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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)
x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended September 30, 2016

or

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from

Commission File Number 0-25346

ACI WORLDWIDE, INC.

(Exact name of registrant as specified in its charter)
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Delaware 47-0772104
(State or other jurisdiction of (LLR.S. Employer
incorporation or organization) Identification No.)
3520 Kraft Rd, Suite 300
Naples, FL 34105 (239) 403-4600
(Address of principal executive offices, (Registrant s telephone number,
including zip code) including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of the Regulation S-T during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yes x No ~
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer x Accelerated filer

Non-accelerated filer ~ Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes © No x

As of October 31, 2016, there were 117,289,225 shares of the registrant s common stock outstanding.
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ACI WORLDWIDE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(unaudited and in thousands, except share and per share amounts)

ASSETS

Current assets

Cash and cash equivalents

Receivables, net of allowances of $3,829 and $5,045, respectively
Recoverable income taxes

Prepaid expenses

Other current assets

Total current assets

Noncurrent assets
Property and equipment, net
Software, net

Goodwill

Intangible assets, net
Deferred income taxes, net
Other noncurrent assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities

Accounts payable

Employee compensation

Current portion of long-term debt

Deferred revenue

Income taxes payable

Other current liabilities

Total current liabilities
Noncurrent liabilities
Deferred revenue
Long-term debt

Deferred income taxes, net
Other noncurrent liabilities

Total liabilities

Table of Contents

September 30,
2016

$ 50,912
159,409

5,318

28,825

18,304

262,768

78,894
188,743
915,857
212,393

99,365

44,166

$ 1,802,186

$ 38,124
48,647

90,270
116,990

3,113

55,079

352,223
40,720
652,387
24,055
38,039

1,107,424

December 31,
2015

$ 102,239
219,116
12,048

27,461
21,637

382,501

60,630
237,941
913,261
256,925

90,872

33,658

$ 1,975,788

$ 55,420
31,213

89,710
128,559
4,734

75,225

384,861
42,081
834,449
28,067
31,930

1,321,388
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Commitments and contingencies (Note 14)

Stockholders equity

Preferred stock; $0.01 par value; 5,000,000 shares authorized; no shares issued
at September 30, 2016 and December 31, 2015

Common stock; $0.005 par value; 280,000,000 shares authorized; 140,525,055

shares issued at September 30, 2016 and December 31, 2015 702 702

Additional paid-in capital 590,009 561,379

Retained earnings 479,040 416,851

Treasury stock, at cost, 23,247,854 and 21,491,285 shares at September 30,

2016 and December 31, 2015, respectively (298,526) (252,956)
Accumulated other comprehensive loss (76,463) (71,576)
Total stockholders equity 694,762 654,400

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY $ 1,802,186 $ 1,975,788

The accompanying notes are an integral part of the condensed consolidated financial statements.
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ACI WORLDWIDE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited and in thousands, except per share amounts)

For the Three Months Ended For the Nine Months Ended

September 30, September 30,

2016 2015 2016 2015
Revenues
License $ 43256 $ 50237 $ 114,189 $ 156,975
Maintenance 57,741 59,262 175,404 178,895
Services 19,809 25,842 63,208 72,449
Hosting 96,169 103,360 310,170 329,021
Total revenues 216,975 238,701 662,971 737,340
Operating expenses
Cost of license (1) 5,253 5,387 15,302 17,435
Cost of maintenance, services and hosting (1) 95,014 104,272 318,783 337,769
Research and development 42,210 36,123 132,235 112,639
Selling and marketing 29,874 28,451 88,661 88,660
General and administrative 31,390 20,284 91,978 66,867
Gain on sale of CES assets 489 (151,463)
Depreciation and amortization 22,098 20,298 66,688 59,995
Total operating expenses 226,328 214,815 562,184 683,365
Operating income (loss) (9,353) 23,886 100,787 53,975
Other income (expense)
Interest expense (9,838) (9,728) (29,967) (31,174)
Interest income 145 94 416 254
Other 2,794 4,314 4,483 27,695
Total other income (expense) (6,899) (5,320) (25,068) (3,225)
Income (loss) before income taxes (16,252) 18,566 75,719 50,750
Income tax expense (benefit) (6,426) 3,786 12,875 9,081
Net income (loss) $ 9,826) $ 14,780 $ 62,844 $ 41,669
Earnings (loss) per common share
Basic $ 0.08) $ 0.13 $ 053 $ 0.36
Diluted $ (0.08) $ 012 $ 053 $ 0.35
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Weighted average common shares outstanding

Basic 116,118 117,922 117,606 117,035
Diluted 116,118 119,304 118,971 118,498

(1) The cost of software license fees excludes charges for depreciation but includes amortization of purchased and

developed software for resale. The cost of maintenance, services and hosting fees excludes charges for
depreciation.

