002, our existing cash resources will be sufficient to meet our currently anticipated working capital and capital expenditure
requirements and to fund any potential operating cash flow deficits within any of our divisions for at least the next twelve months. If our growth
exceeds current expectations or if we acquire the business or assets of another company, we might need to raise additional capital from equity or
debt sources. There can be no assurance that we will be able to raise such capital on favorable terms or at all. If we are unable to obtain such
additional capital, we may be required to reduce the scope of our anticipated expansion, which could have a material adverse effect on our
business, financial condition and/or results of operations.

The following tables quantify our future contractual obligations and other commercial commitments, which consist primarily of capital and
operating lease obligations as of October 31, 2002 (in millions):

Contractual Obligations

Payments Due by Period
Less than After
Total 1 year 1 3years 4 Syears 5years
Capital lease obligations $ 756 $ 296 $ 350 $ 11.0
Operating leases 443.3 78.8 107.0 87.6 169.9
Other long-term obligations (1) 23.5 23.5
Total contractual cash obligations $5424 $ 1319 $ 1420 $ 98.6 $169.9

(1) Consists of (i) our $6.3 million obligation to guarantee to AT&T the value of 1.4 million shares of IDT Class B common stock owned by
AT&T and (ii) Net2Phone s $17.2 million obligation to guarantee the value of 0.6 million shares of Net2Phone s common stock to certain
former shareholders of Aplio, a Net2Phone subsidiary.

Other Commercial Commitments

Payments Due by Period
Less than After
Total 1 year 1 3years 4 Syears 5 years
Standby letters of credit $32.1 $ 210 $ 8.1 $ 15 $ 15
Guarantees 3.1 3.1
Total commercial commitments $35.2 $ 21.0 $ 8.1 $ 15 $ 46

Foreign Currency Risk
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Revenues from our international operations accounted for 16.5% of our consolidated revenues for the three months ended October 31, 2002. A
significant portion of these revenues is in denominations other than the U.S. Dollar. Any foreign currency exchange risk that we are subject to is
mitigated by our ability to offset the majority of these non dollar-denominated revenues with operating expenses that are paid in the same
currencies. As such, the net amount of our exposure to foreign currency exchange rate changes is not material.

Recently Issued Accounting Standards

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities ( SFAS 146 ). SFAS 146 requires
companies to recognize costs associated with exit or disposal activities when they are incurred rather than at the date of a commitment to an exit

or disposal plan. Previous accounting guidance was provided by Emerging Issues Task Force ( EITF ) Issue No. 94-3, Liability Recognition for
Certain Employee
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Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring) ( EITF 94-3 ). SFAS 146 replaces
EITF 94-3. The Statement is to be applied prospectively to exit or disposal activities initiated after December 31, 2002. We do not expect the
adoption of SFAS 146 to have a material impact on our consolidated financial statements.

Item 3. Quantitative and Qualitative Disclosures About Market Risks.

The Securities and Exchange Commission s rule related to market risk disclosure requires that we describe and quantify our potential losses from
market risk sensitive instruments attributable to reasonably possible market changes. Market risk sensitive instruments include all financial or
commodity instruments and other financial instruments (such as investments and debt) that are sensitive to future changes in interest rates,
currency exchange rates, commodity prices or other market factors. We are not exposed to market risks from changes in commodity prices. We
are exposed to changes in interest rates primarily from our investments in cash equivalents and marketable securities. Under our current policies,
we do not use interest rate derivative instruments to manage our exposure to interest rate changes. We do not consider our market risk exposure
relating to foreign currency exchange to be material, as we generally have sufficient cash outflows based in these currencies to largely offset the
cash inflows based in these currencies, thereby creating a natural hedge. In order to mitigate the risk associated with the small amounts of
remaining net foreign exchange exposure, which we experience from time to time, we have, on occasion, entered into foreign exchange hedges.
In addition to but separate from our primary business, at times we hold a small portion of our total asset portfolio in hedge funds for speculative
and strategic purposes. As of October 31, 2002 our investments in such hedge funds was approximately $29.2 million. Investments in hedge
funds carry a significant degree of risk, which will depend to a great extent on correct assessments of the future course of price movements of
securities and other instruments. There can be no assurance that hedge fund money managers will be able to accurately predict these price
movements. The securities markets have in recent years been characterized by great volatility and unpredictability. Accordingly, the value of our
interests in these funds may go down as well as up and we may not receive, upon redemption, the amounts originally invested.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures. Our Chief Executive Officer and Chief Financial Officer have evaluated the effectiveness of
our disclosure controls and procedures (as such term is defined in Rules 13a-14(c) and 15d-14(c) under the Securities Exchange Act of 1934, as
amended (the Exchange Act )) as of a date within 90 days prior to the filing date of this quarterly report (the Evaluation Date ). Based on such
evaluation, such officers have concluded that, as of the Evaluation Date, our disclosure controls and procedures are effective at recording,
processing, summarizing and reporting, within the time periods specified in the SEC s rules and forms, the information that we are required to
disclose in our periodic reports filed or submitted under the Exchange Act.

