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ACI WORLDWIDE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

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

     
September 30,

2011    
December 31,

2010  
ASSETS       

Current assets       
Cash and cash equivalents     $ 179,700    $ 171,310  
Billed receivables, net of allowances of $4,477 and $5,738, respectively      69,046     77,773  
Accrued receivables      7,129     9,578  
Deferred income taxes, net      13,623     12,317  
Recoverable income taxes      2,781     —    
Prepaid expenses      9,486     13,369  
Other current assets      9,474     10,462  

      
 

    
 

Total current assets      291,239     294,809  
      

 
    

 

Property and equipment, net      21,192     18,539  
Software, net      24,006     25,366  
Goodwill      215,864     203,935  
Other intangible assets, net      19,783     20,448  
Deferred income taxes, net      21,675     28,143  
Other noncurrent assets      20,943     10,289  

      
 

    
 

TOTAL ASSETS     $ 614,702    $ 601,529  
      

 

    

 

LIABILITIES AND STOCKHOLDERS’ EQUITY       
Current liabilities       

Accounts payable     $ 11,425    $ 15,263  
Accrued employee compensation      26,573     26,174  
Deferred revenue      123,855     121,936  
Income taxes payable      1,166     6,181  
Alliance agreement liability      1,600     1,917  
Note payable under credit facility      —       75,000  
Accrued and other current liabilities      21,351     24,293  

      
 

    
 

Total current liabilities      185,970     270,764  
      

 
    

 

Deferred revenue      32,487     31,045  
Note payable under credit facility      75,000     —    
Alliance agreement noncurrent liability      20,667     20,667  
Other noncurrent liabilities      12,813     23,430  

      
 

    
 

Total liabilities      326,937     345,906  
      

 
    

 

Commitments and contingencies (Note 15)       

Stockholders’ equity       
Preferred stock, $0.01 par value; 5,000,000 shares authorized; no shares issued and outstanding at September 30, 2011 and

December 31, 2010      —       —    
Common stock, $0.005 par value; 70,000,000 shares authorized; 40,821,516 shares issued at September 30, 2011 and

December 31, 2010      204     204  
Common stock warrants      24,003     24,003  
Treasury stock, at cost, 7,317,302 and 7,548,752 shares outstanding at September 30, 2011 and December 31, 2010,

respectively      (166,557)    (171,676) 
Additional paid-in capital      318,766     312,947  
Retained earnings      127,250     105,289  
Accumulated other comprehensive loss      (15,901)    (15,144) 

      
 

    
 

Total stockholders’ equity      287,765     255,623  
      

 
    

 

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY     $ 614,702    $ 601,529  
      

 

    

 

The accompanying notes are an integral part of the condensed consolidated financial statements.
 

3



Table of Contents

ACI WORLDWIDE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited and in thousands, except per share amounts)
 

     
Three Months Ended

September 30,    
Nine Months Ended

September 30,  
     2011    2010    2011    2010  
Revenues:           
Software license fees     $ 39,249    $ 37,804    $ 129,058    $ 98,520  
Maintenance fees      36,928     32,480     109,193     100,109  
Services      23,770     15,439     57,814     47,244  
Software hosting fees      12,202     11,294     33,993     31,310  

      
 

    
 

    
 

    
 

Total revenues      112,149     97,017     330,058     277,183  
      

 
    

 
    

 
    

 

Expenses:           
Cost of software license fees (1)      3,763     3,088     11,341     9,269  
Cost of maintenance, services, and hosting fees (1)      29,996     28,956     91,421     86,151  
Research and development      22,481     18,165     69,395     55,359  
Selling and marketing      19,814     17,933     60,899     50,767  
General and administrative      19,068     16,341     51,234     49,538  
Depreciation and amortization      5,759     5,146     16,580     15,250  

      
 

    
 

    
 

    
 

Total expenses      100,881     89,629     300,870     266,334  
      

 
    

 
    

 
    

 

Operating income      11,268     7,388     29,188     10,849  

Other income (expense):           
Interest income      205     185     639     435  
Interest expense      (406)    (418)    (1,423)    (1,482) 
Other, net      (46)    (1,556)    (88)    (3,452) 

      
 

    
 

    
 

    
 

Total other income (expense)      (247)    (1,789)    (872)    (4,499) 
      

 
    

 
    

 
    

 

Income before income taxes      11,021     5,599     28,316     6,350  
Income tax expense      482     3,263     6,355     6,253  

