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PART I - FINANCIAL INFORMATION

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

AND COMPREHENSIVE INCOME

(Unaudited)
Three Months Ended Nine Months Ended
Sept. 30, Sept. 30,
(Amounts in millions, except per share amounts)
2005 2004 2005 2004
Revenues $ 6448 $ 6399 $19125 $1,815.5
Operating Costs and Expenses
Cost of providing services and products sold 391.3 394.9 1,183.3 1,123.6
Selling, general and administrative 130.1 132.6 396.0 374.8
Research and development costs 20.0 21.3 57.3 58.9
Depreciation 31.5 31.6 93.8 87.6
Amortization 4.9 5.9 16.3 15.9
Restructuring 8.9
Total costs and expenses 577.8 586.3 1,755.6 1,660.8
Operating Income 67.0 53.6 156.9 154.7
Equity in Earnings (Loss) of Cellular Partnerships 7.4 (0.6) 17.0 1.0
Other Expense, net (0.1) 2.4) (1.1) 4.6)
Interest Expense 5.9) (3.0) (15.6) (6.7)
Income Before Income Taxes 68.4 47.6 157.2 144.4
Income Tax Expense 26.0 17.5 58.0 53.1
Net Income $ 424 $ 301 $ 992 $ 913
Other Comprehensive Loss, net of tax:
Foreign currency translation adjustments $ 71 $ 66 $ 63 $ 4.2
Unrealized gains (losses) on cash flow hedging 4.2 9.2 9.4) 4.5)
Total other comprehensive income (loss) 11.3 15.8 3.1) 0.3)
Comprehensive Income $ 537 $ 459 $ 961 $ 91.0
Earnings Per Common Share
Basic $ 030 $ 021 $ 071 $ 0.64
Diluted $ 030 $ 021 $ 069 $ 0.63
Average Common Shares Outstanding
Basic 139.2 140.6 140.3 141.6
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Diluted 142.2 144.9 143.0 145.5

See Notes to Consolidated Financial Statements.
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Form 10-Q Part I Convergys Corporation

CONDENSED CONSOLIDATED BALANCE SHEETS

(Amounts in Millions)

(Unaudited)

September 30, December 31,
2005 2004

ASSETS
Current Assets
Cash and cash equivalents $ 49.3 $ 58.4
Receivables, less allowances of $13.7 and $17.9 521.5 4473
Prepaid expenses and other current assets 86.7 87.1
Total current assets 657.5 592.8
Property and equipment - net 397.7 416.6
Goodwill - net 869.5 855.0
Other intangibles - net 50.7 58.0
Investment in Cellular Partnerships 48.1 34.6
Deferred charges 152.5 151.6
Deferred income tax benefits 51.0 46.2
Other assets 43.1 53.3
Total Assets $ 2,270.1 $ 2,208.1
LIABILITIES AND SHAREHOLDERS EQUITY
Current Liabilities
Debt maturing within one year $ 96.1 $ 49.5
Payables and other current liabilities 464.5 5279
Total current liabilities 560.6 577.4
Long-term debt 298.9 302.2
Other long-term liabilities 52.6 43.2
Total liabilities 912.1 922.8
Shareholders Equity
Preferred shares  without par value, 5.0 authorized
Common shares  without par value, 500.0 authorized; 176.3 and 175.3 issued and outstanding 893.5 873.6
Treasury shares 36.6 shares in 2005 and 33.3 in 2004 (616.6) (573.3)
Retained earnings 1,046.1 946.9
Accumulated other comprehensive income 35.0 38.1
Total shareholders equity 1,358.0 1,285.3
Total Liabilities and Shareholders Equity $ 2,270.1 $ 2,208.1



Edgar Filing: CONVERGYS CORP - Form 10-Q

See Notes to Consolidated Financial Statements.
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Form 10-Q Part I Convergys Corporation