Changes in Internal Controls. Since the Evaluation Date, there have not been any significant changes in the Company s internal controls or in
other factors that could significantly affect such controls.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

On February 15, 2000, Multi-Tech Systems, Inc. filed suit against Net2Phone and other companies in the U.S. District Court for the District of
Minnesota. Multi-Tech alleged that the defendant companies are infringing because they are providing the end users with the software necessary
to simultaneously transmit voice and data on their computers in the form of making a phone call over the Internet. On August 16, 2002,
following an initial hearing, called a Markman hearing, the Court issued an order construing the claims of all the patents in suit in way that
Net2Phone considers favorable to their non-infringement defenses. On October 31, 2002, the Court entered a consent judgment dismissing the
patent infringement claims asserted by Multi-Tech. On November 19, 2002, Multi-Tech filed an appeal with the U.S. Court of Appeals for the
Federal Circuit.

Four substantially similar class-action lawsuits were filed in the U.S. District Court for the Southern District of New York on behalf of all

persons who acquired Net2Phone stock between July 29, 1999 and December 6, 2000. Net2Phone, certain of Net2Phone s executive officers,
directors and underwriters involved in Net2Phone s initial public offering are named as defendants in these complaints. The complaints allege, in
part, that certain underwriters of Net2Phone s initial public offering violated federal securities laws by failing to disclose that they had solicited
and received undisclosed commissions and allocated shares in Net2Phone s public offering to those investors in exchange for their agreement to
purchase Net2Phone shares in the after-market at pre-determined prices. The complaints also allege that, whether or not Net2Phone and the
named executives were aware of the underwriters arrangements, Net2Phone and the named executives have statutory liability under the federal
securities laws for issuing a registration statement in connection with Net2Phone s initial public offering that failed to disclose that these
allegedly undisclosed arrangements existed. The allegations in the suits against Net2Phone are substantially the same as those in suits that have
been filed against more than 100 other companies that conducted their initial public offerings at or about the same time. The deadline for all
defendants to respond to the complaints has been extended by the court to which the various cases have been assigned. Net2Phone s underwriting
agreement with Net2Phone s underwriters provides for indemnification of Net2Phone and its executives and directors for liabilities arising out of
misstatements in Net2Phone s registration statement attributable to material non-disclosures by the underwriters. Net2Phone intends to pursue the
indemnification claims against the underwriters. In addition, Net2Phone maintains directors and officers liability insurance coverage, which is
expected to substantially cover the costs of defending the various suits.

On January 29, 2001, we filed a complaint with the U.S District Court for the District of New Jersey against Telefonica S.A., Terra Networks,
S.A., Terra Networks, U.S.A., Inc. and Lycos, Inc. The complaint asserts claims against the defendants for, among other things, breaches of
various contracts, breach of fiduciary duty, securities violations, fraudulent misrepresentation, negligent misrepresentation, fraudulent
concealment and tortious interference with prospective economic advantage. We subsequently filed an amended complaint. The defendants filed
an answer to the amended complaint, and Terra Networks, S.A. filed a counterclaim for breach of contract alleging that we were required to pay
to Terra Networks, S.A. $3.0 million, and failed to do so. In September 2002, we filed a Motion for Leave to File a Third Amended Complaint
to include allegations of a Section 20(a) violation, which is a securities fraud claim against the defendant. The Federal Magistrate granted that
application. The defendants filed objections with the District Court Judge and we filed opposition. We are awaiting the decision of the District
Court judge. Discovery is proceeding and depositions of the parties have been scheduled for January 2003.

