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CSG SYSTEMS INTERNATIONAL, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS - UNAUDITED

(in thousands, except per share amounts)

ASSETS

Current assets:

Cash and cash equivalents

Short-term investments

Total cash, cash equivalents and short-term investments
Trade accounts receivable:

Billed, net of allowance of $2,798 and $2,359

Unbilled

Deferred income taxes

Income taxes receivable

Other current assets

Total current assets

Non-current assets:

Property and equipment, net of depreciation of $135,345 and $129,522
Software, net of amortization of $83,146 and $77,504
Goodwill

Client contracts, net of amortization of $85,759 and $75,382
Deferred income taxes

Income taxes receivable

Other assets

Total non-current assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Current maturities of long-term debt

Client deposits

Trade accounts payable

Accrued employee compensation

Deferred revenue

Income taxes payable

Other current liabilities

Total current liabilities

Non-current liabilities:

Long-term debt, net of unamortized original issue discount of $17,116 and $19,950
Deferred revenue

Income taxes payable

Deferred income taxes

Other non-current liabilities

June 30,
2014

$86,122
103,461
189,583

191,615
39,592
11,445
7,640
35,105
474,980

35,711
46,434
236,788
49,436
7,950
1,833
17,658
395,810
$870,790

$18,750
32,445
36,306
42,974
50,377
2,273
21,615
204,740

241,634
7,363
1,613
17,653
14,957

December
31,
2013

$82,686
128,151
210,837

178,511
38,365
15,085
3,815
28,762
475,375

35,061
43,565
233,599
55,191
7,447
1,930
16,812
393,605
$868,980

$15,000
30,431
33,376
58,434
47,131
2,814
19,620
206,806

250,050
9,221
1,909
20,274
14,616
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Total non-current liabilities 283,220 296,070
Total liabilities 487,960 502,876
Stockholders' equity:

Preferred stock, par value $.01 per share; 10,000 shares authorized; zero shares issued and

outstanding - -
Common stock, par value $.01 per share; 100,000 shares authorized; 34,092 and 33,745

shares outstanding 661 658
Additional paid-in capital 477,053 473,190
Treasury stock, at cost, 32,030 and 32,030 shares (738,372) (738,372)
Accumulated other comprehensive income (loss):

Unrealized gain on short-term investments, net of tax 51 41
Unrecognized loss on change in fair value of interest rate swap contracts, net of tax - (98 )
Cumulative foreign currency translation adjustments 5,749 1,674
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Accumulated earnings 637,688 629,011
Total stockholders' equity 382,830 366,104
Total liabilities and stockholders' equity $870,790 $868,980
The accompanying notes are an integral part of these condensed consolidated financial statements.




Edgar Filing: CSG SYSTEMS INTERNATIONAL INC - Form 10-Q

CSG SYSTEMS INTERNATIONAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME - UNAUDITED

(in thousands, except per share amounts)

Quarter Ended Six Months Ended
June 30, June 30, June 30, June 30,
2014 2013 2014 2013

Revenues:

Processing and related services $136,357 $131,184 $278,715 $265,818
Software and services 25,618 31,391 50,474 56,755
Maintenance 22,583 23,532 43,397 44,166
Total revenues 184,558 186,107 372,586 366,739
Cost of revenues (exclusive of depreciation, shown separately below):

Processing and related services 67,364 62,964 135,791 124,541
Software and services 17,871 22,506 43,191 43,945
Maintenance 8,447 9,288 16,804 19,626
Total cost of revenues 93,682 94,758 195,786 188,112
Other operating expenses:

Research and development 26,437 27,548 51,444 56,093
Selling, general and administrative 39,140 37,388 74,439 72,185
Depreciation 3,440 4,770 6,926 9,770
Restructuring charges 39 (38 ) 1,257 863
Total operating expenses 162,738 164,426 329,852 327,023
Operating income 21,820 21,681 42,734 39,716
Other income (expense):

Interest expense (2,546 ) (3,180 ) (5,318 ) (6,109 )
Amortization of original issue discount (1,430 ) (1,325 ) (2,834 ) (2,624 )
Interest and investment income, net 225 188 438 343
Other, net (328 ) 1,498 277 ) 1,080
Total other 4,079 ) (2,819 ) (7,991 ) (7,310 )
Income before income taxes 17,741 18,862 34,743 32,406
Income tax provision (8,338 ) (6,790 ) (15,649) (5,436 )
Net income $9,403 $12,072  $19,094 $26,970
Weighted-average shares outstanding:

Basic 32,619 32,125 32,469 32,129
Diluted 33,543 32,439 33,789 32,483

Earnings per common share:

Basic $0.29 $0.38 $0.59 $0.84
Diluted 0.28 0.37 0.57 0.83
Cash dividends declared per common share: $0.1575 $0.1500 $0.3075 $0.1500

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CSG SYSTEMS INTERNATIONAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME - UNAUDITED

(in thousands)

Quarter Ended Six Months Ended
June 30, June 30, June 30, June 30,
2014 2013 2014 2013

Net income $9,403 $12,072 $19,094 $26,970
Other comprehensive income, net of tax:

Foreign currency translation adjustments 3,171 901 ) 4,075 (9,689 )
Unrealized holding gains (losses) on short-term investments arising during

period © ) (55 ) 10 56 )

Defined benefit pension plan:

Net loss arising from period (net of tax effect of $0, $0, $0, and $(119)) - - - (183 )
Amortization of net actuarial loss included in net periodic pension cost (net

of tax effect of $0, $0, $0, and $28) - - = 43
Partial settlement of pension plan liability (net of tax effect of $0, $0, $0

and $336) - - - 546
Net change in defined benefit pension plan - - - 406
Cash flow hedges:

Unrealized gains on change in fair value of interest rate swap contracts (net

of tax effect of $0, $217, $110, and $350) - 342 195 552
Reclassification adjustment for losses included in net income (net of tax

effect of $0, $(113), $(55), and $(179)) - 178 ) 97 ) (282 )
Net change in cash flow hedges - 164 98 270
Other comprehensive income (loss), net of tax 3,162 (792 ) 4,183 (9,069 )
Total comprehensive income, net of tax $12,565 $11,280 $23,277 $17,901

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CSG SYSTEMS INTERNATIONAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS - UNAUDITED

(in thousands)

Six Months Ended
June 30, June 30,
2014 2013
Cash flows from operating activities:
Net income $19,094 $26,970
Adjustments to reconcile net income to net cash provided by operating activities-
Depreciation 6,926 9,770
Amortization 16,924 18,757
Amortization of original issue discount 2,834 2,624
Loss on short-term investments and other 735 998
Gain on disposition of business operations 222 ) -
Deferred income taxes 766 6,533
Excess tax benefit of stock-based compensation awards (1,984 ) (542 )
Stock-based employee compensation 7,714 7,518
Changes in operating assets and liabilities, net of acquired amounts:
Trade accounts receivable, net (13,457 ) 10,382
Other current and non-current assets (8,987 ) (8,367 )
Income taxes payable/receivable 2,512 ) 4,178 )
Trade accounts payable and accrued liabilities (12,353 ) (16,763)
Deferred revenue 791 7,644
Net cash provided by operating activities 16,269 61,346
Cash flows from investing activities:
Purchases of property and equipment (11,196) (11,125)
Purchases of short-term investments (85,014 ) (98,883)
Proceeds from sale/maturity of short-term investments 109,138 41,361
Acquisition of and investments in client contracts (3,296 ) (3,808 )
Proceeds from the disposition of business operations 630 -
Net cash provided by (used in) investing activities 10,262 (72,455)
Cash flows from financing activities:
Proceeds from issuance of common stock 661 921
Payment of cash dividends (10,322) -
Repurchase of common stock (6,584 ) (14,883)
Payments on acquired asset financing (1,097 ) (1,894 )
Payments on long-term debt (7,500 ) (7,500 )
Excess tax benefit of stock-based compensation awards 1,984 542
Net cash used in financing activities (22,858 ) (22,814)
Effect of exchange rate fluctuations on cash 237 ) (2,975 )

Net increase (decrease) in cash and cash equivalents 3,436 (36,898 )
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Cash and cash equivalents, beginning of period 82,686
Cash and cash equivalents, end of period $86,122

Supplemental disclosures of cash flow information:
Cash paid during the period for-

Interest $4.211
Income taxes 17,075
Non-cash financing activity -

Cash dividends payable -

The accompanying notes are an integral part of these condensed consolidated financial statements.
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133,747
$96,849

$4,770
2,306

5,069
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CSG SYSTEMS INTERNATIONAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. GENERAL

We have prepared the accompanying unaudited condensed consolidated financial statements as of June 30, 2014 and
December 31, 2013, and for the second quarters and six months ended June 30, 2014 and 2013, in accordance with
accounting principles generally accepted in the United States of America (“U.S.”) (“GAAP”) for interim financial
information, and pursuant to the instructions to Form 10-Q and the rules and regulations of the Securities and
Exchange Commission (the “SEC”). Accordingly, they do not include all of the information and footnotes required by
GAAP for complete financial statements. In the opinion of our management, all adjustments (consisting only of
normal recurring adjustments) considered necessary for a fair presentation of our financial position and operating
results have been included. The unaudited Condensed Consolidated Financial Statements (the “Financial Statements™)
should be read in conjunction with the Consolidated Financial Statements and notes thereto, together with
Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”), contained in our
Annual Report on Form 10-K for the year ended December 31, 2013 (our “2013 10-K”), filed with the SEC. The results
of operations for the quarter and six months ended June 30, 2014 are not necessarily indicative of the expected results
for the entire year ending December 31, 2014.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates in Preparation of Financial Statements. The preparation of the accompanying Financial Statements in
conformity with GAAP requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of our Financial Statements, and the
reported amounts of revenues and expenses during the reporting periods. Actual results could differ from those
estimates.