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Nine Months Ended
Sept. 30,
(Amounts in millions)
2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 99.2 $ 913
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 110.1 103.5
Deferred income tax expense (benefit) (1.0) 36.6
Cellular Partnerships earnings in excess of distributions (17.0) 0.9)
Income tax benefit (expense) from stock option exercises 1.2 0.4)
Stock compensation expense 16.5 11.4
Proceeds from (decrease in) amounts sold under receivables securitization, net (100.0) 15.0
Changes in assets and liabilities, net of effects from acquisitions:
Decrease (increase) in receivables 28.8 (54.3)
Increase in other current assets (13.8) (12.6)
Increase in deferred charges (0.9) 2.0)
Decrease in payables and other current liabilities (56.5) (8.2)
Other, net 15.2 9.2
Net cash provided by operating activities 81.8 188.6
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (80.8) (112.6)
Investment in Cellular Partnerships (0.8)
Return of capital from Cellular Partnerships 4.3 9.3
Acquisitions, net of cash acquired (15.8) (195.4)
Net cash used in investing activities (93.1) (298.7)
CASH FLOWS FROM FINANCING ACTIVITIES
Borrowings of debt, net 43.3 146.7
Repurchase of common shares (43.3) (26.3)
Issuance of common shares 2.2 2.5
Net cash provided by financing activities 22 122.9
Net (decrease) increase in cash and cash equivalents ©.1) 12.8
Cash and cash equivalents at beginning of period 58.4 37.2
Cash and cash equivalents at end of period $ 493 $ 50.0

See Notes to Consolidated Financial Statements.



Edgar Filing: CONVERGYS CORP - Form 10-Q



Edgar Filing: CONVERGYS CORP - Form 10-Q

Form 10-Q Part I Convergys Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Millions Except Per Share Amounts)

(Unaudited)

(1) BACKGROUND AND BASIS OF PRESENTATION

Convergys Corporation (the Company or Convergys) is a global leader in providing customer care, human resource and billing services. The
Company has two reporting segments: (i) the Customer Management Group (CMG), which provides outsourced customer care and human
resource services; and (ii) the Information Management Group (IMG), which provides outsourced billing and information services and software.
The Company has developed a base of recurring revenues by providing value-added billing, customer care and human resource solutions for its
clients, generally under long-term contracts.

These financial statements have been prepared pursuant to the rules and regulations of the Securities and Exchange Commission (SEC) and, in
the opinion of management, include all adjustments necessary for a fair presentation of the results of operations, financial position and cash
flows for each period shown. All adjustments are of a normal and recurring nature. Certain information and footnote disclosures normally
included in financial statements prepared in accordance with generally accepted accounting principles have been condensed or omitted. Interim
financial statements are not necessarily indicative of the financial position or operating results for an entire year. These interim financial
statements should be read in conjunction with the audited financial statements and the notes thereto included in the Company s annual report on
Form 10-K for the period ended December 31, 2004. Certain prior period amounts have been reclassified to conform to current period
presentation.

The Company files annual, quarterly, special reports and proxy statements with the SEC. These filings are available to the public over the

Internet on the SEC s Web site at http://www.sec.gov and on the Company s Web site at http://www.convergys.com. You may also read and copy
any document the Company files with the SEC at its public reference facilities in Washington, D.C. You can also obtain copies of the documents
at prescribed rates by writing to the Public Reference Section of the SEC at 450 Fifth Street, N.-W., Washington, D.C. 20549. Please call the SEC
at 1-800-SEC-0330 for further information on the operation of the public reference facilities. You can also inspect reports, proxy statements and
other information about Convergys at the offices of the New York Stock Exchange, 20 Broad Street, New York, New York 10005.