The accompanying notes are an integral part of the condensed consolidated financial statements.
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ACI WORLDWIDE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(unaudited and in thousands)

Net income (loss)

Other comprehensive income (loss):
Unrealized gain on available-for-sale securities

Reclassification of unrealized gain to realized gain on

available-for-sale securities
Foreign currency translation adjustments

Total other comprehensive loss

Comprehensive income (loss)

Three Months Ended  Nine Months Ended
September 30, September 30,
2016 2015 2016 2015
$ (9,826) $ 14,780 $62,844 $ 41,669

1,488

(24,465)
(2,228)  (16,822)  (4,887)  (25,360)

(2,228)  (16,822)  (4,887)  (48,337)

$(12,054) $ (2,042) $57,957 $ (6,668)

The accompanying notes are an integral part of the condensed consolidated financial statements.
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ACI WORLDWIDE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited and in thousands)

For the Nine Months Ended

September 30,

2016 2015
Cash flows from operating activities:
Net income $ 62,844 $ 41,669
Adjustments to reconcile net income to net cash flows from operating activities:
Depreciation 16,130 15,919
Amortization 59,708 54,929
Amortization of deferred debt issuance costs 4,198 4,754
Deferred income taxes (1,561) 3,773
Stock-based compensation expense 33,812 10,050
Gain on sale of available-for-sale securities (24,465)
Gain on sale of CFS assets (151,463)
Other, net 407) 2,467
Changes in operating assets and liabilities, net of impact of acquisitions and
divestiture:
Receivables 34,784 31,566
Accounts payable (15,898) (5,441)
Accrued employee compensation 18,260 7,141
Current income taxes 5,691 (8,080)
Deferred revenue 3,663 (4,813)
Other current and noncurrent assets and liabilities (4,905) (5,626)
Net cash flows from operating activities 64,856 123,843
Cash flows from investing activities:
Purchases of property and equipment (34,429) (19,546)
Purchases of software and distribution rights (19,211) (12,017)
Proceeds from sale of available-for-sale equity securities 35,311
Proceeds from sale of CFS assets 199,481
Other (7,000) (7,000)
Net cash flows from investing activities 138,841 (3,252)
Cash flows from financing activities:
Proceeds from issuance of common stock 2,395 2,298
Proceeds from exercises of stock options 8,749 11,554
Repurchases of common stock (60,089)
Repurchase of restricted stock and performance shares for tax withholdings (2,975) (4,553)
Proceeds from revolving credit facility 52,000 112,000
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Repayment of revolving credit facility
Repayment of term portion of credit agreement
Payments on other debt

Payment for debt issuance costs

Net cash flows from financing activities
Effect of exchange rate fluctuations on cash

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period
Supplemental cash flow information

Income taxes paid, net
Interest paid

$

$
$

(166,000)
(71,470)
(13,538)

(370)

(251,298)

(3,726)

(51,327)
102,239

50,912

11,986
31,107

The accompanying notes are an integral part of the condensed consolidated financial statements.
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(156,000)
(63,530)
(11,785)

(110,016)

(7,019)

3,556
77,301

$ 80,857

17,169
31,424
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ACI WORLDWIDE, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
1. Condensed Consolidated Financial Statements

The unaudited condensed consolidated financial statements include the accounts of ACI Worldwide, Inc. and its
wholly-owned subsidiaries (collectively, ACI orthe Company ). All intercompany balances and transactions have been
eliminated. The condensed consolidated financial statements as of September 30, 2016, and for the three and nine

months ended September 30, 2016 and 2015, are unaudited and reflect all adjustments of a normal recurring nature,

which are, in the opinion of management, necessary for a fair presentation, in all material respects, of the financial

position and operating results for the interim periods. The condensed consolidated balance sheet as of December 31,

2015 is derived from the audited financial statements.

The condensed consolidated financial statements contained herein should be read in conjunction with the consolidated
financial statements and notes thereto contained in the Company s annual report on Form 10-K for the fiscal year
ended December 31, 2015, filed on February 26, 2016. Results for the three and nine months ended September 30,
2016 are not necessarily indicative of results that may be attained in the future.

The preparation of condensed consolidated financial statements in conformity with accounting principles generally
accepted in the United States ( U.S. 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 the condensed
consolidated financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Receivables, net

Receivables represent amounts billed and amounts earned that are to be billed in the near future. Included in accrued
receivables are services and software hosting revenues earned in the current period but billed in the following period
as well as license revenues that are determined to be fixed or determinable but billed in future periods.

September 30, December 31,

(in thousands) 2016 2015

Billed Receivables $ 139,671 $ 192,045

Allowance for doubtful accounts (3,829) (5,045)

Billed, net 135,842 187,000

Accrued Receivables 23,567 32,116

Receivables, net $ 159,409 $ 219,116
6
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Other Current Assets and Other Current Liabilities
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September 30, December 31,

(in thousands) 2016 2015

Settlement deposits $ 4,713 $ 5,357
Settlement receivables 2,847 7,961
Other 10,744 8,319
Total other current assets $ 18,304 $ 21,637

September December
30, 31,

(in thousands) 2016 2015

Settlement payables $ 6,547 $ 11,250
Accrued interest 2,651 7,501
Vendor financed licenses 9,385 15,723
Royalties payable 6,652 4,910
Other 29,844 35,841
Total other current liabilities $ 55,079 $ 75,225

Individuals and businesses settle their obligations to the Company s various clients, primarily utility and other public
sector clients, using credit or debit cards or via ACH payments. The Company creates a receivable for the amount due
from the credit or debit card company and an offsetting payable to the client. Once confirmation is received that the
funds have been received, the Company settles the obligation to the client. Due to timing, in some instances, the
Company may receive the funds into bank accounts controlled by and in the Company s name that are not disbursed to
its clients by the end of the day resulting in a settlement deposit on the Company s books.