      
 

    
 

    
 

    
 

Net income     $ 10,539    $ 2,336    $ 21,961    $ 97  
      

 

    

 

    

 

    

 

Income per share information           
Weighted average shares outstanding           

Basic      33,495     33,244     33,420     33,670  
Diluted      34,305     33,480     34,182     33,907  

Income per share           
Basic     $ 0.31    $ 0.07    $ 0.66    $ 0.00  
Diluted     $ 0.31    $ 0.07    $ 0.64    $ 0.00  

 
(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 STATEMENT OF STOCKHOLDERS’ EQUITY AND COMPREHENSIVE INCOME

(unaudited and in thousands)
 

     
Common

Stock      

Common
Stock

Warrants      
Treasury

Stock    

Additional
Paid-in
Capital    

Retained
Earnings      

Accumulated
Other

Comprehensive
Income (Loss)    Total  

Balance as of December 31, 2010     $ 204      $ 24,003      $ (171,676)   $ 312,947    $ 105,289      $ (15,144)   $ 255,623  
Comprehensive income information:                       

Net income      —         —         —       —       21,961       —       21,961  
Other comprehensive income:                       

Unrealized gain on available-
for-sale securities      —         —         —       —       —         151     151  

Foreign currency translation
adjustments      —         —         —       —       —         (908)    (908) 

                        
 

Comprehensive
income                        21,204  

Stock-based compensation      —         —         —       6,691     —         —       6,691  
Shares issued and forfeited, net,

under stock plans including
income tax benefits      —         —         5,797     (872)    —         —       4,925  

Repurchase of restricted stock for
tax withholdings      —         —         (678)    —       —         —       (678) 

      
 

      
 

      
 

    
 

    
 

      
 

    
 

Balance as of September 30, 2011     $ 204      $ 24,003      $ (166,557)   $ 318,766    $ 127,250      $ (15,901)   $ 287,765  
      

 

      

 

      

 

    

 

    

 

      

 

    

 

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,  
     2011    2010  
Cash flows from operating activities:       

Net income     $ 21,961    $ 97  
Adjustments to reconcile net income to net cash flows from operating activities       

Depreciation      5,529     5,107  
Amortization      15,813     14,671  
Tax expense of intellectual property shift      917     1,650  
Deferred income taxes      6,181     456  
Stock-based compensation expense      6,691     5,455  
Excess tax benefit of stock options exercised      (1,326)    275  
Other      333     458  
Changes in operating assets and liabilities, net of impact of acquisitions:       

Billed and accrued receivables, net      8,629     22,779  
Other current and noncurrent assets      2,179     (5,451) 
Accounts payable      (4,658)    (8,201) 
Accrued employee compensation      133     1,534  
Accrued liabilities      (1,524)    (5,389) 
Current income taxes      (6,424)    (10,919) 
Deferred revenue      4,184     28,704  
Other current and noncurrent liabilities      (6,383)    (2,093) 

      
 

    
 

Net cash flows from operating activities      52,235     49,133  
      

 
    

 

Cash flows from investing activities:       
Purchases of property and equipment      (9,310)    (4,157) 
Purchases of software and distribution rights      (6,590)    (6,375) 
Alliance technical enablement expenditures      (256)    (4,423) 
Purchase of available-for-sale equity securities      (10,000)    —    
Acquisition of businesses, net of cash acquired      (16,850)    —    

      
 

    
 

Net cash flows from investing activities      (43,006)    (14,955) 
      

 
    

 

Cash flows from financing activities:       
Proceeds from issuance of common stock      968     866  
Proceeds from exercises of stock options      2,780     2,508  
Excess tax benefit of stock options exercised      1,326     159  
Repurchases of common stock      —       (18,624) 
Repurchase of restricted stock for tax withholdings      (678)    (517) 
Repayment of revolving credit facility      (75,000)    —    
Proceeds from senior secured revolving credit facility      75,000     —    
Payments on debt and capital leases      (3,270)    (1,306) 
Distribution to noncontrolling interest      —       (1,232) 

      
 

    
 

Net cash flows from financing activities      1,126     (18,146) 
      

 
    

 

Effect of exchange rate fluctuations on cash      (1,965)    1,953  
      

 
    

 

Net increase in cash and cash equivalents      8,390     17,985  
Cash and cash equivalents, beginning of period      171,310     125,917  

      
 

    
 