Reclassifications. Maintenance revenues, as well as the cost of maintenance revenues, previously included in software,
maintenance and service revenues and software, maintenance and services costs of revenues, respectively, have been
presented separately in our Condensed Consolidated Statements of Income (“Income Statements” or “Income Statement”)
for the quarter and six months ended June 30, 2013. In addition, certain other 2013 amounts have been reclassified to
conform to the 2014 presentation.

Cash and Cash Equivalents. We consider all highly liquid investments with original maturities of three months or less
at the date of the purchase to be cash equivalents. As of June 30, 2014 and December 31, 2013, our cash equivalents
consist primarily of institutional money market funds, commercial paper, and time deposits held at major banks.

As of June 30, 2014 and December 31, 2013, we had $4.9 million and $4.5 million, respectively, of restricted cash

that serves to collateralize outstanding letters of credit. This restricted cash is included in cash and cash equivalents in
our Condensed Consolidated Balance Sheets (“Balance Sheets” or “Balance Sheet”).

13
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Short-term Investments and Other Financial Instruments. Our financial instruments as of June 30, 2014 and December
31, 2013 include cash and cash equivalents, short-term investments, accounts receivable, accounts payable, an interest
rate swap contract, and debt. Because of their short maturities, the carrying amounts of cash equivalents, accounts
receivable, and accounts payable approximate their fair value.

Our short-term investments and certain of our cash equivalents are considered “available-for-sale” and are reported at
fair value in our Balance Sheets, with unrealized gains and losses, net of the related income tax effect, excluded from
earnings and reported in a separate component of stockholders’ equity. Realized and unrealized gains and losses were
not material in any period presented.

Primarily all short-term investments held by us as of June 30, 2014 and December 31, 2013 have contractual
maturities of less than two years from the time of acquisition. Our short-term investments as of June 30, 2014 and
December 31, 2013 consisted almost entirely of fixed income securities. Proceeds from the sale/maturity of short-term
investments for the six months ended June 30, 2014 and 2013 were $109.1 million and $41.4 million, respectively.

8
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The following table represents the fair value hierarchy based upon three levels of inputs, of which Levels 1 and 2 are
considered observable and Level 3 is unobservable, for our financial assets and liabilities measured at fair value (in
thousands):

June 30, 2014 December 31, 2013

Level 1 Level2  Total Level 1 Level2  Total
Assets:
Cash equivalents:
Money market funds $18,771 $— $18,771 $13,761 $— $13,761
Commercial paper — 9,649 9,649 — 19,629 19,629
Short-term investments:
Corporate debt securities — 50,892 50,892 — 76,786 76,786
Municipal bonds — 24,920 24,920 — 29,106 29,106
U.S. government agency bonds — 14,033 14,033 — 18,050 18,050
Asset-backed securities — 13,616 13,616 4,209 4,209
Total $18,771 $113,110 $131,881 $13,761 $147,780 $161,541
Liabilities:
Interest rate swap contract (1) $— $— $— $— $154 $154
Total $— $— $— $— $154 $154

(1) As of December 31, 2013, the fair value of the interest rate swap contract was classified on our Balance Sheet in
other current liabilities.

Valuation inputs used to measure the fair values of our money market funds were derived from quoted market prices.

The fair values of all other financial instruments are based upon pricing provided by third-party pricing services.

These prices were derived from observable market inputs.

We have chosen not to measure our debt at fair value, with changes recognized in earnings each reporting period. The
following table indicates the carrying value and estimated fair value of our debt as of the indicated periods (in
thousands):

June 30, 2014 December 31, 2013
Carrying Fair Carrying Fair
Value Value Value Value
Credit Agreement (carrying value including current maturities) $127,500 $127,500 $135,000 $135,000
Convertible debt (par value) 150,000 188,145 150,000 199,800
The fair value for our Credit Agreement was estimated using a discounted cash flow methodology, while the fair value
for our convertible debt was estimated based upon quoted market prices or recent sales activity, both of which are
considered Level 2 inputs.

Accounting Pronouncement Issued But Not Yet Effective. In May 2014, the Financial Accounting Standards Board
(“FASB”) issued Accounting Standards Update (“ASU”) 2014-09, Revenue from Contracts with Customers (Topic

606). This ASU is a single comprehensive model which supersedes nearly all existing revenue recognition guidance
under U.S. GAAP. Under the new guidance, revenue is recognized when promised goods or services are transferred

15
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to customers in an amount that reflects the consideration that is expected to be received for those goods or

services. The ASU also requires additional disclosure about the nature, amount, timing, and uncertainty of revenue
and cash flows arising from customer contracts, including significant judgments and changes in judgments and assets
recognized from costs incurred to obtain or fulfill a contract. The updated accounting guidance is effective for annual
and interim reporting periods in fiscal years beginning after December 15, 2016. Early adoption is not permitted. An
entity may choose to adopt this ASU either retrospectively or through a cumulative effect adjustment as of the start of
the first period for which it applies the standard. We are currently in the process of evaluating the impact that this new
guidance will have on our consolidated financial statements and our method of adoption.

3. STOCKHOLDERS’ EQUITY AND EQUITY COMPENSATION PLANS

Stock Repurchase Program. We currently have a stock repurchase program, approved by our Board of Directors (the
“Board”), authorizing us to repurchase our common stock from time-to-time as market and business conditions warrant
(the “Stock Repurchase Program™). We did not repurchase any shares under our Stock Repurchase Program during the
six months ended June 30, 2014. During the six months ended June 30, 2013, we repurchased 0.5 million shares of our
common stock for $10.0 million (weighted-average price of $20.21 per share). As of June 30, 2014, the total
remaining number of shares available for repurchase under the Stock Repurchase Program totaled 2.1 million shares.

9
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Stock Repurchases for Tax Withholdings. In addition to the above mentioned stock repurchases, during the six months
ended June 30, 2014 and 2013, we repurchased and then cancelled 0.2 million shares of common stock for $6.6
million and 0.2 million shares of common stock for $4.9 million, respectively, in connection with minimum tax
withholding requirements resulting from the vesting of restricted common stock under our stock incentive plans.

Dividends. In June 2013, the Board approved the initiation of a quarterly cash dividend to be paid to our
stockholders. During the second quarter of 2014, the Board approved a quarterly cash dividend of $0.1575 per share
of common stock, totaling $5.4 million. During the second quarter of 2013, the Board approved a quarterly cash
dividend of $0.15 per share of common stock, totaling $5.1 million. Dividends for the six months ended June 30, 2014
and 2013, totaled $10.5 million and $5.1 million, respectively.

Stock Incentive Plan. In May 2014, our stockholders approved an increase of 2.9 million shares authorized for
issuance under the 2005 Stock Incentive Plan, from 15.8 million shares to 18.7 million shares.

Stock-Based Awards. A summary of our unvested restricted common stock activity during the second quarter and six
months ended June 30, 2014 is as follows (shares in thousands):

Quarter Ended Six Months Ended

June 30, 2014 June 30, 2014
Weighted- Weighted-
Average Grant Average Grant

Shares Date Fair Value Shares Date Fair Value

Unvested awards, beginning 1,848 $ 21.21 1,922 $ 18.57
Awards granted 18 25.09 650 26.28
Awards forfeited/cancelled (21 ) 20.12 61 ) 20.32
Awards vested (13 ) 21.03 (689 ) 18.52
Unvested awards, ending 1,832 $ 21.27 1,832 $ 21.27

Included in the awards granted during the six months ended June 30, 2014, are performance-based awards for 0.1
million restricted common stock shares issued to members of executive management, which vest in equal installments
over three years upon meeting either pre-established financial performance objectives or pre-established stock price
objectives. The performance-based awards become fully vested upon a change in control, as defined, and the
subsequent involuntary termination of employment.

All other restricted common stock shares granted during the quarter and six months ended June 30, 2014 are
time-based awards, which vest annually over four years with no restrictions other than the passage of time. Certain
shares of the restricted common stock become fully vested upon a change in control, as defined, and the subsequent

involuntary termination of employment.

We recorded stock-based compensation expense for the second quarters of 2014 and 2013 of $3.9 million and $3.9
million, respectively, and for the six months ended June 30, 2014 and 2013 of $7.7 million $7.5 million, respectively.