Off Balance Sheet Accounts

The Company also enters into agreements with certain clients to process payment funds on their behalf. When an
automated clearing house or automated teller machine network payment transaction is processed, a transaction is
initiated to withdraw funds from the designated source account and deposit them into a settlement account, which is a
trust account maintained for the benefit of the Company s clients. A simultaneous transaction is initiated to transfer
funds from the settlement account to the intended destination account. These back to back transactions are designed to
settle at the same time, usually overnight, such that the Company receives the funds from the source at the same time
as it sends the funds to their destination. However, due to the transactions being with various financial institutions
there may be timing differences that result in float balances. These funds are maintained in accounts for the benefit of
the client which is separate from the Company s corporate assets. As the Company does not take ownership of the
funds, the settlement accounts are not included in the Company s balance sheet. The Company is entitled to interest
earned on the fund balances. The collection of interest on these settlement accounts is considered in the Company s
determination of its fee structure for clients and represents a portion of the payment for services performed by the
Company. The amount of settlement funds as of September 30, 2016 and December 31, 2015 were $254.6 million and
$260.2 million, respectively.
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Goodwill

Changes in the carrying amount of goodwill attributable to each reporting unit with goodwill balances during the nine
months ended September 30, 2016 were as follows:

(in thousands) Americas EMEA Asia/Pacific Total
Gross Balance prior to December 31, 2015 $ 524,573 $376,827 $ 59,293 $960,693
Total impairment prior to December 31, 2015 (47,432) (47,432)
Balance, December 31, 2015 477,141 376,827 59,293 913,261
Goodwill from acquisitions (1) 665 665
Foreign currency translation adjustments 553 (1,062) 2,440 1,931
Balance, September 30, 2016 $ 477,694 $376,430 $ 61,733 $915,857

(1) Goodwill from acquisitions relates to adjustments in the goodwill recorded for the acquisition of PAY.ON AG
and its subsidiaries (collectively PAY.ON ) as discussed in Note 2, Acquisitions. The purchase price allocation for
PAY.ON is preliminary as of September 30, 2016 and accordingly is subject to future changes during the
maximum one-year measurement period.

In accordance with Accounting Standards codification ( ASC ) 350, Intangibles Goodwill and Other, we assess

goodwill for impairment annually during the fourth quarter of our fiscal year using October 1 balances or when there

is evidence that events or changes in circumstances indicate that the carrying amount of the asset may not be
recovered. We evaluate goodwill at the reporting unit level and have identified our reportable segments, Americas,

EMEA, and Asia/Pacific, as our reporting units. Recoverability of goodwill is measured using a discounted cash flow

model incorporating discount rates commensurate with the risks involved. Use of a discounted cash flow model is

common practice in impairment testing in the absence of available transactional market evidence to determine the fair
value.

The calculated fair value was substantially in excess of the current carrying value for all reporting units based upon
our October 1, 2015 annual impairment test and there have been no indications of impairment in the subsequent
periods.

Revenue
Vendor Specific Objective Evidence ( VSOE )

ASC 985-605, Revenue Recognition: Software, requires the seller of software that includes post contract customer
support (maintenance or PCS ) to establish VSOE of fair value of the undelivered element of the contract in order to
account separately for the PCS revenue. The Company establishes VSOE of fair value of PCS by reference to stated
renewals for all identified market segments. The Company also considers factors such as whether the period of the
initial PCS term is relatively long when compared to the term of the software license or whether the PCS renewal is
significantly below the Company s normal pricing practices. In determining whether PCS pricing is significantly below
the Company s normal pricing practice, the Company considers the population of stated renewal rates that are within a
reasonably narrow range of the median within the identified market segment over the trailing 12 month period.

Table of Contents 15



Edgar Filing: ACl WORLDWIDE, INC. - Form 10-Q

Certain of the Company s software license arrangements include PCS terms that fail to achieve VSOE of fair value due
to non-substantive renewal periods, or contain a range of possible non-substantive PCS renewal amounts. For these
arrangements, VSOE of fair value of PCS does not exist and revenues for the software license, PCS and services, if
applicable, are considered to be one accounting unit and are therefore recognized ratably over the longer of the
contractual service term or PCS term once the delivery of both services has commenced. The Company typically
classifies revenues associated with these arrangements in accordance with the contractually specified amounts, which
approximate fair value assigned to the various elements, including software license, maintenance and services, if
applicable.
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This allocation methodology has been applied to the following amounts included in revenues in the condensed
consolidated statements of operations from arrangements for which VSOE of fair value does not exist for each
undelivered element:

Nine Months
Three Months Ended Ended

(in thousands) September 30, September 30,

2016 2015 2016 2015
License $ 1,732 $ 1,885 $5,127 $5,810
Maintenance 840 923 2,637 2,738
Services 61 55 199 289
Total $ 2,633 $ 2,863 $7,963 $8,837

New Accounting Standards Recently Adopted

In April 2015, the Financial Accounting Standards Board ( FASB ) issued Accounting Standards Update ( ASU )
2015-03, Simplifying the Presentation of Debt Issuance Costs, which states that entities should present the debt
issuance costs in the balance sheet as a direct deduction from the related debt liability rather than as an asset.
Amortization of the costs is reported as interest expense. The effective date for the revised standard is for fiscal years
beginning after December 15, 2016, with early adoption permitted. The Company has adopted ASU 2015-03 as of
January 1, 2016 and applied retrospectively. See Note 4, Debt, for additional details regarding the application of ASU
2015-03.

In April 2015, the FASB issued ASU 2015-05, Customer s Accounting for Fees Paid in a Cloud Computing
Arrangement, related to a customer s accounting for fees paid in a cloud computing arrangement. The new guidance
requires that management evaluate each cloud computing arrangement in order to determine whether it includes a
software license that must be accounted for separately from hosted services. ASU 2015-05 applies the same guidance
cloud service providers use to make this determination and also eliminates the existing requirement for customers to
account for software licenses they acquire by analogizing to the guidance on leases. ASU 2015-05 is effective for
annual periods, including interim periods within those annual periods, beginning after December 15, 2015 and
provides the option of applying the guidance prospectively to all arrangements entered into or materially modified
after the effective date or on a retrospective basis. The Company has adopted ASU 2015-05 as of January 1, 2016 and
applied prospectively. The adoption of this standard update did not have a material impact on the Company s financial
position, results of operations, or cash flow as of September 30, 2016.

In September 2015, the FASB issued ASU 2015-16, Business Combinations. ASU No. 2015-16 requires that an
acquirer recognize adjustments to provisional amounts that are identified during the measurement period after an
acquisition within the reporting period they are determined. This is a change from the previous requirement that the
adjustments be recorded retrospectively. The ASU also requires disclosure of the effect on earnings of changes in
depreciation, amortization or other income effects, if any, as a result of the adjustment to the provisional amounts,
calculated as if the accounting had been completed at the acquisition date. The ASU is effective for annual reporting
periods (including interim reporting periods within those periods) beginning after December 15, 2015. The Company
has adopted ASU 2015-16 prospectively as of January 1, 2016. The adoption did not have a material effect on the
Company s financial position, results of operations, or cash flow as of September 30, 2016.
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In March 2016, the FASB issued ASU 2016-09, Compensation — Stock Compensation: Improvements to Employee
Share-Based Payment Accounting, which changes accounting for certain aspects of employee share-based

payments. The new guidance requires excess tax benefits and tax deficiencies to be recorded in the income statement
when the awards vest or are settled. In addition, cash flows related to excess tax benefits will no longer be separately
classified as a financing activity apart from other income tax cash flows. The standard also allows companies to
repurchase more of an employee s shares for tax withholding purposes without triggering liability accounting, clarifies
that all cash payments made on an employee s behalf for withheld shares should be presented as a financing activity on
the cash flows statement, and provides an accounting policy election to account for forfeitures as they occur. The
standard is effective for fiscal years beginning after December 15, 2016, including interim periods within those fiscal
years, with early adoption permitted. The Company has elected to early adopt these amendments in the third quarter of
2016, which requires it to reflect any adjustments as of January 1, 2016, the beginning of the annual period that
includes the interim period of adoption.

Stock-based compensation excess tax benefit or deficiencies are now reflected in the condensed consolidated
statement of operations as a component of the provision for income taxes (benefit), whereas they were previously
recognized in equity. This amendment and additional amendments to the accounting for income taxes and minimum
statutory withholding tax requirements had no impact on retained earnings.
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The condensed consolidated statements of cash flows now present excess tax benefits as an operating activity. The
Company has elected the retrospective transition method and as a result the condensed consolidated statement of cash
flows for the nine months ended September 31, 2015 was adjusted as follows: a $4.9 million increase to net cash
provided by operating activities and a $4.9 million increase to net cash used in financing activities. The presentation
requirements for cash flows related to employee taxes paid for withheld shares had no impact to any of the periods
presented since the Company has historically presented them as a financing activity.

The Company has elected to account for forfeitures as they occur, rather than estimate expected forfeitures. Under the
modified retrospective transition method, the Company has recognized a cumulative-effect reduction to retained
earnings of $0.7 million as of January 1, 2016, net of tax of $0.4 million.

Recently Issued Accounting Standards Not Yet Effective

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers. This ASU supersedes the
revenue recognition requirements in Accounting Standard Codification 605, Revenue Recognition, and most
industry-specific guidance. The standard requires that entities recognize revenue to depict the transfer of promised
goods or services to customers in an amount that reflects the consideration to which a company expects to be entitled
in exchange for those goods or services. On July 9, 2015, the FASB deferred the effective date for this ASU to fiscal
years beginning after December 15, 2017, and for interim periods within those fiscal years. The standard permits the
use of either the retrospective or cumulative effect transition method. At this time, the Company has not selected a
transition method. The Company is currently assessing the impact of the adoption of ASU 2014-09 on its financial
position, results of operations, and cash flow.