Cash and cash equivalents, end of period     $ 179,700    $ 143,902  
      

 

    

 

Supplemental cash flow information       
Income taxes paid, net     $ 16,538    $ 20,886  
Interest paid     $ 1,219    $ 1,238  

The accompanying notes are an integral part of the condensed consolidated financial statements.
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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, the
“Company”). All intercompany balances and transactions have been eliminated. The condensed consolidated financial statements as of September 30, 2011, and
for the three and nine months ended September 30, 2011 and 2010, are unaudited and reflect all adjustments of a normal recurring nature, except as otherwise
disclosed herein, 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, 2010 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, 2010, filed on February 18, 2011. Results for the three and nine
months ended September 30, 2011, 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.

Revenue

Update to Revenue Accounting Policies. With the exception of the adoption of the new accounting pronouncements related to revenue recognition, which are
discussed below, there have been no material changes to the Company’s significant accounting policies, as compared to the significant accounting policies
described in its annual report on Form 10-K for the fiscal year ended December 31, 2010.

Revenue Recognition for Arrangements with Multiple Deliverables.

Effective January 1, 2011, the Company adopted on a prospective basis for all new or materially modified arrangements entered into on or after that date, the
amended accounting guidance for multiple-deliverable revenue arrangements and the amended guidance related to the scope of existing software revenue
recognition guidance. The adoption of this guidance did not have a material impact on the Company’s condensed consolidated financial statements for the three
and nine months ended September 30, 2011, nor does the Company expect it to have a material impact on its future financial statements.

A multiple-deliverable arrangement is separated into more than one unit of accounting if the delivered item(s) has value to the customer on a stand-alone basis; if
the arrangement includes a general right of return relative to the delivered item(s); and if delivery or performance of the undelivered item(s) is considered
probable and substantially in the control of the Company. If these criteria are not met, the arrangement is accounted for as a single unit of accounting which would
result in revenue being recognized ratably over the contract term or being deferred until the earlier of when such criteria are met or when the last undelivered
element is delivered. If these criteria are met for each, the arrangement consideration is allocated to the separate units of accounting based on each unit’s relative
selling price. The selling price for each element is based upon the following selling price hierarchy: vendor-specific objective evidence (“VSOE”) if available,
third party evidence (“TPE”) if VSOE is not available, or estimated selling price if neither VSOE nor TPE is available.

The Company enters into hosting-related arrangements that may consist of multiple service deliverables including initial implementation and setup services; on-
going support services; and other services. The Company’s hosted products operate in a highly regulated and controlled environment which requires a highly
specialized and unique set of initial implementation and setup services prior to the commencement of hosting-related services. Due to the essential and
specialized nature of the implementation and setup services, these services do not qualify as separate units of accounting separate from the hosting service as the
delivered services do not have value to the customer on a stand-alone basis. The on-going support and other services are considered as separate units of
accounting. The total arrangement consideration is allocated to each of the separate units of accounting based on their relative selling price and revenue is
recognized over their respective service periods. As the support and other services periods are the same as the hosting service period, the recognition pattern is
similar to what was experienced prior to adopting the amended accounting guidance for multiple-deliverable revenue arrangements.
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Vendor-Specific Objective Evidence

Certain of the Company’s software license arrangements include post contract customer support (maintenance or “PCS”) terms that fail to achieve VSOE of fair
value due to non-substantive renewal periods, or contain a range of possible PCS renewal amounts. As a result of the maturation of certain retail payment engine
products, including BASE24, a higher number of software license arrangements fail to achieve VSOE of fair value for PCS due to non-substantive renewal
periods, or contain a range of possible 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 the initial 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 fees, maintenance
fees and services, if applicable.

This allocation methodology has been applied to the following amounts included in revenues in the consolidated statements of operations from arrangements for
which VSOE of fair value does not exist for each undelivered element (in thousands):
 

     
Three Months Ended

September 30,      
Nine Months Ended

September 30,  
     2011      2010      2011      2010  
Software license fees     $ 11,954      $ 14,553      $ 53,794      $ 26,335  
Maintenance fees      3,047       2,349       11,859       5,507  
Services      447       1,216       906       4,024  

      
 

      
 

      
 

      
 

Total     $ 15,448      $ 18,118      $ 66,559      $ 35,866  
      

 

      

 

      

 

      

 

2. Acquisitions

ISD Holdings, Inc.