4. EARNINGS PER COMMON SHARE
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Basic and diluted earnings per common share (“EPS”’) amounts are presented on the face of the accompanying Income
Statements.

No reconciliation of the basic and diluted EPS numerators is necessary as net income is used as the numerators for all
periods presented. The reconciliation of the basic and diluted EPS denominators related to the common shares is
included in the following table (in thousands):

Quarter Ended  Six Months Ended

June 30, June 30,

2014 2013 2014 2013
Basic weighted-average common shares 32,619 32,125 32,469 32,129

Dilutive effect of common stock options  — — — 2
Dilutive effect of restricted common stock 370 314 560 352
Dilutive effect of 2010 Convertible Notes 554 — 760 —

Diluted weighted-average common shares 33,543 32439 33,789 32,483

10
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There were no potentially dilutive common shares related to stock options and unvested shares of restricted common
stock for the second quarters of 2014 and 2013 and six months ended June 30, 2014 and 2013 excluded from the
computation of diluted EPS related to common shares.

The 2010 Convertible Notes have a dilutive effect only in those quarterly periods in which our average stock price
exceeds the current effective conversion price (see Note 5).

5. DEBT

Our long-term debt, as of June 30, 2014 and December 31, 2013, was as follows (in thousands):

June 30,
December 31,

2014 2013
2012 Credit Agreement:
Term loan, due November 2017 (or December 2016 if certain conditions exist), interest at
adjusted LIBOR plus 2.00% (combined rate of 2.23% at June 30, 2014 and 2.25% at
December 31, 2013) $127,500 $ 135,000
$100 million revolving loan facility, due November 2017 (or December 2016 if certain
conditions exist), interest at adjusted LIBOR plus applicable margin — —
Convertible Debt Securities:
2010 Convertible Notes — senior subordinated convertible notes; due March 1, 2017; cash

interest at 3.0%; net of unamortized OID of $17,116 and $19,950, respectively 132,884 130,050
260,384 265,050

Current portion of long-term debt (18,750) (15,000 )

Total long-term debt, net $241,634 $ 250,050

2012 Credit Agreement. During the six months ended June 30, 2014, we made $7.5 million of principal repayments.

As of June 30, 2014, we were in compliance with the financial ratios and other covenants related to the 2012 Credit
Agreement and had no borrowings outstanding on our revolving loan facility and had the entire $100 million available
to us.

2010 Convertible Notes. Upon conversion of the 2010 Convertible Notes, we will settle our conversion obligation as
follows: (i) we will pay cash for 100% of the par value of the 2010 Convertible Notes that are converted; and (ii) to
the extent the value of our conversion obligation exceeds the par value, we will satisfy the remaining conversion
obligation in our common stock, cash or any combination of our common stock and cash.

As the result of us declaring a cash dividend in June 2014 (see Note 3), the previous conversion rate for the 2010
Convertible Notes of 41.8811 shares of our common stock for each $1,000 in principal amount of the 2010
Convertible Notes (equivalent to a conversion price of $23.88 per share of our common stock) has been adjusted to
42.1363 shares of our common stock for each $1,000 in principal amount of the 2010 Convertible Notes (equivalent to
a conversion price of $23.73 per share of our common stock).

Refer to Note 6 in our 2013 10-K for disclosure of the 2010 Convertible Notes’ three contingent conversion features.
As a result of the cash dividend declaration in June 2014, prior to September 1, 2016, holders of the 2010 Convertible
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Notes can convert their securities at any time the price of our common stock trades over $30.85 per share, or 130% of
the $23.73 conversion price (previously $31.04 per share, or 130% of the $23.88 conversion price) for a specified
period of time.

As of June 30, 2014, none of the contingent conversion features have been achieved, and thus, the 2010 Convertible
Notes are not convertible by the holders.

6. LONG-LIVED ASSETS

Goodwill. The changes in the carrying amount of goodwill for the six months ended June 30, 2014, were as follows
(in thousands):

January 1, 2014 balance $233,599
Adjustments related to prior acquisitions (30 )
Effects of changes in foreign currency exchange rates 3,219
June 30, 2014 balance $236,788

11
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Other Intangible Assets. Our intangible assets subject to ongoing amortization consist primarily of client contracts and
software. As of June 30, 2014 and December 31, 2013, the carrying values of these assets were as follows (in
thousands):

June 30, 2014 December 31, 2013
Gross Gross
Carrying Accumulated Net Carrying Accumulated Net

Amount Amortization Amount Amount Amortization Amount
Client contracts $135,195 $ (85,759 ) $49,436 $130,573 $ (75,382 ) $55,191
Software 129,580 (83,146 ) 46,434 121,069 (77,504 ) 43,565
Total $264,775 $ (168,905 ) $95,870 $251,642 $ (152,886 ) $98,756
The total amortization expense related to intangible assets for the second quarters of 2014 and 2013 were $7.7 million
and $8.4 million, respectively, and for the six months ended June 30, 2014 and 2013 were $15.7 million and $17.5
million, respectively. Based on the June 30, 2014 net carrying value of our intangible assets, the estimated total
amortization expense for each of the five succeeding fiscal years ending December 31 are: 2014 — $30.4 million; 2015 —
$22.3 million; 2016 — $16.1 million; 2017 — $12.5 million; and 2018 — $9.3 million.

7. COMMITMENTS, GUARANTEES AND CONTINGENCIES

Warranties. We generally warrant that our solutions and related offerings will conform to published specifications, or
to specifications provided in an individual client arrangement, as applicable. The typical warranty period is 90 days
from the date of acceptance of the solution or offering. For certain service offerings we provide a limited warranty for
the duration of the services provided. We generally warrant that services will be performed in a professional and
workmanlike manner. The typical remedy for breach of warranty is to correct or replace any defective deliverable, and
if not possible or practical, we will accept the return of the defective deliverable and refund the amount paid under the
client arrangement that is allocable to the defective deliverable. Our contracts also generally contain limitation of
damages provisions in an effort to reduce our exposure to monetary damages arising from breach of warranty claims.
Historically, we have incurred minimal warranty costs, and as a result, do not maintain a warranty reserve.

Product and Services Indemnifications. Our arrangements with our clients generally include an indemnification
provision that will indemnify and defend a client in actions brought against the client that claim our products and/or
services infringe upon a copyright, trade secret, or valid patent. Historically, we have not incurred any significant
costs related to such indemnification claims, and as a result, do not maintain a reserve for such exposure.

Claims for Company Non-performance. Our arrangements with our clients typically cap our liability for breach to a
specified amount of the direct damages incurred by the client resulting from the breach. From time-to-time, these
arrangements may also include provisions for possible liquidated damages or other financial remedies for our
non-performance, or in the case of certain of our outsourced customer care and billing solutions, provisions for
damages related to service level performance requirements. The service level performance requirements typically
relate to system availability and timeliness of service delivery. As of June 30, 2014, we believe we have adequate
reserves, based on our historical experience, to cover any reasonably anticipated exposure as a result of our
nonperformance for any past or current arrangements with our clients.

Indemnifications Related to Officers and the Board of Directors. We have agreed to indemnify members of our Board
and certain of our officers if they are named or threatened to be named as a party to any proceeding by reason of the
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fact that they acted in such capacity. We maintain directors’ and officers’ (D&O) insurance coverage to protect against
such losses. We have not historically incurred any losses related to these types of indemnifications, and are not aware
of any pending or threatened actions or claims against any officer or member of our Board. As a result, we have not
recorded any liabilities related to such indemnifications as of June 30, 2014. In addition, as a result of the insurance
policy coverage, we believe these indemnification agreements are not significant to our results of operations.

Favorable Settlement of Claims. In March 2014, we executed a settlement agreement ending litigation we asserted
against a third party for patent infringement and misappropriation of trade secrets. In exchange for the release from
the lawsuit initiated, we will receive a total of $6 million, with a portion paid in 2014 and the remainder over the next
three years. We have recorded a total $3.9 million (net of a time value discount and legal costs incurred) as a
reduction of selling, general and administrative (“SG&A”) expenses during the six months ended June 30, 2014.

Legal Proceedings. From time-to-time, we are involved in litigation relating to claims arising out of our operations in
the normal course of business. We are not presently a party to any material pending or threatened legal proceedings.
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8. SUBSEQUENT EVENTS

Employee Compensation Arrangement. In 2009, we entered into an incentive arrangement with certain employees to
develop and then grow our Content Direct solution (the “Arrangement”). The Arrangement included certain liquidation
options for the employees in the event of a change of control of the Content Direct solution. Because of the

contingent nature of the Arrangement (i.e., payable only upon the occurrence of a change of control related to the
Content Direct solution), we have not recognized any amounts in our financial statements related to this matter to

date. In July 2014, in conjunction with an organizational restructuring of our Content Direct solution to facilitate its
integration with our other offerings, we terminated the Arrangement in exchange for a one-time cash payment of $8
million, which will be reflected as a restructuring charge in the third quarter of 2014.