In February 2016, the FASB issued ASU 2016-02, Leases, which relates to the accounting of leasing

transactions. This standard requires a lessee to record on the balance sheet the assets and liabilities for the rights and
obligations created by leases with lease terms of more than 12 months. In addition, this standard requires both lessees
and lessors to disclose certain key information about lease transactions. This standard will be effective for fiscal years
beginning after December 15, 2018, including interim periods within those fiscal years. The Company is currently
assessing the impact the adoption of ASU 2016-02 will have on its financial position, results of operations, and cash
flow.

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows Classification of Certain Cash Receipts
and Cash Payments, an update that addresses how certain cash receipts and cash payments are presented and classified
in the statement of cash flows. Among the cash flow matters addressed in the update are payments for costs related to
debt prepayments or extinguishments, payments related to settlement of certain types of debt instruments, payments of
contingent consideration made after a business combination, proceeds from insurance claims and corporate-owned life
insurance policies, and distributions received from equity method investees, among others. The standard is effective
for fiscal beginning after December 31, 2017, including interim periods within that fiscal year. Early adoption is
permitted, including adoption in an interim period. If an entity early adopts the amendments in an interim period, any
adjustments should be reflected as of the beginning of the fiscal year that includes that interim period, and all of the
amendments must be adopted together in the same period. The amendments will be applied using a retrospective
transition method to each period presented, unless impracticable for specific cash flow matters, in which case the
amendments would be applied prospectively as of the earliest date practicable. The Company is currently assessing
the impact of ASU 2016-15 on its consolidated statement of cash flows.

2. Acquisitions
PAY.ON
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On November 4, 2015, the Company completed the acquisition of PAY.ON for $186.4 million in cash and stock.
PAY.ON is a leader in eCommerce payments gateway solutions to payment service providers globally. PAY.ON s
advanced Software as a Service ( SaaS ) based solution complements and strengthens the Company s Merchant Retail
Omni-Channel Universal Payments offerings. The combined entities provide customers the ability to deliver a

seamless omni-channel customer payment experience in store, mobile, and online.

Under the terms of the agreement, the Company acquired 100% of the equity of PAY.ON in a combination of cash
and stock. The Company used approximately $181.0 million from its Revolving Credit Facility. See Note 4, Debt, for
terms of the Credit Facility.

10
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The purchase price of PAY.ON as of the date of the acquisition was comprised of (in thousands):

Amount
Cash payments to PAY.ON shareholders $ 180,994
Issuance of ACI common stock 5,379
Total purchase price $ 186,373

The consideration paid by the Company to complete the acquisition has been allocated preliminarily to the assets
acquired and liabilities assumed based upon their estimated fair values as of the date of the acquisition. The allocation
of the purchase price is based upon certain external valuations and other analyses that have not been completed as of
the date of this filing, including but not limited to certain accruals and tax matters. Accordingly, the purchase price
allocation is considered preliminary and is subject to future adjustments during the maximum one-year measurement
period.

The Company incurred approximately $0.9 million in transaction related expenses during the year ended
December 31, 2015, including fees to the investment bank, legal and other professional fees, which are included in
general and administrative expenses in the accompanying consolidated financial statements.

Under the terms of the PAY.ON acquisition agreement, the Company issued 476,750 shares of ACI common stock to
two key PAY.ON employees ( PAY.ON RSAs ) with a fair value of $11.3 million on the date of grant. The awards
have requisite service periods of two years and vest in increments of 25% every six months from the date of the
acquisition. The PAY.ON RSAs provide for the payment of dividends on the Company s common stock, if any, to the
participant during the requisite service period (vesting period) and the participant has voting rights for each share of
common stock. The Company recognizes compensation expense for the PAY.ON RSAs on a straight-line basis over
the requisite service period.

PAY.ON contributed approximately $3.8 million and $12.2 million in revenue and an operating loss of $4.2 million
and $12.2 million for the three and nine months ended September 30, 2016. Certain revenue and expenses have been
estimated that are no longer separately identifiable due to integration activities. The consideration paid by the
Company to complete the acquisition has been allocated to the assets acquired and liabilities assumed based upon their
estimated fair values as of the date of the acquisition.

11
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In connection with the acquisition, the Company recorded the following amounts based upon its purchase price
allocation as of September 30, 2016. The purchase price allocation for PAY.ON is considered preliminary and is
subject to completion of valuations and other analyses.