On May 25, 2001, we filed a statement of claim with the American Arbitration Association naming Telefonica Internacional, S.A. as the
Respondent. The statement of claim asserts that we and Telefonica entered into a Memorandum of Understanding ( MOU ) that involved, among
other things, the construction and operation of a submarine cable network around South America ( SAm-I ). We are claiming, among other things,
that Telefonica breached the MOU by: (1) failing to negotiate SAm-I agreements; (2) refusing to comply with the equity provisions of the MOU;
(3) refusing to sell capacity and backhaul capacity pursuant to the MOU; and (4) failing to follow through on the joint venture. Telefonica has
responded to IDT s statement of claim and has filed a statement of counterclaim which alleges, among other things: (1) fraud in the inducement;
(2) tortious interference with prospective business relations; and (3) breach of the obligations of good faith and fair dealing and seeks declaratory
and injunctive relief. Discovery is in its final stages and both parties have submitted expert reports. The arbitration is ongoing and is expected to
continue into 2003.

59



Edgar Filing: IDT CORP - Form 10-Q/A

33

60



Edgar Filing: IDT CORP - Form 10-Q/A

In September 2001, Alfred West filed a complaint against us and our wholly owned subsidiary, IDT Telecom, Inc., in the U.S. District Court for
the District of New Jersey seeking monetary damages of $25 million for alleged breach of contract, breach of implied covenant of good faith and
fair dealing, fraud, negligent misrepresentation, promissory estoppel, quantum meruit, tortious interference and unfair competition. We filed
counterclaims for fraud, negligent misrepresentation, breach of fiduciary duty, tortious interference and breach of contract. The parties have
completed fact discovery. Expert discovery is expected to be completed by the end of February 2003, and motions for summary judgment are
expected to be filed by February 21, 2003.

The acquisition of certain domestic telecommunications assets formerly owned by Old Winstar was approved by the U.S. Bankruptcy Court for
the District of Delaware on December 19, 2001 (the Sale Order ). Although many of the purchased assets were transferred to Winstar on the date
of the Sale Order, the transfer of certain of Old Winstar s regulated telecommunications assets, including its customer base, was subject to a
number of federal and state regulatory approvals and to Winstar s obtaining the necessary telecommunications facilities and services necessary to
serve the customers it agreed to purchase from Old Winstar. Subsequently, Winstar entered into interconnection agreements with certain

regional bell operating companies ( RBOCs ) and has sought to use services and facilities obtained pursuant to those agreements and pursuant to
RBOC tariffs to complete its network and therefore to be able to transition the customers from service by Old Winstar to Winstar.

Although all of the regulatory approvals necessary for this transition have now been issued, the RBOCs have asserted that Winstar is

nevertheless not entitled to obtain uninterrupted services under their interconnection agreements and tariffs unless the RBOCs receive payment

of approximately $40 million, in the aggregate, allegedly owed by Old Winstar for access to RBOC facilities and circuits. Based on the claim

that Winstar must pay this cure amount as a condition of receiving uninterrupted service, the RBOCs have refused in certain instances to provide
facilities and service to Winstar that it needs in order to serve its customers directly. As a result, Winstar is operating the business of Old Winstar
pursuant to a management agreement approved by the Bankruptcy Court, and is providing services to the customers on behalf of Old Winstar.

Winstar contends that, even were it to assume the Old Winstar contracts with the RBOCs, the amounts set forth in the RBOCs proofs of claim
greatly exceed any reasonable cure for facilities and services that Winstar seeks to obtain from the RBOCS, since the claims include significant
amounts that Old Winstar owed for services and facilities that Winstar has not requested, and does not need to be able to provide services to the
customers following the transition. Winstar also disputes the RBOCs claims that they are not obligated to provide services and facilities to
Winstar without an assumption or assignment of the Old Winstar contracts and a payment of cure amounts. In response to the RBOCs refusal to
provide service, on April 17, 2002, Winstar filed an Emergency Petition for a Declaratory Ruling with the Federal Communications Commission
( FCC ) (Inc. Docket No. 02-80) asking that the FCC declare that the refusal of the RBOCs to provide the requested services and facilities
pursuant to their interconnection agreements and tariffs, and their refusal to transition such services in a manner that does not interrupt services

to the customers, is unreasonable and therefore unlawful under federal law. In response, one RBOC (Verizon) filed a counter-petition asking that
the FCC declare that the federal telecommunications laws do not require it to provide facilities and services to Winstar without cure of Old
Winstar s debts. A number of parties filed comments in the FCC proceeding on both sides of the issue and the proceeding is still pending at the
FCC.