(2) RECENT ACCOUNTING PRONOUNCEMENTS

In December 2004, the Financial Accounting Standards Board issued SFAS No. 123 (Revised 2004), Share-Based Payment (SFAS No. 123R).
This pronouncement requires all share-based payments to employees, including grants of employee stock options, to be recognized in the
financial statements based on their fair values. The Company was originally required to adopt SFAS No. 123R beginning July 1, 2005. However,
as a result of the announcement made by the Securities and Exchange Commission on April 14, 2005 regarding the adoption of SFAS No. 123R,
the Company now has until January 1, 2006 to adopt the pronouncement. The adoption of this pronouncement is expected to result in
approximately $1 of incremental stock compensation expense in 2006.
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Form 10-Q Part I Convergys Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Millions Except Per Share Amounts)

(Unaudited)

(3) ACQUISITIONS

In August 2005, the Company acquired the finance and accounting business process outsourcing business of Deloitte Consulting Outsourcing
LLC, a subsidiary of Deloitte Consulting LLP. This business provides finance and accounting outsourcing services to clients in multiple
industries ranging from communications to retail to professional services. This acquisition expands the Company s outsourcing capabilities and is
expected to help enable it to address the full service outsourcing needs of its clients. The Company paid approximately $5 for this acquisition of
which $2.3 and $1.9 was allocated to goodwill and identifiable intangibles, respectively.

In November 2004, the Company acquired Finali Corporation (Finali) for approximately $25 in cash. Finali is a contact center analytics firm that
specializes in customer-driven business transformation and addresses the specific needs of the in-house contact center market. Finali provides
Convergys a suite of differentiated, premium services and helps enable Convergys to create industry-specific benchmark data on customer
interactions to help clients identify and address gaps in business performance more quickly and effectively.

In May 2004, the Company acquired 100% of the outstanding shares of Encore Receivable Management, Inc. (Encore), a Kansas-based provider
of accounts receivable management and collection services. This transaction provides CMG entry into the accounts receivable management
market and the ability to expand its business process outsourcing capabilities. The purchase price was $60. This includes a $7.0 purchase price
adjustment paid during the third quarter of 2004, which was based on working capital acquired. In July 2005, the Company paid approximately
$7 in earn-out payments to the sellers. The Company may have to pay the sellers additional earn-out payments of up to $7 depending on future
operating performance.

In May 2004, the Company also acquired 100% of the outstanding shares of DigitalThink, Inc. NASDAQ: DTHK), a custom e-learning
company (DigitalThink). DigitalThink s solutions include consulting services, simulations, custom online course development and a scalable
platform for on-demand course delivery. With this acquisition, Convergys is able to (i) provide its clients customized, on-demand courses;

(ii) expand its capabilities in the human resource business process outsourcing market to meet the needs of large global organizations for full
service learning solutions, including consulting and course design, development, delivery and administration; and (iii) support its human
resource and customer care clients more efficiently by accelerating the effectiveness of customer support teams through on-the-job training for
client programs. Convergys paid approximately $131 for the purchase of DigitalThink, including transaction costs.

Additionally, in May 2004, the Company acquired 100% of the outstanding shares of WhisperWire, Inc. (WhisperWire), a provider of
industry-specific sales effectiveness software. WhisperWire s PowerSell& software complements Convergys Infiny® business support system
for ordering, billing and customer care for converged voice, data and video services. The acquisition enables Convergys to offer communications
providers a complete solution to drive more effectively their sales process from lead-to-cash. In April 2004, the Company acquired 100% of the
outstanding shares of two Singapore-based companies, Out-Smart.com Pte. Ltd. and i-Benefits Pte. Ltd., in order to expand its outsourcing
capabilities. Both companies provide a range of human resource and benefits services to companies in the Asian Pacific region. The combined
purchase price of these three acquisitions was approximately $23.

10
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Form 10-Q Part I Convergys Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Millions Except Per Share Amounts)

(Unaudited)

The following is a summary of the purchase price allocation related to the above acquisitions made by the Company during 2004:

Total purchase price, less $16.3 in acquired cash $229.8
Allocation:

Accounts receivable and other current assets $ 157

Tangible assets 13.7

Acquired software 12.5

Customer relationships 26.1

Non-compete agreements 2.6

Goodwill 132.5

Deferred tax assets (operating tax carryforwards) 63.0

Other assets 0.3

Current liabilities (26.4)
Deferred tax liabilities (6.8)
Debt 3.0)
Other liabilities 0.4)

The following unaudited pro forma information summarizes the combined results of operations of the Company and the businesses that were
acquired in 2004 as though the acquisitions had occurred at the beginning of 2004.