The Company made adjustments to the purchase price allocation as certain analysis was completed and additional
information became available for receivables, other current assets, property and equipment, software, goodwill,

f

n

n

(in thousands, except weighted

average useful lives)

Current assets:

Cash and cash equivalents
Receivables, net of allowance
Other current assets

Total current assets acquired

Noncurrent assets:
Property and equipment
Goodwill

Software

Customer relationships
Trademarks

Other noncurrent assets

Total assets acquired
Current liabilities:
Accounts payable
Employee compensation
Other current liabilities

Total current liabilities acquired

Noncurrent liabilities:
Deferred income taxes

Total liabilities acquired

Net assets acquired

Weighted-Average
Useful Lives

S years
15 years
S years

PAY.ON
$ 1,627
2,674

511
4,812
332
140,680
34,150
21,718
2,300

7
203,999
1,058

681

840

2,579

15,047
17,626

$186,373

customer relationships, trademarks, accounts payable, employee compensation, other current liabilities, and deferred

income taxes. These adjustments and any resulting adjustments to the condensed consolidated statements of
operations were not material to the Company s previously reported operating results or financial position.

Factors contributing to the purchase price that resulted in the goodwill (which is not tax deductible) include the

acquisition of management, sales, and technology personnel with the skills to market new and existing products of the
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Company, enhanced product capabilities, complementary products and customers. Pro forma results for PAY.ON are
not presented because they are not material.

3. Divestiture

Community Financial Services

On March 3, 2016, the Company completed the sale of its Community Financial Services ( CFS ) related assets and
liabilities, a part of the Americas segment, to Fiserv, Inc. ( Fiserv ) for $200.0 million. The sale of CFS, which was not
strategic to the Company s long-term strategy, is part of the Company s ongoing efforts to expand as a provider of
software products and SaaS-based solutions facilitating real-time electronic and eCommerce payments for large

financial institutions, intermediaries, retailers, and billers worldwide. The sale included employee agreements and
customer contracts as well as technology assets and intellectual property.

12
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For the nine months ended September 30, 2016, the Company recognized a net after-tax gain of $93.4 million on the
sale of assets to Fiserv. This gain includes final post-closing adjustments pursuant to the definitive transaction
agreement of $0.5 million recognized during the three months ended September 30, 2016.

The Company and Fiserv have also entered into a Transition Services Agreement ( TSA ), whereby the Company will
continue to perform certain functions on Fiserv s behalf during a migration period not to exceed 18 months. The TSA
is meant to reimburse the Company for direct costs incurred in order to provide such functions, which are no longer
generating revenue for the Company.

4. Debt

As of September 30, 2016, the Company had $64.0 million, $389.1 million, and $300.0 million outstanding under its
Revolving Credit Facility, Term Credit Facility, and Senior Notes, respectively, with up to $161.0 million of unused
borrowings under the Revolving Credit Facility portion of the Credit Agreement, as amended, and up to $25.0 million
of unused borrowings under the Letter of Credit agreement. The amount of unused borrowings actually available
varies in accordance with the terms of the agreement.

Credit Agreement

The Company entered into the Credit Agreement (the Credit Agreement ), as amended, with a syndicate of financial
institutions, as lenders, and Wells Fargo Bank, National Association ( Wells Fargo ), as Administrative Agent,
providing for revolving loans, swingline loans, letters of credit and a term loan on November 10, 2011. The Credit
Agreement consists of a five-year $250.0 million senior secured revolving credit facility (the Revolving Credit

Facility ), which includes a sublimit for the issuance of standby letters of credit and a sublimit for swingline loans, and
$650.0 million total under the five-year senior secured term loan facility (the Term Credit Facility and, together with
the Revolving Credit Facility, the Credit Facility ). The Credit Agreement also allows the Company to request optional
incremental term loans and increases in the revolving commitment. The amendment extended the Credit Facility

through August 20, 2018.

Borrowings under the Credit Facility bear interest at a rate per annum equal to, at the Company s option, either (a) a
base rate determined by reference to the highest of (1) the rate of interest per annum publicly announced by the
Administrative Agent as its Prime Rate, (2) the federal funds effective rate plus 1/2 of 1% and (3) a LIBOR based rate
determined by reference to the costs of funds for U.S. dollar deposits for a one-month interest period adjusted for
certain additional costs plus 1% or (b) a LIBOR based rate determined by reference to the costs of funds for U.S.
dollar deposits for the interest period relevant to such borrowing adjusted for certain additional costs, in each case plus
an applicable margin. The applicable margin for borrowings under the Revolving Credit Facility is, based on the
calculation of the applicable consolidated total leverage ratio, between 0.50% to 1.50% with respect to base rate
borrowings and between 1.50% and 2.50% with respect to LIBOR based borrowings. Interest is due and payable
monthly. The interest rate in effect at September 30, 2016 for the Credit Facility was 3.03%.

In addition to paying interest on the outstanding principal under the Credit Facility, the Company is required to pay a
commitment fee in respect of the unutilized commitments under the Revolving Credit Facility, payable quarterly in
arrears. The Company is also required to pay letter of credit fees on the maximum amount available to be drawn under
all outstanding letters of credit in an amount equal to the applicable margin on LIBOR based borrowings under the
Revolving Credit Facility on a per annum basis, payable quarterly in arrears, as well as customary fronting fees for the
issuance of letters of credit fees and agency fees.
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The Company is permitted to voluntarily reduce the unutilized portion of the commitment amount and repay
outstanding loans under the Credit Facility at any time without premium or penalty, other than customary breakage
costs with respect to LIBOR based loans.