In addition, faced with likely termination of service by certain RBOCs to Old Winstar customers in violation of the Telecommunications Act of

1996 and a number of FCC regulations, Winstar sought injunctive relief (in addition to other remedies) in the U.S. District Court for the District

of New Jersey against Verizon, Qwest Corp. ( Qwest ) and Qwest Communications Corp. ( QCC ) to prevent them from discontinuing underlying
services which would prevent Winstar from providing service to its customers. Certain interim relief was secured, and Verizon, Qwest and QCC
subsequently agreed not to terminate service without appropriate notice to Winstar. This action is ongoing.

The RBOC:s further contend that the provision in the Sale Order requiring them to continue serving Old Winstar and its subsidiaries expired on
or about April 18, 2002. Winstar promptly moved to enforce that provision of the Sale Order did not expire on April 18, 2002, but the
Bankruptcy Court denied its motion. Winstar has appealed the denial of that motion to the U.S. District Court for the District of Delaware. In
addition, Winstar asked the District Court for interim relief during the pendency of its appeal to stay the RBOCs and other service providers
from cutting off service until the appeal is decided. The District Court has not yet ruled on that request, but has temporarily
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ordered that service providers, including the RBOCs, may not terminate service or otherwise affect Winstar s business without permission of the
Court.

During preliminary status hearings before the District Court on May 24 and June 4, 2002, the RBOCs and Winstar advised the Court of their
willingness to enter into settlement discussions and/or non-binding mediation in an attempt to resolve their disputes. Those settlement
discussions and mediations are ongoing, and the District Court appeal is still pending. It is too soon to predict whether settlements will be
reached with any or all of the RBOCs or, if so, to quantify the monetary effect of such settlements, if any, on Winstar. To the extent that a
settlement agreement is not reached with any or all of the RBOCs, the Company expects that the appellate proceedings will resume. One

possible outcome of an adverse ruling by the District Court on either the interim relief requested by Winstar or on the merits of the case could be
to permit the RBOCs to terminate services that are being provided to Winstar s customers and therefore to prevent the uninterrupted transition of
those customers to Winstar service. A status conference was held on November 8, 2002. Settlement discussions are still ongoing and Winstar
believes that it is close to reaching a resolution with Verizon, Qwest and BellSouth.

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

On or about July 25, 2002, PT-1 Communications, Inc. filed a summons and complaint against IDT and its subsidiaries IDT Netherlands, B.V.,
IDT Telecom and IDT Domestic Telecom, Inc. in the U.S. Bankruptcy Court for the Eastern District of New York. PT-1 seeks (a) to recover
damages for certain fraudulent transfers of property of the Debtor s bankruptcy estate, (b) to recover damages for unjust enrichment, and (c) to
recover damages from breaches under the agreement between the parties for the sale of the Debtor s debit card business to IDT and such
subsidiaries, including IDT s and such subsidiaries alleged failure to remit payment for use of certain telecommunication and platform services
on or through PT-1 switches. IDT and such subsidiaries served their answer on September 18, 2002. The parties exchanged initial disclosures.
The Company cannot yet quantify its exposure.

On March 19, 2002, Net2Phone filed suit in the U.S. District Court for the District of New Jersey against Cisco Systems, Inc. and a Cisco
executive who had been a member of the board of directors of ADIR Technologies, Inc., a subsidiary of Net2Phone. The suit arose out of the
relationships that had been created in connection with Cisco s and Net2Phone s original investments in ADIR and out of ADIR s subsequent
purchase of NetSpeak, Inc. in August 2001. In July 2002, Net2Phone and ADIR agreed to settle the suit and all related claims against Cisco and
the Cisco executive in exchange for: (i) the transfer, during the first quarter of Fiscal 2003, to Net2Phone of Cisco s and Softbank Asia
Infrastructure Fund s respective 11.5% and 7.0% interests in ADIR, and (ii) the payment by Cisco, during such quarter, of $19.5 million to
Net2Phone and ADIR. As a result of this settlement, Net2Phone recognized for the quarter ended October 31, 2002, a gain of $58.4 million
consisting of a $38.9 million reduction in minority interests as a result of the transfer of the ADIR shares and receipt of settlement proceeds of
$19.5 million less the $1.6 million of legal and other expenses related to the settlement that were recorded in Net2Phone s fiscal year ended July
31, 2002.