Three Months Ended Nine Months Ended
Sept. 30, 2004 Sept. 30, 2004
Revenues $ 642.1 $ 1,856.8
Net income 29.5 76.1
Diluted earnings per share $ 0.20 $ 0.52

The pro forma results above are not necessarily indicative of the operating results that would have occurred if the acquisitions had been in effect
on the date indicated, nor are they necessarily indicative of future results of the acquired companies.

On December 31, 2003, the Company acquired certain billing and customer care assets from ALLTEL Communications Inc., a subsidiary of
ALLTEL Corporation (ALLTEL), for $37. Through the third quarter of 2005, the Company paid $4.2 in earn-out payments to ALLTEL. The
Company may have to pay ALLTEL additional earn-out payments of approximately $4 depending on future performance. As part of the
acquisition, Convergys began providing billing services to more than 10.5 million additional wireless and wireline subscribers, and added
several new companies to its list of billing clients including Cingular Wireless LLC (Cingular), Centennial Communications and Commonwealth
Telephone.

12
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(4) BUSINESS RESTRUCTURING AND ASSET IMPAIRMENT

2005 Restructuring

To position itself for profitable growth by streamlining its Customer Management and corporate operations, the Company initiated a
restructuring plan during the second quarter of 2005 that resulted in a charge of $8.9. Of the $8.9 charge, $8.3 pertains to CMG and $0.6 pertains
to corporate. The actions, which affected approximately 300 professional and administrative employees, were substantially completed during the
third quarter of 2005. The severance benefits are being paid pursuant to the Company s existing severance plans and employment agreements.
$7.7 of the charge is cash related, while the remaining $1.2 consists of a non-cash charge resulting from the acceleration of equity-based awards.

13
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Form 10-Q Part I Convergys Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Millions Except Per Share Amounts)

(Unaudited)

Restructuring liability activity for the second quarter 2005 plan consisted of the following:

Cash portion of charge $ 7.7

Severance payments (6.3)

Balance at September 30, 2005 $ 14
2004 Restructuring

As discussed more fully in the Business Restructuring and Asset Impairment section of the Notes to Financial Statements in the Company s
Annual Report on Form 10-K for the year ended December 31, 2004, the Company initiated a restructuring plan during the fourth quarter of
2004 that affected approximately 750 professional and administrative employees worldwide. This resulted in a fourth quarter of 2004 severance
charge of $36.7, $32.3 of which was cash-related. $3.3 of the charge reflected a non-cash charge resulting from the acceleration of equity-based
awards. The remaining $1.1 of the charge consisted of curtailment charges related to the Company s supplemental executive retirement plan and
special termination benefit charges related to the Company s post-retirement plan.

The reduction in force took place through a combination of voluntary and involuntary separations. The severance benefits for the involuntary
separations were paid pursuant to the Company s existing severance plans or employment agreements. The voluntary terminations were
substantially completed in 2004. The Company completed the involuntary separations during the second quarter of 2005. As of September 30,
2005, the Company had paid $29.7 of the expected $32.4 in cash severance costs. The remaining amounts will be paid during the remainder of
2005 and the early part of 2006.

Restructuring liability activity for the 2004 plan consisted of the following:

Balance at January 1, 2005 $ 269

Severance payments (24.3)

Other 0.1

Balance at September 30, 2005 $ 27
2002 Restructuring

14
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The Company initiated a restructuring plan during the fourth quarter of 2002 that included a reduction in headcount affecting professional and
administrative employees worldwide and the consolidation or closure of certain CMG and IMG facilities. The restructuring plan resulted in
$26.0 of severance costs, $62.3 of facility abandonment costs associated with ongoing lease obligations and $6.7 of asset impairments for the
disposal of leasehold improvements and equipment for the facilities that the Company had abandoned by the end of 2002. The Company also
recorded an additional $12.7 in asset impairments, consisting principally of purchased software that the Company will not deploy or further
market.