Comcast Agreement. On July 25, 2014, we entered into an amendment to our current agreement with Comcast
Corporation (“Comcast”) (the “Amended Agreement”). The Amended Agreement provides the framework for Comcast to
consolidate its residential customer accounts onto our Advanced Convergent Platform (“ACP”) customer care and

billing solution. Key changes from the current agreement included in the Amended Agreement, and possible impacts

to our business, are as follows:

Term Extension

-The terms of the Amended Agreement are effective July 1, 2014, and run through June 30, 2019 (a five-year initial
term). In addition, Comcast has the option to extend the Amended Agreement for two consecutive one-year terms by
exercising renewal options no later than January 1, 2019 for the first extension option, and January 1, 2020 for the
second extension option.

Migration of Comcast Residential Customer Accounts

-The Amended Agreement modifies and adds pricing tiers above the level of customer accounts we currently process
for Comcast, which will provide Comcast lower pricing per unit for incremental customer accounts brought under the
Amended Agreement.

Issuance of Warrants

-As an additional incentive for Comcast to migrate new customer accounts to ACP, the Amended Agreement includes
the issuance of stock warrants (the “Warrant Agreement”) for the right to purchase up to approximately 2.9 million
shares of our common stock (the “Stock Warrants™), 1.9 million warrants relate to Comcast’s existing residential
business and the remaining 1.0 million warrants relate to additional residential customer accounts that Comcast may
acquire and migrate onto ACP in the future. The Stock Warrants have a 10-year term and an exercise price of $26.68
per warrant.

-Comcast’s ability to vest and exercise the Stock Warrants is tied primarily to the number of customer accounts
Comcast migrates onto ACP.

13
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The information contained in this MD&A should be read in conjunction with the Financial Statements and Notes
thereto included in this Form 10-Q and the audited consolidated financial statements and notes thereto in our 2013
10-K.

Forward-Looking Statements

This report contains a number of forward-looking statements relative to our future plans and our expectations
concerning our business and the industries we serve. These forward-looking statements are based on assumptions
about a number of important factors, and involve risks and uncertainties that could cause actual results to differ
materially from estimates contained in the forward-looking statements. Some of the risks that are foreseen by
management are outlined within Part I Item 1A. Risk Factors (“Risk Factors”) of our 2013 10-K. Readers are strongly
encouraged to review that section closely in conjunction with MD&A.

Company Overview

We are one of the world’s largest and most established business support solutions providers primarily serving the
communications industry. Our proven approach and solutions are based on our broad and deep experience in serving
clients in the communications industry as their businesses have evolved from a single product offering to a highly
complex, highly competitive, multi-product service offering. Our approach has centered on using the best technology
for the various functions required to provide world-class solutions.

Our solutions help service providers streamline and scale operations, introduce and adapt products and services to

meet customer demands, and address the challenges and opportunities brought about by change. Our broad suite of
solutions helps our clients improve their business operations by creating more compelling product offerings and an
enhanced customer experience through more relevant and targeted interactions, while at the same time, more

efficiently managing the service provider’s cost structure. Over the years, we have focused our research and
development (“R&D”) and acquisition investments on expanding our solution set to address the ever expanding needs of
communications service providers to provide a differentiated, real-time, and personal experience for their

consumers. This extensive suite of solutions includes revenue management, content management and monetization,
customer interaction management, and business intelligence.

We generate approximately 65% of our revenues from the North American cable and satellite markets, approximately
25% of our revenues from wireline and wireless communication providers, and the remainder from a variety of other
verticals, such as financial services, logistics, and transportation. Additionally, during the first half of 2014, we
generated approximately 86% of our revenues from the Americas region, approximately 10% of our revenues from the
Europe, Middle East and Africa region, and approximately 4% of our revenues from the Asia Pacific region.

We are a S&P Small Cap 600 company.

Management Overview of Quarterly Results

Second Quarter Highlights. A summary of our results of operations for the second quarter of 2014, when compared to
the second quarter of 2013, is as follows (in thousands, except per share amounts and percentages):

Quarter Ended
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June 30,  June 30,

2014 2013
Revenues $184,558 $186,107
Operating Results:
Operating income 21,820 21,681
Operating income margin 11.8 116 %
Diluted EPS $0.28 $0.37
Supplemental Data:
ACP customer accounts (end of period) 49,891 49,072
Restructuring charges $39 $(38)
Stock-based compensation 3,931 3,908
Amortization of acquired intangible assets 4,004 4,811
Amortization of OID 1,430 1,325

Revenues. Our revenues for the second quarter of 2014 were $184.6 million, a decrease of 1% when compared to
$186.1 million for the same period in 2013. The decrease in revenues can be attributed to the two business
divestitures completed in the second half of
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2013 (discussed in our 2013 Form 10-K) which resulted in approximately $5 million of divested revenues for the
second quarter, offset by a strong quarter of processing revenues in 2014, driven in large part by continued growth in
several of our ancillary products and services.

Operating Results. Operating income for the second quarter of 2014 was $21.8 million, or an 11.8% operating income
margin percentage, relatively consistent when compared to $21.7 million, or an 11.6% operating income margin
percentage, for the second quarter of 2013.

Diluted EPS. Diluted EPS for the second quarter of 2014 was $0.28 compared to $0.37 for the second quarter of
2013. The second quarter of 2014 diluted EPS was negatively impacted by a higher effective income tax rate (see
more detailed discussions in the Results of Operations section below) which negatively impacted diluted EPS by
$0.06 per share.

Cash and Cash Flows. As of June 30, 2014, we had cash, cash equivalents and short-term investments of $189.6
million, as compared to $183.0 million as of March 31, 2014, and $210.8 million as of December 31, 2013. Our cash
flows from operating activities for the second quarter of 2014 were $24.8 million. See the Liquidity section below for
further discussion of our cash flows.

Significant Client Relationships

Client Concentration. A large percentage of our historical revenues have been generated from our three largest

clients, which are Comcast Corporation (“Comcast”), DISH Network Corporation (“DISH”), and Time Warner Cable, Inc.
(“Time Warner”). Revenues from these clients represented the following percentages of our total revenues for the
indicated periods:

Quarter Ended

June June

30, March 30,
31,

2014 2014 2013
Comcast 21% 21 % 18 %
DISH 16% 15 % 15 %
Time Warner 11% 11 % 10 %
The percentages of net billed accounts receivable balances attributable to our largest clients as of the indicated dates
were as follows:

As of

June

30, March

31, December

2014 2014 31,2013
Comcast 20% 19 % 21 %
DISH 13% 13 % 14 %
Time Warner 16 % 13 % 9 %
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See our 2013 10-K for additional discussion of our business relationships and contractual terms with the above
mentioned significant clients.

Comcast. On July 25, 2014, we entered into an amendment to our Master Subscriber Management System Agreement
with Comcast (the “Amended Agreement”). The Amended Agreement provides the framework for Comcast to
consolidate its residential customer accounts onto our Advanced Convergent Platform (“ACP”) customer care and
billing solution. Key changes included in the Amended Agreement, and possible impacts to our business, are as
follows:

Term Extension

-The terms of the Amended Agreement are effective July 1, 2014, and run through June 30, 2019 (a five-year initial
term). In addition, Comcast has the option to extend the Amended Agreement for two consecutive one-year terms by
exercising renewal options no later than January 1, 2019 for the first extension option, and January 1, 2020 for the
second extension option.

Migration of Comcast Residential Customer Accounts

-The Amended Agreement modifies and adds pricing tiers above the level of customer accounts we currently process
for Comcast, which will provide Comcast lower pricing per unit for incremental customer accounts brought under the
Amended Agreement.

-Initially under the Amended Agreement, Comcast plans to add approximately 2.3 million residential customer
accounts onto ACP in early 2015. As a result, the Amended Agreement is not expected to have a material impact to
our 2014 results of operations. We have the opportunity for additional customer account migrations to CSG as part
of any future consolidation or standardization by Comcast of their residential business.

15
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-The timing of and the number of customer accounts to be migrated to CSG, if any, is at the discretion of
Comcast. Therefore, there can be no assurances as to the timing and/or the number of customer accounts migrated to
us by Comcast, or whether we will experience any material increase in revenues or profits under the Amended
Agreement.

Issuance of Warrants

-As an additional incentive for Comcast to migrate new customer accounts to ACP, the Amended Agreement includes
the issuance of stock warrants (the “Warrant Agreement”) for the right to purchase up to approximately 2.9 million
shares of our common stock (the “Stock Warrants”), 1.9 million warrants relate to Comcast’s existing residential
business and the remaining 1.0 million warrants relate to additional residential customer accounts that Comcast may
acquire and migrate onto ACP in the future. The Stock Warrants have a 10-year term and an exercise price of $26.68
per warrant.

-The Stock Warrants represent potentially dilutive shares to earnings per share only to the extent the shares are “in the
money” (under the treasury stock method), and not subject to performance vesting conditions.