On or about September 16, 2002, a complaint was filed by Mark B. Aronson in the Court of Common Pleas of Allegheny County, Pennsylvania
seeking certification of a class consisting of consumers who were charged a fee when we switched underlying carriers from Global Crossing to
AT&T. At this time, we cannot yet quantify our exposure.

On or about September 19, 2002, a complaint was filed by Ramon Ruiz against us and Union Telecard Alliance, LLC in the Supreme Court of
the State of New York seeking certification of a class consisting of consumers who allegedly purchased and used our pre-paid calling cards and
were charged any fee that was not specifically disclosed on the card packaging prior to purchase. The complaint seeks damages in excess of
$100 million. We filed our answer on November 19, 2002.
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On or about October 11, 2002, a complaint was filed by Paul Zedeck against us and Union Telecard Alliance LLC in the Circuit Court of the
15th Judicial Circuit in and for Palm Beach County, Florida, seeking certification of
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a class consisting of consumers who allegedly purchased and used our prepaid calling cards and were charged any fee that was not specifically
disclosed on the card packaging prior to purchase. The damages sought have not yet been quantified. We filed an answer on December 6, 2002.
We are still evaluating the potential impact and our approach to contesting the claims or attempts to certify the classes.

On or about October 18, 2002, a complaint was filed by Morris Amsel against us and IDT Telecom Alliance LLC in the Supreme Court of the
State of New York seeking certification of a class consisting of consumers who allegedly purchased our calling cards. Plaintiff s complaint
relates to payphone charges and international rates. The complaint seeks damages of not less that $100 million. On or about November 21, 2002,
we served an answer to the complaint. We are still evaluating the potential impact and our approach to contesting the claims or attempts to
certify the class.

On or about October 24, 2002, Winstar filed suit against Superior Logistics Management Services, Inc. ( Superior ) in the U.S. District Court for
the Eastern District of Virginia. The complaint alleges counts for breach of contract, conversion and detinue. Winstar is seeking approximately
$50 million in damages, plus punitive damages, costs, and attorney s fees. Superior has been served with the complaint. On or about November
15, 2002, Superior filed its answer with the Court.

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

Item 2. Changes in Securities and Use of Proceeds

Pursuant to an Agreement and Plan of Merger dated March 4, 2002 among IDT Corporation, IDT Beltway Acquisition Corp., Beltway
Communications Corp. and the sole stockholder of Beltway Communications Corp., the Company issued 261,356 shares of its Class B common
stock, par value $.01 per share, in July 2002 and an additional 1,636 shares of its Class B common stock, par value $.01 per share, in October
2002 to Sondra Linden in exchange for 100% of the equity interests in Beltway Communications Corp.

This issuance was made under the exemption from registration provided by Section 4(2) of the Securities Act of 1933, as amended, being a
transaction not involving any public offering. No underwriters were involved in the issuance of the above-described securities.

Item 3. Defaults Upon Senior Securities

None

Item 4. Submission of Matters to a Vote of Security Holders

None.
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Item 5. Other Information

None

Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits:

Exhibit

Number Description

31.1% Certification of Chief Executive Officer pursuant to 17 CFR 240.13a-14(a), as adopted pursuant to §302 of the Sarbanes-Oxley
Act of 2002.

31.2% Certification of Chief Financial Officer pursuant to 17 CFR 240.13a-14(a), as adopted pursuant to §302 of the Sarbanes-Oxley
Act of 2002.

32.1% Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to §906 of the Sarbanes-Oxley
Act of 2002.

32.2% Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to §906 of the Sarbanes-Oxley
Act of 2002.
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* Filed herewith.

(b) Reports on Form 8-K.

1. On August 28, 2002, the Company filed Amendment No.1 to its Current Report on Form 8-K originally filed on January 3, 2002.

2. On October 29, 2002, the Company filed a report on Form 8-K related to Commission Order No. 4-460 (June 27, 2002), and the published
statement of the Commission Staff (July 29, 2002), attaching copies of the sworn statements of James A. Courter, Chief Executive Officer, and
Stephen R. Brown, Chief Financial Officer.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

IDT CORPORATION

By: /s/ James A. Courter

September 3, 2003 James A. Courter
Chief Executive Officer and Vice-Chairman
(Principal Executive Officer)

By: /s/ Stephen R. Brown

September 3, 2003 Stephen R. Brown
Chief Financial Officer
(Principal Financial Officer)
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