The facility abandonment component of the charge was equal to the future costs associated with those abandoned facilities, net of the proceeds

from any probable future sublease agreements. The Company used estimates, based on consultation with real estate advisors, to determine the
amount of proceeds from any future sublease agreements. The Company will continue to evaluate its estimates in recording the facilities
abandonment charge. As a result, there may be additional charges or reversals in the future.

These actions are expected to result in cash costs of $80.9, of which the Company had spent $57.6 through the third quarter of 2005. These
initiatives resulted in approximately 1,350 headcount reductions. The remaining $23.3 reflects facility abandonment costs, which will be paid
over several years until the leases expire.

15
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Form 10-Q Part I

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Millions Except Per Share Amounts)

(Unaudited)

Restructuring liability activity for the 2002 plan consisted of the following:

Balance at January 1
Severance payments
Facility abandonment costs
Other

Balance at September 30

(5)  GOODWILL AND OTHER INTANGIBLE ASSETS

2005

$32.6

8.2)
(1.1)

$23.3

Convergys Corporation

2004

$ 59.2
(5.3)
(13.8)
0.5

$ 40.6

The Company is required to test goodwill for impairment annually and at other times if events have occurred or circumstances exist that indicate
the carrying value of goodwill may no longer be recoverable. The Company performed its annual impairment tests during the fourth quarter of

2004 and concluded that no goodwill impairment existed.

Goodwill increased to $869.5 at September 30, 2005 from $855.0 at December 31, 2004, as a result of acquisitions, including earn-out

payments, and currency translation adjustments.

As of September 30, 2005, the Company s other intangible assets acquired through business combinations consisted of the following:

Gross Carrying

Accumulated
Amortization Net
$ (34.0) $10.3

(78.7) 50.7

Amount
Software (classified with Property, Plant & Equipment) $ 443
Contracts and other intangibles 129.4
Total $ 173.7

$

(112.7) $61.0

Intangible amortization expense for the nine-month periods ended September 30, 2005 and September 30, 2004 was $16.3 and $15.9, and is
estimated to be approximately $21 for the year ending December 31, 2005. Estimated intangible amortization expense for the four subsequent

fiscal years is:

16
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For the year ended 12/31/06 $10
For the year ended 12/31/07 $ 8
For the year ended 12/31/08 $ 8
For the year ended 12/31/09 $ 8
Thereafter $21

The intangible assets are being amortized using the following amortizable lives: two to seven years for software and two to ten years for
customer relationships and other. The weighted average amortization period for intangible assets is seven years (six years for software, nine
years for customer relationships and other).

(6) INVESTMENTS IN CELLULAR PARTNERSHIPS

On June 27, 2005, Cingular, the general partner of Cincinnati SMSA Limited Partnership (the Partnership), merged certain operating assets
acquired from AT&T Wireless into the Partnership. Although the Company had the option of contributing cash into the Partnership in order to
maintain its 45% ownership in the Partnership, it did not exercise this option. Accordingly, as a result of the merger, the Company s ownership
interest in the Partnership decreased to 33.8%. The merger did not impact the Company s carrying value of its investment in the Partnership. The
Company s 45% ownership interest in Cincinnati SMSA Tower Holding LLC did not change.

17
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Form 10-Q Part I Convergys Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Millions Except Per Share Amounts)

(Unaudited)

(7) DEFERRED CHARGES

In connection with certain of the Company s outsourcing arrangements, the Company from time to time will incur direct and incremental costs,
consisting of non-refundable cash payments to clients, to acquire or extend a contractual relationship. To the extent recovery of these costs is
probable, the Company capitalizes these client acquisition costs and amortizes them ratably over the life of the contract as a reduction of
revenue.