Letter of Credit

On February 29, 2016, the Company entered into a six-month standby letter of credit (the Letter of Credit ), under the
terms of the Credit Agreement, for $25.0 million. The Letter of Credit automatically renewed on June 15, 2016. At

any time the Company may request to close the Letter of Credit. The Letter of Credit reduces the maximum available
borrowings under our Revolving Credit Facility to $225.0 million. Upon expiration of the Letter of Credit, maximum
borrowings will return to $250.0 million.

Senior Notes
On August 20, 2013, the Company completed a $300.0 million offering of Senior Notes at an issue price of 100% of
the principal amount in a private placement for resale to qualified institutional buyers. The Senior Notes bear an

interest rate of 6.375% per annum, payable semi-annually in arrears on August 15 and February 15 of each year,
commencing on February 15, 2014. Interest began accruing on August 20, 2013.

13
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Maturities on long-term debt outstanding at September 30, 2016 are as follows:

Fiscal year ending

December 31,
(in thousands)

2016 $ 23,823
2017 95,293
2018 333,997
2019

2020 300,000
Total $753,113

The Credit Agreement and Senior Notes also contain certain customary mandatory prepayment provisions. If certain
events, as specified in the Credit Agreement or Senior Notes agreement, shall occur, the Company may be required to
repay all or a portion of the amounts outstanding under the Credit Facility or Senior Notes.

The Credit Facility will mature on August 20, 2018 and the Senior Notes will mature on August 15, 2020. The
Revolving Credit Facility and Senior Notes do not amortize and the Term Credit Facility does amortize, with principal
payable in consecutive quarterly installments.

The Company s obligations and the obligations of the guarantors under the guaranty and cash management
arrangements entered into with lenders under the Credit Facility (or affiliates thereof) are secured by first-priority
security interests in substantially all assets of the Company and any guarantor, including 100% of the capital stock of
ACI Worldwide Corp. and each domestic subsidiary of the Company, each domestic subsidiary of any guarantor and
65% of the voting capital stock of each foreign subsidiary of the Company that is directly owned by the Company or a
guarantor, and in each case, is subject to certain exclusions set forth in the credit documentation governing the Credit
Facility.

The Credit Agreement and Senior Notes contain certain customary affirmative covenants and negative covenants that
limit or restrict, subject to certain exceptions, the incurrence of liens, indebtedness of subsidiaries, mergers, advances,
investments, acquisitions, transactions with affiliates, change in nature of business and the sale of the assets. The
Company is also required to maintain a consolidated leverage ratio at or below a specified amount and a consolidated
fixed charge coverage ratio at or above a specified amount. If an event of default, as specified in the Credit Agreement
and Senior Notes agreement, shall occur and be continuing, the Company may be required to repay all amounts
outstanding under the Credit Facility and Senior Notes. On June 30, 2016, the Company requested and obtained a
waiver to the application of the Consolidated Fixed Charge Coverage Ratio covenant in the Credit Agreement for the
fiscal quarters ending June 30, 2016, September 30, 2016, and December 31, 2016. On November 2, 2016, the
Company obtained an amendment to increase the Consolidated Net Leverage Ratio covenant in the Credit Agreement
from 3.75 to 4.00 for the fiscal quarter ended September 30, 2016. As of September 30, 2016, and at all times during
the period, the Company was in compliance with all other financial debt covenants.

(in thousands)
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As of As of

September 30,2016  December 31, 2015
Term credit facility $ 389,113 $ 460,583
Revolving credit facility 64,000 178,000
6.375% Senior Notes, due August 2020 300,000 300,000
Debt issuance costs (10,456) (14,424)
Total debt 742,657 924,159
Less current portion of term credit
facility 95,293 95,293
Less current portion of debt issuance
costs (5,023) (5,583)
Total long-term debt $ 652,387 $ 834,449

Edgar Filing: ACl WORLDWIDE, INC. - Form 10-Q

In April 2015, the FASB issued ASU 2015-03, Simplifying the Presentation of Debt Issuance Costs, which states that
entities should present the debt issuance costs in the balance sheet as a direct deduction from the related debt liability

rather than as an asset. The Company has adopted ASU 2015-03 as of January 1, 2016 and applied retrospectively.
The adoption of this standard resulted in the reclassification in the condensed consolidated balance sheet as of
December 31, 2015 of $5.6 million from other current assets to current portion of long-term debt and $8.8 million

from other noncurrent assets to long-term debt.

Table of Contents
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5. Fair Value of Financial Instruments

ASC 820, Fair Value Measurements and Disclosures (  ASC 820 ), defines fair value as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants. ASC 820
establishes a fair value hierarchy for valuation inputs that gives the highest priority to quoted prices in active markets
for identical assets or liabilities and the lowest priority to unobservable inputs.

The fair value hierarchy is as follows:

Level 1 Inputs - Unadjusted quoted prices in active markets for identical assets or liabilities that
the reporting entity has the ability to access at the measurement date.