-Comcast’s ability to exercise the Stock Warrants is tied primarily to the number of customer accounts Comcast
migrates onto ACP. The vesting of the Stock Warrants is summarized as follows:

-Current Comcast Residential Business. Up to 1.9 million of the Stock Warrants relate to Comcast’s existing
residential business and vest as follows:

§ The first 25% of these Stock Warrants (approximately 0.475 million Stock Warrants) vest in January 2015, which

approximates the expected beginning of the above mentioned 2.3 million customer account migrations.

§ The next 25% of these Stock Warrants vest after the successful migration of 0.5 million customer accounts.

§ The next 25% of these Stock Warrants vest only after 5 million additional customer accounts are migrated onto

ACP.

N The last 25% of these Stock Warrants vest only after and proportionate to approximately 5 million additional

customer accounts are migrated onto ACP.

-Potential Future Comcast Acquired Residential Business. Should Comcast acquire additional residential customer
accounts in the future, up to 1.0 million additional Stock Warrants will vest proportionately should these acquired
customer accounts be migrated onto ACP from other providers’ billing platforms, with full vesting based on a target
of 5 million newly migrated customer accounts.

A copy of the Amended Agreement, along with the Warrant Agreement, with confidential information redacted, will

be filed as an exhibit to our Form 10-Q for the quarter ended September 30, 2014.

Risk of Client Concentration. We expect to continue to generate a significant percentage of our future revenues from
our three largest clients mentioned above. There are inherent risks whenever a large percentage of total revenues are
concentrated with a limited number of clients. Should a significant client: (i) terminate or fail to renew their contracts
with us, in whole or in part, for any reason; (ii) significantly reduce the number of customer accounts processed on our
solutions, the price paid for our services, or the scope of services that we provide; or (iii) experience significant
financial or operating difficulties, it could have a material adverse effect on our financial condition and results of
operations.

Critical Accounting Policies
The preparation of our Financial Statements in conformity with accounting principles generally accepted in the U.S.
requires us to select appropriate accounting policies, and to make judgments and estimates affecting the application of

those accounting policies. In applying our accounting policies, different business conditions or the use of different
assumptions may result in materially different amounts reported in our Financial Statements.
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We have identified the most critical accounting policies that affect our financial position and the results of our
operations. Those critical accounting policies were determined by considering the accounting policies that involve the
most complex or subjective decisions or assessments. The most critical accounting policies identified relate to: (i)
revenue recognition; (ii) allowance for doubtful accounts receivable; (iii) impairment assessments of goodwill and
other long-lived assets; (iv) income taxes; (v) business combinations and asset purchases; and (vi) loss

contingencies. These critical accounting policies, as well as our other significant accounting policies, are discussed in
our 2013 10-K.
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Results of Operations

Total Revenues. Total revenues for the: (i) second quarter of 2014 were $184.6 million, a 1% decrease when
compared to $186.1 million for the second quarter of 2013; and (ii) six months ended June 30, 2014 were $372.6
million, a 2% increase when compared to $366.7 million for the six months ended June 30, 2013. The components of
total revenues, discussed in more detail below, are as follows (in thousands):

Quarter Ended Six Months Ended
June 30,
June 30,

2014 2013 2014 2013
Revenues:
Processing and related services $136,357 $131,184 278,715 $265,818
Software and services 25,618 31,391 50,474 56,755
Maintenance 22,583 23,532 43,397 44,166
Total revenues $184,558 $186,107 $372,586 $366,739

We use the location of the client as the basis of attributing revenues to individual countries. Revenues by geographic
regions for the quarters and six months ended June 30, 2014 and 2013 were as follows (in thousands):

Quarter Ended Six Months Ended
June 30,
June 30,
2014 2013 2014 2013
Americas (principally the U.S.) $156,783 $158,180 $319,128 $312,213
Europe, Middle East, and Africa 19,500 17,487 37,890 36,951
Asia Pacific 8,275 10,440 15,568 17,575
Total revenues $184,558 $186,107 $372,586 $366,739
Processing and related services revenues. Processing and related services revenues for: (i) the second quarter of 2014
increased 4% to $136.4 million, from $131.2 million for the second quarter of 2013; and (ii) six months ended June
30, 2014 increased 5% to $278.7 million, from $265.8 million for the six months ended June 30, 2013. The increases
in processing and related services revenues are due to continued growth in several of our ancillary products and
services and special project work in the first quarter of 2014. These increases were offset to a certain degree by
divested revenues resulting from the sale of a small print operation and our marketing analytics business during the
second half of 2013, which combined, totaled approximately $4 million and $7 million of processing revenues,
respectively, for the second quarter and six months ended June 30, 2013.

Additional information related to processing and related services revenues is as follows:

- Amortization of our client contracts intangible assets related to investments in client contracts (reflected as a
reduction of processing and related services revenues) for the second quarters of 2014 and 2013 were $1.6 million
and $1.5 million, respectively; and (ii) six months ended June 30, 2014 and 2013 were $3.1 million for both periods.

-Total customer accounts processed on our ACP solution as of June 30, 2014 were 49.9 million, compared to 49.8
million as of March 31, 2014, and 49.1 million as of June 30, 2013.

Software and Services Revenues. Software and services revenues for the: (i) second quarter of 2014 decreased 18%

to $25.6 million, from $31.4 million for the second quarter of 2013; and (ii) six months ended June 30, 2014
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decreased 11% to $50.5 million, from $56.8 million for the six months ended June 30, 2013. These decreases in
software and services revenues can be mainly attributed to the normal fluctuations between periods in our software
and professional services business, and to a much lesser degree, the divested services revenues related to our
marketing analytics business which totaled approximately $1 million and $2 million, respectively, for the quarter and
six months ended June 30, 2013.

Maintenance Revenues. Maintenance revenues for the: (i) second quarter of 2014 were $22.6 million, relatively
consistent when compared to $23.5 million generated in the second quarter of 2013; and (ii) six months ended June
30, 2014 were $43.4 compared to $44.2 million for the six months ended June 30 2013.

Total Expenses. Our operating expenses for the: (i) second quarter of 2014 were $162.7 million, a 1% decrease when
compared to $164.4 million for the second quarter of 2013; and (ii) six months ended June 30, 2014 were $329.9
million, a 1% increase when compared to $327.0 million for the six months ended June 30, 2013, with the
year-over-year changes reflective of the changes in revenues between periods.
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Additionally, during the first quarter of 2014, we incurred expenses related to the following unique items. These
items essentially offset each other within our total expenses, but are classified in different line items within our
Income Statement for the six months ended June 30, 2014:

-We recorded a provision of approximately $4 million (included in the cost of software and services) for estimated
cost overruns related to a large software and services implementation project. Because of the complexity of the
overall project, the estimated costs and efforts required to complete the project have increased significantly from our
original expectations. In addition, we may experience additional changes in our overall estimated costs to complete
this project over the remainder of 2014.

-We executed a settlement agreement ending litigation that we had asserted against a third party for patent
infringement and misappropriation of trade secrets. In exchange for the release from the lawsuit we initiated, we will
receive a total settlement of $6 million, with a portion to be paid in 2014 and the remainder over the next three
years. As a result, we recorded $3.9 million (net of a time value discount and legal costs incurred) as a reduction of
SG&A expenses for the first quarter of 2014.

The components of total expenses are discussed in more detail below.

Cost of Revenues. See our 2013 10-K for a description of the types of costs that are included in the individual line
items for cost of revenues.

Cost of Processing and Related Services (Exclusive of Depreciation). The cost of processing and related services for
the: (i) second quarter of 2014 increased 7%, to $67.4 million, from $63.0 million for the second quarter of 2013; and
(ii) six months ended June 30, 2014 increased 9% to $135.8 million, from $124.5 million for the six months ended
June 30, 2013. These increases are primarily due to the following key items: (i) an increase in our ACP data
processing costs resulting from our clients’ continued growth and increasing complexities of their businesses, thus
requiring more computing resources; (ii) increased employee-related costs; and (iii) an increase in certain variable
costs related to corresponding increases in related revenues. Total processing and related services cost as a percentage
of our processing and related services revenues for the: (i) second quarters of 2014 and 2013 were 49.4% and 48.0%,
respectively; and (ii) six months ended June 30, 2014 and 2013 were 48.7% and 46.9%, respectively.

Cost of Software and Services (Exclusive of Depreciation). The cost of software and services for the: (i) second
quarter of 2014 decreased 21%, to $17.9 million, from $22.5 million for the second quarter of 2013; and (ii) six
months ended June 30, 2014 decreased 2% to $43.2 million, from $43.9 million for the six months ended June 30,
2013. These decreases in cost of software and services is a result of a reassignment of personnel and the related costs
previously assigned internally to software and consulting projects to other projects, with the year-to-date amount
offset to certain degree by the estimated cost overruns related to the large software and services implementation
project, discussed above. Total software and services cost as a percentage of our software and services revenues for
the: (i) second quarters of 2014 and 2013 were 69.8% and 71.7%, respectively; and (ii) six months ended June 30,
2014 and 2013 were 85.6% and 77.4%, respectively.