In addition, in connection with several of its outsourcing arrangements, the Company performs set-up activities, including the installation and
customization of the Company s proprietary software in its centers. Additionally, with regard to certain license and outsource arrangements
where the Company does not have sufficient evidence of fair value for the undelivered elements, the Company defers all revenue related to the
arrangement (including revenues related to implementations) and recognizes it over the term of the arrangement once all elements are delivered.
In connection with these arrangements, the Company capitalizes all direct and incremental set-up and multiple-element costs, to the extent
recovery of these costs is probable, and amortizes them ratably over the life of the arrangements as costs of providing service.

The Company evaluates the probability of recovery by considering profits to be earned during the term of the related contract, the
creditworthiness of the client and, if applicable, contract termination penalties payable by the client in the event that the client terminates the
contract early.

During the nine months ended September 30, 2005 and 2004, the Company capitalized $39.5 and $38.3 of costs, respectively. The related
amortization for those years was $38.6 and $36.3, respectively.

(8) INCOME TAXES

On October 22, 2004, the American Jobs Creation Act of 2004 (the Act ) was signed into law. The Act creates a temporary incentive for U.S.
corporations to repatriate accumulated income earned abroad by providing an 85% dividends received deduction for certain dividends from
controlled foreign corporations. FASB Staff Position 109-2, Accounting and Disclosure Guidance for the Foreign Earnings Repatriation
Provision within the American Jobs Creation Act of 2004, allows companies additional time beyond that provided in Statement of Financial
Accounting Standards No. 109, Accounting for Income Taxes, to determine the impact of the Act on its financial statements and provides
guidance for the disclosure of the impact of the Act on the financial statements. Although the Company has not finalized any plans, it is
considering a repatriation, inclusive of dividends under the Act, of up to $190 in cash to the United States in the fourth quarter of 2005. This
would result in additional income tax expenses of up to $15 or $0.10 per diluted share.

(9) PAYABLES AND OTHER CURRENT LIABILITIES

18
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Accounts payable and other accrued expenses
Accrued taxes

Accrued payroll-related expenses

Deferred compensation

Restructuring and exit costs

Deferred income taxes

Deferred revenue and government grants

10

At Sept. 30, At Dec. 31,
2005 2004

$ 105.9 $ 1152
81.7 68.7

98.8 119.4

55.3 57.4

29.0 61.2

8.6 9.3

85.2 96.7

$ 4645 $ 5279

19
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Form 10-Q Part I Convergys Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Millions Except Per Share Amounts)

(Unaudited)

(10) EMPLOYEE BENEFIT PLANS

The Company sponsors a defined benefit pension plan, which includes both a qualified and a non-qualified portion, for all eligible employees
(the cash balance plan ). The Company also sponsors a non-qualified, unfunded executive deferred compensation plan and a supplemental,
non-qualified, unfunded plan for certain senior executives. The pension benefit formula for the cash balance plan is determined by a combination
of compensation-based credits and annual guaranteed interest credits. Benefits for the executive deferred compensation plan are based on
employee deferrals, matching contributions and investment earnings on participant accounts. Benefits for the supplemental plan are based on
age, years of service and eligible pay. Funding of the cash balance plan has been achieved through contributions made to a trust fund. The
contributions have been determined using the aggregate cost method. The Company s measurement date for all plans is December 31. Pension
cost for the cash balance plan is determined based on the traditional unit credit cost method. Pension cost for the unfunded executive pension
plans are determined based on the projected unit credit cost method.

Pension cost for the cash balance plan included the following components:

Three Months Ended Nine Months Ended
Sept. 30, Sept. 30,
2005 2004 2005 2004
Service cost (benefits earned during the period) $ 56 $ 47 $ 165 $ 13.8
Interest cost on projected benefit obligation 2.5 2.6 7.7 7.4
Expected return on plan assets 4.0) 4.7) (12.0) (13.9)
Amortization and deferrals net 0.1 0.1) 0.4
Pension cost $ 42 $ 25 $ 12.6 $ 73

Pension cost for the unfunded executive pension plans included the following components:

Three Months Ended Nine Months Ended
Sept. 30, Sept. 30,
2005 2004 2005 2004
Service cost (benefits earned during the period) $ 08 $ 1.0 $ 32 $ 35
Interest cost on projected benefit obligation 0.9 1.3 32 3.8
Curtailment charge
Amortization and deferrals net 0.4 0.4 0.9 1.2
Pension cost $ 2.1 $ 27 $ 73 $ 85

20
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The Company expects to contribute $0.4 to its cash balance plan during 2005 to fund non-qualified pension distributions.