On March 18, 2011, the Company closed the acquisition of ISD Holdings, Inc. and its 100% owned subsidiary ISD Corporation (collectively “ISD”). ISD’s suite
of products enables retailers to consolidate, manage, secure and route all electronic transactions from their point-of-sale systems to third-party processors for
authorization and settlement.

The aggregate purchase price of ISD was $19.2 million, after working capital adjustments in accordance with the terms of the purchase agreement, which
included cash acquired of $2.4 million. The allocation of the purchase price to specific assets and liabilities was based on the relative fair value of all assets and
liabilities.
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In connection with the acquisition, the Company recorded the following amounts based upon its preliminary purchase price allocation during the nine months
ended September 30, 2011 (in thousands, except weighted-average useful lives):
 

     Amount    

Weighted-
Average Useful

Lives  
Cash     $ 2,375    
Accounts Receivable      2,030    
Other current assets      958    

      
 

  

Total current assets acquired      5,363    
      

 
  

Noncurrent assets:       
Property and equipment      519    
Goodwill      11,380    
Intellectual property rights      2,338     5 years  
Customer relationships      4,059     9 years  
Trade name      247     5 years  

      
 

  

Total assets acquired      23,906    
      

 
  

Current liabilities acquired      (4,681)   
      

 
  

Net assets acquired     $ 19,225    
      

 

  

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 Company. Pro forma results are not presented because they are not material.

3. Debt

Credit Facility

The Company’s revolving credit facility expired and was repaid in full on September 29, 2011. On September 29, 2011, the Company entered into a five year
senior secured revolving credit facility (the “Facility”) with Wells Fargo Bank, National Association (“Wells Fargo”), as lender, providing for revolving loans,
swingline loans and letters of credit in an aggregate principal amount not to exceed $100 million. Subject to certain conditions the Company has the right to
request an increase in the aggregate principal amount of the revolving credit facility or optional incremental term loans. The Facility has a maturity date of
September 29, 2016, at which time any principal amounts outstanding are due. Obligations under the Facility are secured and are jointly and severally guaranteed
by certain domestic and foreign subsidiaries of the Company.

The Company may select either a base rate loan or a LIBOR based loan. Base rate loans are computed at the highest of (a) the national prime interest rate as
announced by Wells Fargo, (b) the sum of the Federal fund rate plus 0.5%, or (c) the LIBOR rate for an interest period of one month plus 1.0%, in each case, plus
a margin ranging from 0.50% to 1.25%. LIBOR based loans are computed at the applicable LIBOR rate plus a margin ranging from 1.50% to 2.25%. The margins
are dependent upon the Company’s total leverage ratio at the end of each quarter. The initial borrowing rate on September 29, 2011 was set using the LIBOR rate
option, effecting a rate of 1.74%. Interest is due and payable quarterly.

The interest rate in effect at September 30, 2011 was 1.74%. There is also an unused commitment fee to be paid quarterly of 0.25% to 0.40% based on the
Company’s leverage ratio. The initial principal borrowings of $75 million were outstanding at September 30, 2011. The amount of unused borrowings actually
available under the Facility varies in accordance with the terms of the agreement.
 

9



Table of Contents

The Facility contains certain affirmative and negative covenants, including limitations on the incurrence of indebtedness, asset dispositions, acquisitions,
investments, dividends and other restricted payments, liens and transactions with affiliates. The Facility also contains financial covenants relating to maximum
permitted leverage ratio and the minimum fixed charge coverage ratio. At September 30, 2011, (and at all times during the period) the Company was in
compliance with its debt covenants. The Facility does not contain any subjective acceleration features and does not have any required payment or principal
reduction schedule and is included as long-term in the accompanying consolidated balance sheet.

4. Stock-Based Compensation Plans

Employee Stock Purchase Plan

Under the Company’s 1999 Employee Stock Purchase Plan, as amended (the “ESPP”), a total of 1,500,000 shares of the Company’s common stock have been
reserved for issuance to eligible employees. Participating employees are 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, 2011 and 2010 totaled 30,021 and 45,642, respectively.