Variability in quarterly revenues and operating results are inherent characteristics of companies that sell software
licenses and perform professional services. Our quarterly revenues for software licenses and professional services
may fluctuate, depending on various factors, including the timing of executed contracts and revenue recognition, and
the delivery of contracted solutions. However, the costs associated with software and professional services revenues
are not subject to the same degree of variability (e.g., these costs are generally fixed in nature within a relatively short
period of time), and thus, fluctuations in our cost of software and services as a percentage of our software and services
revenues will likely occur between periods.

Cost of Maintenance (Exclusive of Depreciation). The cost of maintenance for the: (i) second quarter of 2014
decreased 9%, to $8.4 million, from $9.3 million for the second quarter of 2013; and (ii) six months ended June 30,
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2014 decreased 14% to $16.8 million, from $19.6 million for the six months ended June 30, 2013, with the decreases
mainly due to a decrease in amortization expense for certain technology assets that became fully amortized in previous
periods. Total cost of maintenance as a percentage of our maintenance revenues for the: (i) second quarters of 2014
and 2013 were 37.4% and 39.5%, respectively; and (ii) six months ended June 30, 2014 and 2013 were 38.7% and
44.4%, respectively.

R&D Expense. R&D expense for the: (i) second quarter of 2014 decreased 4%, to $26.4 million, from $27.5 million
for the second quarter of 2013; and (ii) six months ended June 30, 2014 decreased 8% to $51.4 million, from $56.1
million for the six months ended June 30, 2013. These decreases in R&D expense between years are primarily a
result of the reassignment of resources previously assigned to development projects to other areas of the business,
primarily client directed and funded work on our ACP platform. As a percentage of total revenues, R&D expense was
14.3% for the second quarter of 2014 compared to 14.8% for the second quarter of 2013.

Our R&D efforts are focused on the continued evolution of our solutions that enable service providers worldwide to
provide a more personalized customer experience while turning transactions into revenues. This includes the
continued investment in our business
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support solutions aimed at improving a providers’ time-to-market, flexibility, scalability, and total cost of ownership.
We expect that our R&D investment activities in the near-term will be relatively consistent with previous quarters,
with the level of R&D spend highly dependent upon the opportunities that we see in our markets.

SG&A Expense. SG&A expense for the: (i) second quarter of 2014 increased 5%, to $39.1 million, from $37.4
million for the second quarter of 2013; and (ii) six months ended June 30, 2014 increased 3% to $74.4 million, from
$72.2 million for the six months ended June 30, 2013. These increases are mainly due to the investments we are
making in the business towards new initiatives, to include our enterprise security offerings. Additionally, included in
the first quarter 2014 SG&A expense is the $3.9 million reduction of expense related to the settlement agreement
discussed above.

Our SG&A costs as a percentage of total revenues for the second quarters of 2014 and 2013 were 21.2% and 20.1%,
respectively.

Depreciation Expense. Depreciation expense for the: (i) second quarter of 2014 decreased 28%, to $3.4 million, from
$4.8 million for the second quarter of 2013; and (ii) six months ended June 30, 2014 decreased 29% to $6.9 million,
from $9.8 million for the six months ended June 30, 2013, with the decreases a result of certain assets that became
fully depreciated over the past year and assets sold as part of our 2013 divestures.

Operating Income. Operating income and operating income margin percentage for the: (i) second quarter of 2014
was $21.8 million, or 11.8% of total revenues, relatively consistent when compared to $21.7 million, or 11.6% of total
revenues for the second quarter of 2013; and (ii) six months ended June 30, 2014 was $42.7 million, or 11.5% of total
revenues, compared to $39.7 million, or 10.8% of total revenues for the six months ended June 30, 2013, with the
margin improvement a result of the higher year-to-date revenue performance, discussed above.

In July 2014, in conjunction with the organizational restructuring of our Content Direct solution to facilitate its
alignment across our offerings, including management programs and incentives, (see Note 8 to our Financial
Statements) we terminated an employee incentive arrangement in exchange for a one-time cash payment of $8
million, which will be reflected as a restructuring charge in the third quarter of 2014.

Income Tax Provision. The effective income tax rates for the second quarters of 2014 and 2013 and six months ended
June 30, 2014 and 2013 were as follows:

Quarter Six Months
Ended Ended
June 30,

June 30,

2014 2013 2014 2013
47 %36 % 45 % 17T %

For the full-year 2014 we are currently estimating an effective income tax rate of 45%, which does not include any
benefit from R&D tax credits generated during the year, as they have not yet received Congressional approval. If
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enacted prior to the end of the year, we would include those income tax benefits in our 2014 effective income tax rate.

The low effective income tax rate for the six months ended June 30, 2013 reflects the benefit of approximately $6
million of R&D tax credits that we generated in 2012 but were recorded in the first quarter of 2013. As a result of the
American Taxpayer Relief Act of 2012 being signed into law on January 2, 2013, we were unable to include these
credits in the determination of our 2012 effective income tax rate, as a change in tax law is accounted for in the period
of enactment. Thus, the benefit of these credits is reflected in our first quarter 2013 effective income tax rate.

Liquidity

Cash and Liquidity

As of June 30, 2014, our principal sources of liquidity included cash, cash equivalents, and short-term investments of
$189.6 million, compared to $183.0 million as of March 31, 2014 and $210.8 million as of December 31, 2013. We

generally invest our excess cash balances in low-risk, short-term investments to limit our exposure to market and
credit risks.

As part of our Credit Agreement, we have a $100 million senior secured revolving loan facility (“Revolver”) with a
syndicate of financial institutions that expires in November 2017 (or December 31, 2016 if certain conditions

exist). As of June 30, 2014, there were no borrowings outstanding on the Revolver. The Credit Agreement contains
customary affirmative covenants and financial
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covenants. As of June 30, 2014, and the date of this filing, we believe that we are in compliance with the provisions

of the Credit Agreement.

Our cash, cash equivalents, and short-term investment balances as of the end of the indicated periods were located in

the following geographical regions (in thousands):

Americas (principally the U.S.)
Europe, Middle East and Africa

Asia Pacific

June 30, December
31,

2014 2013
$165,125 $187,596
21,451 18,665

3,007 4,576

Total cash, equivalents and short-term investments $189,583 $210,837
We generally have ready access to substantially all of our cash, cash equivalents, and short-term investment balances,
but may face limitations on moving cash out of certain foreign jurisdictions due to currency controls. As of June 30,
2014, we had $4.9 million of cash restricted as to use to collateralize outstanding letters of credit.

Cash Flows From Operating Activities

We calculate our cash flows from operating activities in accordance with GAAP, beginning with net income, adding
back the impact of non-cash items or non-operating activity (e.g., depreciation, amortization, amortization of OID,
impairments, deferred income taxes, stock-based compensation, etc.), and then factoring in the impact of changes in
operating assets and liabilities. See our 2013 10-K for a description of the primary uses and sources of our cash flows

from operating activities.

Our 2013 and 2014 net cash flows from operating activities, broken out between operations and changes in operating

assets and liabilities, for the quarters ended are as follows (in thousands):

Cash Flows from Operating Activities:

2013:

March 31

June 30
Year-to-date total
2014:

March 31

June 30
Year-to-date total

Operations

$ 41,320
31,308
$ 72,628

$27,983
24,804
$ 52,787

Net Cash
Changes  Provided
in by

Operating Operating
Assets and Activities —
Liabilities Totals

$(18,776 ) $ 22,544
7,494 38,802
$(11,282 ) $61,346

$(36,561 ) $ (8,578 )
43 24,847
$(36,518 ) $ 16,269

We believe the above table illustrates our ability to generate strong quarterly cash flows, and the importance of
managing our working capital items. As the table above illustrates, the operations portion of our cash flows from

36



Edgar Filing: CSG SYSTEMS INTERNATIONAL INC - Form 10-Q

operating activities remains a strong measure for us. The variations in our net cash provided by operating activities are
related mostly to the changes in our operating assets and liabilities (related mostly to normal fluctuations in timing at
quarter-end for such things as client payments and changes in accrued expenses), and generally over longer periods of
time, do not significantly impact our cash flows from operations.

Significant fluctuations in key operating assets and liabilities between 2014 and 2013 that impacted our cash flows
from operating activities are as follows:

Billed Trade Accounts Receivable

Management of our billed accounts receivable is one of the primary factors in maintaining consistently strong

quarterly cash flows from operating activities. Our billed trade accounts receivable balance includes significant

billings for several non-revenue items (primarily postage, sales tax, and deferred revenue items). As a result, we

evaluate our performance in collecting our accounts receivable through our calculation of days billings outstanding
(“DBO”) rather than a typical days sales outstanding (“DSO”) calculation. DBO is calculated based on the billings for the
period (including non-revenue items) divided by the average monthly net trade accounts receivable balance for the

period.
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Our gross and net billed trade accounts receivable and related allowance for doubtful accounts receivable (‘“Allowance”)
as of the end of the indicated quarterly periods, and the related DBOs for the quarters then ended, are as follows (in
thousands, except DBOs):

Net

Quarter Ended Gross Allowance Billed DBOs
2013:

March 31 $182,711 $ (3,618 ) $179,093 64
June 30 176,271 (3,750 ) 172,521 65
2014

March 31 $198,840 $ (3,104 ) $195,736 64
June 30 194413 (2,798 ) 191,615 69

The increases in gross and net billed accounts receivable in the first and second quarters of 2014 are primarily related
to the timing around certain recurring customer payments that were delayed at each quarter end, negatively impacting
our DBO for the second quarter of 2014. All other changes in our gross and net billed trade accounts receivable
shown in the table above reflect the normal fluctuations in the timing of client payments made at quarter end,
evidenced by the consistency of our DBO metric over the quarters presented.