(11) SHAREHOLDERS EQUITY

On February 25, 2003, the Company s Board of Directors authorized the repurchase of 10 million of its common shares. On April 2, 2003, the
Company s Board of Directors authorized the additional repurchase of up to 10 million of its common shares. On June 28, 2005, the Company s
Board of Directors authorized the repurchase of up to an additional 10 million common shares. Through December 31, 2004, the Company
repurchased 15.5 million common shares at a cost of $222.2 pursuant to these authorizations. During the nine months ended September 30,

2005, the Company repurchased 3.3 million common shares for a total cost of $43.3.

11

21



Edgar Filing: CONVERGYS CORP - Form 10-Q

Form 10-Q Part I Convergys Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Millions Except Per Share Amounts)

(Unaudited)

(12) STOCK-BASED COMPENSATION PLANS

At September 30, 2005, the Company had authorized 38 million common shares for issuance under the Convergys Corporation 1998 Long-Term
Incentive Plan (Convergys LTIP), as amended on February 24, 2004. The Convergys LTIP provides for the issuance of stock-based awards to
certain employees. Convergys accounts for its stock-based compensation plan under the intrinsic value method of accounting as defined by
Accounting Principles Board (APB) Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations.

From time to time, the Company grants restricted stock awards that generally vest over terms of three to five years, pursuant to the plan. During
the restriction period, restricted stock awards entitle the holder to all the rights of a holder of common shares (other than the right to transfer the
shares). Unvested shares are restricted as to disposition and subject to forfeiture under certain circumstances.

The Company also granted stock options with exercise prices that were no less than market value of the stock at the grant date, have a ten-year
term and vesting terms of three to four years. Since early 2004, the Company has not issued any stock options to employees or directors. Instead,
the Company began granting certain employees and directors restricted stock units. Unlike restricted stock awards discussed above, a holder of
restricted stock units is not entitled to dividend and voting rights. Under the terms of the awards, the restrictions lapse over a period of three to
six years and, in certain cases, are subject to performance measures.

The Company s operating results reflected gross stock compensation expense of $6.4 and $4.6 for the three months ended September 30, 2005
and 2004, respectively, and $16.5 and $11.4 for the nine months ended September 30, 2005 and 2004, respectively.

The effect on net income and earnings per share, if the Company had accounted for stock options under the fair value method of accounting
under SFAS No. 123, as amended by SFAS No. 148, is as follows:

Three Months Ended Nine Months Ended

Sept. 30, Sept. 30,
Amounts in millions 2005 2004 2005 2004
Net income, as reported $ 424 $ 30.1 $ 99.2 $ 913
Add: Stock-based employee compensation expense determined under the
intrinsic method, net of related tax effects 3.9 2.9 104 7.2
Deduct: Stock-based employee compensation expense determined under fair
value based method for all awards, net of related tax effects “4.4) (8.4) (14.0) (23.9)
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Pro forma net income

Earnings per share:
Basic - as reported
Basic - pro forma

Diluted - as reported
Diluted - pro forma
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$ 419

$ 0.30
$ 0.30

$ 0.30
$ 0.29

$ 246

$ 0.21
$ 0.18

$ 0.21
$ 0.17

$ 95.6

$ 0.71
$ 0.68

$ 0.69
$ 0.67

$ 74.6

$ 0.64
$ 0.53

$ 0.63
$ 0.51

The weighted average fair value on the date of grant for the Convergys options granted duri