Level 2 Inputs - Inputs other than quoted prices included in Level 1 that are observable for the
asset or liability, either directly or indirectly. These might include quoted prices for similar assets
or liabilities in active markets, quoted prices for identical or similar assets or liabilities in markets
that are not active, inputs other than quoted prices that are observable for the asset or liability
(such as interest rates, volatilities, prepayment speeds, credit risks, etc.) or inputs that are derived
principally from or corroborated by market data by correlation or other means.

Level 3 Inputs - Unobservable inputs for determining the fair values of assets or liabilities that
reflect an entity s own assumptions about the assumptions that market participants would use in
pricing the assets or liabilities.

Debt

The fair value of our Credit Agreement approximates the carrying value due to the floating interest rate (Level 2 of the
fair value hierarchy). The Company measures the fair value of its Senior Notes based on Level 2 inputs, which include
quoted market prices and interest rate spreads of similar securities. The fair value of the Company s Senior Notes was
$309.8 million and $310.5 million at September 30, 2016 and December 31, 2015, respectively.

Cash and Cash Equivalents

The fair values of cash and cash equivalents approximate the carrying values due to the short period of time to
maturity (Level 2 of the fair value hierarchy).

The Company assesses its classifications within the fair value hierarchy at each reporting period. There were no
transfers between any levels of the fair value hierarchy during the periods ended September 30, 2016 and
December 31, 2015.

6. Stock-Based Compensation Plans

Employee Stock Purchase Plan

Under the Company s 1999 Employee Stock Purchase Plan, as amended (the ESPP ), a total of 4,500,000 shares of the
Company s common stock have been reserved for issuance to eligible employees. Participating employees are
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permitted to designate up to the lesser of $25,000 or 10% of their annual base compensation for the purchase of
common stock under the ESPP. Purchases under the ESPP are made one calendar month after the end of each fiscal
quarter. The price for shares of common stock purchased under the ESPP is 85% of the stock s fair market value on the
last business day of the three-month participation period. Shares issued under the ESPP during the nine months ended
September 30, 2016 and 2015 totaled 141,484 and 123,866, respectively.

Stock Incentive Plans 2016 Equity and Performance Incentive Plan

On March 23, 2016, the Company s Board of Directors (the Board ) approved the 2016 Equity and Performance
Incentive Plan (the 2016 Incentive Plan ). The 2016 Incentive Plan is intended to meet the Company s objective of
balancing stockholder concerns about dilution with the need to provide appropriate incentives to achieve Company
performance objectives. The 2016 Incentive Plan was adopted by the stockholders on June 14, 2016. Following the
adoption of the 2016 Incentive Plan, the 2005 Equity and Performance Incentive Plan, as amended (the 2005 Incentive
Plan ) was terminated. Termination of the 2005 Incentive Plan did not affect any equity awards outstanding under the
2005 Incentive Plan.

The 2016 Incentive Plan provides for the grant of incentive stock options, nonqualified stock options, stock

appreciation rights, restricted stock awards, performance awards, and other awards (  Awards ). Subject to adjustment in
certain circumstances, the maximum number of shares of Common Stock that may be issued or transferred in

connection with Awards granted under the 2016 Incentive Plan will be the sum of (i) 8,000,000 shares of Common
Stock and (ii) any shares of Common Stock that are represented by options previously granted under the Current 2005
Incentive Plan which are forfeited, expire, or are canceled without delivery of Common Stock or which result in the
forfeiture or relinquishment of Common Stock back to the Company.
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To the extent Awards granted under the 2016 Incentive Plan terminate, expire, are canceled without being exercised,
are forfeited or lapse for any reason, the shares of Common Stock subject to such Award will again become available
for grants under the 2016 Incentive Plan.

The 2016 Incentive Plan expressly prohibits re-pricing stock options and appreciation rights. The 2016 Incentive Plan
also, subject to certain limited exceptions, expressly requires a one-year vesting period for all stock options and
appreciation rights.

No eligible person selected by the Board to receive awards ( Participant ) will receive stock options, stock appreciation
rights, restricted stock, restricted stock units and other awards under the 2016 Incentive Plan, during any calendar

year, for more than 3,000,000 shares of Common Stock. In addition, no Participant may receive performance shares or
performance units having an aggregate value on the date of grant in excess of $9,000,000 during any calendar year.
Each of the limits described above may be adjusted equitably to accommodate a change in the capital structure of the
Company.

Stock options granted pursuant to the 2016 Incentive Plan are granted at an exercise price not less than the market
value per share of the Company s common stock on the date of the grant. Under the 2016 Incentive Plan, the term of
the outstanding options may not exceed ten years nor be less than one year. Vesting of options is determined by the
Compensation Committee of the Board of Directors, the administrator of the 2016 Incentive Plan, and can vary based
upon the individual award agreements. In addition, outstanding options do not have dividend equivalent rights
associated with them under the 2016 Incentive Plan.

The Board may issue or transfer shares of Common Stock to Participants under a restricted stock grant for
consideration or no consideration, and subject to restrictions, as determined by the Board. All restricted stock Awards
will transfer ownership of such shares of restricted stock to the Participant and entitle the Participant to voting,