As a global provider of software and professional services, a portion of our accounts receivable balance relates to
clients outside the U.S. As a result, this diversity in the geographic composition of our client base may adversely
impact our DBOs as longer billing cycles (i.e., billing terms and cash collection cycles) are an inherent characteristic
of international software and professional services transactions. For example, our ability to bill (i.e., send an invoice)
and collect arrangement fees may be dependent upon, among other things: (i) the completion of various client
administrative matters, local country billing protocols and processes (including local cultural differences), and/or
non-client administrative matters; (ii) us meeting certain contractual invoicing milestones; or (iii) the overall project
status in certain situations in which we act as a subcontractor to another vendor on a project.

Other Current and Non-Current Assets

Other current and non-current assets increased $7.2 million, from $45.6 million as of December 31, 2013 to $52.8
million as of June 30, 2014. This increase is primarily due to an increase in various prepaid items, mainly prepaid
internal use software and hardware maintenance fees.

Accrued Employee Compensation

Accrued employee compensation decreased $15.4 million, from $58.4 million as of December 31, 2013 to $43.0
million as of June 30, 2014. This decrease is primarily due to the payment of 2013 employee incentive compensation
that were fully accrued for at December 31, 2013, offset to a certain degree by the accrual for the 2014 employee
incentive compensation.

Cash Flows From Investing Activities

Our typical investing activities consist of purchases/sales of short-term investments, purchases of property and
equipment, and investments in client contracts, which are discussed below.

Purchases/Sales of Short-term Investments. During the six months ended June 30, 2014 and 2013, we purchased
$85.0 million and $98.9 million, respectively, and sold (or had mature) $109.1 million and $41.4 million, respectively,
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of short-term investments. We continually evaluate the appropriate mix of our investment of excess cash balances
between cash equivalents and short-term investments in order to maximize our investment returns and will likely
purchase and sell additional short-term investments in the future.
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Property and Equipment/Client Contracts. Our capital expenditures for the six months ended June 30, 2014 and 2013,
for property and equipment, and investments in client contracts were as follows (in thousands):

Six Months Ended

June 30,

2014 2013
Property and equipment $11,196 $ 11,125
Client contracts 3,296 3,808

The property and equipment expenditures during the six months ended June 30, 2014 consisted principally of
investments in: (i) computer hardware, software, and related equipment; and (ii) facilities and internal infrastructure
items.

The investments in client contracts for the six months ended June 30, 2014 and 2013 relate to client incentive
payments ($3.0 million and $3.2 million, respectively) and the deferral of costs related to conversion/set-up services
provided under long-term processing contracts ($0.3 million and $0.6 million, respectively).

Cash Flows From Financing Activities
Our financing activities typically consist of activities associated with our common stock and our long-term debt.

Cash Dividends Paid on Common Stock. During the six months ended June 30, 2014, we paid Board approved
dividend payments totaling $10.3 million, of which $10.0 million related to the cash dividends that were approved in
the first half of 2014, with the remaining amount attributed to previously unvested shares that were paid upon vesting
in the first quarter.

Repurchase of Common Stock. During the six months ended June 30, 2013, we repurchased approximately 0.5
million shares of our common stock under the guidelines of our Stock Repurchase Program for $10.0 million. No
share repurchases were made under the guidelines of our Stock Repurchase Program during the six month ended June
30, 2014. Outside of our Stock Repurchase Program, during the six months ended June 30, 2014 and 2013, we
repurchased from our employees and then cancelled approximately 0.2 million shares of our common stock in each
period for $6.6 million and $4.9 million, respectively, in connection with minimum tax withholding requirements
resulting from the vesting of restricted common stock under our stock incentive plans.

Long-term Debt. During the six months ended June 30, 2014 and 2013, we made $7.5 million of principal repayments
during each period.

Capital Resources

The following are the key items to consider in assessing our sources and uses of capital resources:

Current Sources of Capital Resources.

-Cash, Cash Equivalents and Short-term Investments. As of June 30, 2014, we had cash, cash equivalents, and
short-term investments of $189.6 million, of which approximately 85% is in U.S. Dollars and held in the U.S. We
have $4.9 million of restricted cash, used primarily to collateralize outstanding letters of credit. For the remainder of

the monies denominated in foreign currencies and/or located outside the U.S., we do not anticipate any material
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amounts being unavailable for use in running our business.

-Operating Cash Flows. As described in the Liquidity section above, we believe we have the ability to generate strong
cash flows to fund our operating activities and act as a source of funds for our capital resource needs.

-Revolving Loan Facility. We have a $100 million senior secured revolving loan facility with a syndicate of financial
institutions that expires in November 2017 (or December 2016 if certain conditions exist—see Note 5 to our Financial
Statements for additional details). As of the date of this filing, we have $100 million of the revolving loan facility
available to us.
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Uses/Potential Uses of Capital Resources. Below are the key items to consider in assessing our uses/potential uses of
capital resources:

-Common Stock Repurchases. We have made repurchases of our common stock in the past under our Stock
Repurchase Program. We did not repurchase any shares under our Stock Repurchase Program during the six months
ended June 30, 2014. As of June 30, 2014, we have 2.1 million shares authorized for repurchase remaining under our
Stock Repurchase Program. Our Credit Agreement places certain limitations on our ability to repurchase our
common stock. We continue to evaluate the best use of our capital going forward, which from time-to-time, may
include additional share repurchases as market and business conditions warrant.

-Cash Dividends. In June 2013, our Board approved the initiation of a quarterly cash dividend to be paid to our
stockholders. During the six months ended June 30, 2014, we made dividend payments totaling $10.3 million. Going
forward, we expect to pay cash dividends each year in March, June, September, and December, with the amount and
timing subject to the Boards’ approval.

-Acquisitions. As part of our growth strategy, we are continually evaluating potential business and/or asset
acquisitions and investments in market share expansion with our existing and potential new clients.

-Capital Expenditures. During the six months ended June 30, 2014, we spent $11.2 million on capital expenditures. At
this time, we expect our 2014 capital expenditures to be relatively consistent with that of 2013. As of June 30, 2014,
we have made no significant capital expenditure commitments.

-Investments in Client Contracts. In the past, we have provided incentives to new or existing U.S. processing clients to
convert their customer accounts to, or retain their customer’s accounts on, our customer care and billing solutions. In
addition, we incurred direct and incremental costs related to conversion/set-up services provided under long-term
processing contracts. During the six months ended June 30, 2014, we made client incentive payments and incurred
deferred conversion/set-up services costs totaling $3.3 million. As of June 30, 2014, we had commitments to make
$3.0 million of client incentive payments, $1.5 million in 2015 and 2016, respectively.

Long-Term Debt Service. As of June 30, 2014 our long-term debt consisted of: (i) 2010 Convertible Notes
with a par value of $150.0 million; and (ii) Credit Agreement term loan borrowings of $127.5 million. During
the next twelve months, there are no scheduled conversion triggers on our 2010 Convertible Notes, and
therefore, our expected cash debt service at this time related to the 2010 Convertible Notes is the $4.5 million
of interest payments. Over the next 12 months, the mandatory repayments and the cash interest expense
(based upon current interest rates) for our Credit Agreement are approximately $18.8 million and $3.1
million, respectively. We have the ability to make prepayments on our Credit Agreement without penalty.

-We continue to evaluate the best use of our capital going forward, which from time-to-time, may include common
stock repurchases, repurchases of our 2010 Convertible Notes, and/or prepayments on our Credit Agreement, as
market and business conditions warrant.

In summary, we expect to continue to have material needs for capital resources going forward, as noted above. We

believe that our current cash, cash equivalents and short-term investments balances and our revolving loan facility,

together with cash expected to be generated in the future from our current operating activities, will be sufficient to
meet our anticipated capital resource requirements for at least the next 12 months. We also believe we could obtain
additional capital through other debt sources which may be available to us if deemed appropriate.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Market risk is the potential loss arising from adverse changes in market rates and prices. As of June 30, 2014, we are
exposed to various market risks, including changes in interest rates, fluctuations and changes in the market value of
our cash equivalents and short-term investments, and changes in foreign currency exchange rates. We have not
historically entered into derivatives or other financial instruments for trading or speculative purposes.
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Interest Rate Risk.

The interest rate on our convertible debt is fixed, and thus, as it relates to our convertible debt borrowings, we are not
exposed to changes in interest rates.

The interest rates under our Credit Agreement are based upon an adjusted LIBOR rate plus an applicable margin, or an
alternate base rate plus an applicable margin. As of June 30, 2014, we were exposed to fluctuations in interest rate
movements on $127.5 million of our term loan. See Note 5 to our Financial Statements for further details of our
long-term debt.
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A hypothetical adverse change of 10% in the June 30, 2014 adjusted LIBOR rate would not have had a material
impact upon our results of operations.

Market Risk Related to Cash Equivalents and Short-term Investments.

Our cash and cash equivalents as of June 30, 2014 and December 31, 2013 were $86.1 million and $82.7 million,
respectively. Certain of our cash balances are “swept” into overnight money market accounts on a daily basis, and at
times, any excess funds are invested in low-risk, somewhat longer term, cash equivalent instruments and short-term
investments. Our cash equivalents are invested primarily in institutional money market funds, commercial paper, and
time deposits held at major banks. We have minimal market risk for our cash and cash equivalents due to the
relatively short maturities of the instruments.

Our short-term investments as of June 30, 2014 and December 31, 2013 were $103.5 million and $128.2 million,
respectively. Currently, we utilize short-term investments as a means to invest our excess cash, primarily in the

U.S. The day-to-day management of our U.S. short-term investments is performed by a large financial institution,
using strict and formal investment guidelines approved by our Board. Under these guidelines, short-term investments
are limited to certain acceptable investments with: (i) a maximum maturity; (ii) a maximum concentration and
diversification; and (iii) a minimum acceptable credit quality. At this time, we believe we have minimal liquidity risk
associated with the short-term investments included in our portfolio.

Foreign Currency Exchange Rate Risk.

Due to foreign operations around the world, our balance sheet and income statement are exposed to foreign currency
exchange risk due to the fluctuations in the value of currencies in which we conduct business. While we attempt to
maximize natural hedges by incurring expenses in the same currency in which we contract revenue, the related
expenses for that revenue could be in one or more differing currencies than the revenue stream.

During the six months ended June 30, 2014, we generated approximately 88% of our revenues in U.S. dollars. We
expect that, in the foreseeable future, we will continue to generate a very large percentage of our revenues in U.S.
dollars.

As of June 30, 2014 and December 31, 2013, the carrying amounts of our monetary assets and monetary liabilities on
the books of our non-U.S. subsidiaries in currencies denominated in a currency other than the functional currency of
those non-U.S. subsidiaries are as follows (in thousands, in U.S. dollar equivalents):

December 31,
June 30, 2014 2013
Monetarylonetary Monetaylonetary
Liabilitidsssets Liabilitidsssets

Pounds sterling $- $4,006 $(39 ) $3,075
Euro (35 ) 8,425 41 ) 5,618
U.S. Dollar (78 ) 12,297 (191) 18,996
Other (78 ) 2,880 8 ) 2,686
Totals $(191) $27,608 $(279) $30,375

A hypothetical adverse change of 10% in the June 30, 2014 exchange rates would not have had a material impact upon
our results of operations.
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Item 4. Controls and Procedures
(a) Disclosure Controls and Procedures

As required by Rule 13a-15(b), our management, including the Chief Executive Officer (“CEO”) and Chief Financial
Officer (“CFQO”), conducted an evaluation as of the end of the period covered by this report of the effectiveness of our
disclosure controls and procedures as defined in Rule 13a-15(e). Based on that evaluation, the CEO and CFO
concluded that our disclosure controls and procedures were effective as of the end of the period covered by this report.

(b) Internal Control Over Financial Reporting

As required by Rule 13a-15(d), our management, including the CEO and CFO, also conducted an evaluation of our
internal control over financial reporting, as defined by Rule 13a-15(f), to determine whether any changes occurred
during the quarter covered by this report that have materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting. Based on that evaluation, the CEO and CFO concluded that there has been no
such change during the quarter covered by this report.
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CSG SYSTEMS INTERNATIONAL, INC.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings

From time-to-time, we are involved in litigation relating to claims arising out of our operations in the normal course of
business. We are not presently a party to any material pending or threatened legal proceedings.

Item 1A. Risk Factors

A discussion of our risk factors can be found in Item 1A. Risk Factors in our 2013 Form 10-K. There were no
material changes to the risk factors disclosed in our 2013 Form 10-K during the second quarter of 2014, with the
exception of certain updates to the following risk factor:

Our Business is Dependent Upon the Economic and Market Condition of the Global Communications Industry.

Since the majority of our clients operate within the global communications industry sector, the economic state of this
industry directly impacts our business. The global communications industry has undergone significant fluctuations in
growth rates and capital investment cycles in the past decade. Current economic indices suggest a slow stabilization of
the industry, but it is impossible to predict whether this stabilization will persist or be subject to future instability. In
addition, industry consolidation continues as service providers look for ways to expand their markets and increase
their revenues. A byproduct of this consolidation is that there could be fewer providers in the market, each with
potentially greater bargaining power and economic leverage due to their larger size, which may result in our having to
lower our prices to remain competitive, retain our market share, or comply with the surviving client’s current more
favorable contract terms.

Continued consolidation, a significant retrenchment in investment by communications providers, or even a material
slowing in growth (whether caused by economic, geo-political, competitive, or consolidation factors) could cause
delays, cancellations or downward pricing pressure on our sales and services. This could cause us to either fall short of
revenue expectations or have a cost model that is misaligned with revenues, either or both of which could have a
material adverse effect on our financial position and results of operations.

We expect to continue to generate a significant portion of our future revenues from our North American cable and
satellite operators. These clients operate in a highly competitive environment. Competitors range from traditional
wireline and wireless providers to new entrants like digital lifestyle service providers such as Hulu, YouTube, Google,
Netflix, Apple, and Amazon. Should these competitors be successful in their strategies, it could threaten our clients’
market share, and thus our source of revenues, as generally speaking these companies do not use our core solutions
and there can be no assurance that new entrants will become our clients. In addition, demand for spectrum, network
bandwidth and content continues to increase and any changes in the regulatory environment could have a significant
impact to not only our clients’ businesses, but in our ability to help our clients be successful.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

The following table presents information with respect to purchases of company common stock made during the
second quarter of 2014 by CSG Systems International, Inc. or any “affiliated purchaser” of CSG Systems International,
Inc., as defined in Rule 10b-18(a)(3) under the Exchange Act.

Maximum Number
(or Approximate

Total Average Total Number of Dollar Value) of
Number of Price Shares Purchased as  Shares that May
Shares Paid Part of Publicly Yet Be Purchased
Purchased Per Announced Plans or Under the Plan or

Period (1) Share Programs Programs

April 1 — April 30 683 $25.93 - 2,130,881

May 1 — May 31 336 2542 - 2,130,881

June 1 —June 30 1,907 25.73 - 2,130,881

Total 2,926 $25.74 -

(1) The total number of shares purchased that are not part of the Stock Repurchase Program represents shares
purchased and cancelled in connection with stock incentive plans.
25
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Item 3. Defaults Upon Senior Securities

None

Item 4. Mine Safety Disclosures

None

Item 5. Other Information

None

Item 6. Exhibits

The Exhibits filed or incorporated by reference herewith are as specified in the Exhibit Index.
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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.

Dated: August 7, 2014

CSG SYSTEMS INTERNATIONAL, INC.

/s/ Peter E. Kalan

Peter E. Kalan

President and Chief Executive Officer
(Principal Executive Officer)

/s/ Randy R. Wiese

Randy R. Wiese

Executive Vice President and Chief Financial Officer
(Principal Financial Officer)

/s/ Rolland B. Johns

Rolland B. Johns

Chief Accounting Officer
(Principal Accounting Officer)
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CSG SYSTEMS INTERNATIONAL, INC.

INDEX TO EXHIBITS

Exhibit

Number

10.24AD*

10.24AE*

10.24AF*

10.24AG*

10.24AH*

31.01

31.02

32.01

101.INS

101.SCH

101.CAL

Description

Eighty-First Amendment to the CSG Master Subscriber Management System Agreement Between CSG
Systems, Inc. and Time Warner Cable Inc.

Eighty-Third Amendment to the CSG Master Subscriber Management System Agreement Between CSG
Systems, Inc. and Time Warner Cable Inc.

Eighty-Fourth Amendment to the CSG Master Subscriber Management System Agreement Between CSG
Systems, Inc. and Time Warner Cable Inc.

Eighty-Fifth Amendment to the CSG Master Subscriber Management System Agreement Between CSG
Systems, Inc. and Time Warner Cable Inc.

Amended and Restated Processing and Production Services Agreement entered into between CSG
Systems, Inc. and Time Warner Cable Enterprises LLC

Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document

50



Edgar Filing: CSG SYSTEMS INTERNATIONAL INC - Form 10-Q

101.DEF XBRL Taxonomy Extension Definition Linkbase Document

101.LAB XBRL Taxonomy Extension Label Linkbase Document

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

*Portions of the exhibit have been omitted pursuant to an application for confidential treatment, and the omitted
portions have been filed separately with the Commission.
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