Stock-Based Payments

A summary of stock options issued pursuant to the Company’s stock incentive plans is as follows:
 

     
Number of

Shares    

Weighted-
Average
Exercise

Price      

Weighted-
Average

Remaining
Contractual
Term (Years)      

Aggregate
Intrinsic Value of

In-the-Money
Options  

Outstanding as of December 31, 2010      3,510,538    $ 21.55          
Granted      70,000     29.00          
Exercised      (232,499)    11.95          
Forfeited      (22,351)    20.19          

      
 

    
 

        

Outstanding as of September 30, 2011      3,325,688    $ 22.38       5.14      $ 21,022,107  
      

 

    

 

      

 

      

 

Exercisable as of September 30, 2011      2,267,032    $ 22.40       4.55      $ 15,405,992  
      

 

    

 

      

 

      

 

As of September 30, 2011, the Company expects that 94.9% of the options will vest over the vesting period.

The weighted-average grant date fair value of stock options granted during the nine months ended September 30, 2011 and 2010 was $13.69 and $9.39,
respectively. The Company issued treasury shares for the exercise of stock options during the nine months ended September 30, 2011 and 2010. The total intrinsic
value of stock options exercised during the nine months ended September 30, 2011 and 2010 was $4.5 million and $1.2 million, respectively.

There were no options granted during the three months ended September 30, 2011. The fair value of options granted during the nine months ended September 30,
2011 and 2010 was estimated on the date of grant using the Black-Scholes option-pricing model, a pricing model acceptable under U.S. GAAP, with the
following weighted-average assumptions:
 
     Nine Months Ended  Nine Months Ended 
     September 30, 2011   September 30, 2010  
Expected life (years)      5.50    5.63  
Interest rate      1.6%   2.3% 
Volatility      50.8%   51.7% 
Dividend yield      —      —    
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Expected volatilities are based on the Company’s historical common stock volatility derived from historical stock price data for historical periods commensurate
with the options’ expected life. The expected life of options granted represents the period of time that options granted are expected to be outstanding. The
Company used the simplified method for determining the expected life. The simplified method was used as the historical data did not provide a reasonable basis
upon which to estimate the expected term due to the extended period during which individuals were unable to exercise options while the Company was not
current with its filings with the Securities and Exchange Commission (“SEC”). The risk-free interest rate is based on the implied yield currently available on
United States Treasury zero coupon issues with a term equal to the expected term at the date of grant of the options. The expected dividend yield is zero as the
Company has historically paid no dividends and does not anticipate dividends to be paid in the future.

A summary of nonvested long-term incentive program performance share awards (“LTIP performance shares”) outstanding as of September 30, 2011 and changes
during the period are as follows:
 

Nonvested LTIP Performance Shares     

Number of
Shares at
Expected

Attainment    

Weighted-
Average
Grant

Date Fair
Value  

Nonvested as of December 31, 2010      499,035    $ 20.57  
Forfeited      (27,274)    18.69  

      
 

    
 

Nonvested as of September 30, 2011      471,761    $ 20.72  
      

 

    

 

A summary of nonvested restricted share awards (“RSAs”) as of September 30, 2011 and changes during the period are as follows:
 

Nonvested Restricted Share Awards     
Number of Restricted

Share Awards    
Weighted-Average Grant

Date Fair Value  
Nonvested as of December 31, 2010      192,298    $ 18.42  

Awarded      1,300     29.00  
Vested      (79,550)    18.06  
Forfeited      (9,000)    17.36  

      
 

    
 

Nonvested as of September 30, 2011      105,048    $ 18.92  
      

 

    

 

During the nine months ended September 30, 2011, 79,550 of the RSAs vested. The Company withheld 23,370 of those shares to pay the employees’ portion of
the minimum payroll withholding taxes.

As of September 30, 2011, there were unrecognized compensation costs of $4.5 million related to nonvested stock options, $1.3 million related to the nonvested
RSAs, and $5.1 million related to the LTIP performance shares, which the Company expects to recognize over weighted-average periods of 1.6 years, 1.3 years
and 1.9 years, respectively.

The Company recorded stock-based compensation expenses for the three months ended September 30, 2011 and 2010 related to stock options, LTIP performance
shares, RSAs, and the ESPP of $2.2 million and $1.9 million, respectively, with corresponding tax benefits of $0.7 million and $0.7 million, respectively. The
Company recorded stock-based compensation expenses for the nine months ended September 30, 2011 and 2010 related to stock options, LTIP performance
shares, RSAs, and the ESPP of $6.7 million and $5.5 million, respectively, with corresponding tax benefits of $2.4 million and $2.0 million, respectively. Tax
benefits in excess of the option’s grant date fair value are classified as financing cash flows. No stock-based compensation costs were capitalized during the nine
months ended September 30, 2011 and 2010. Estimated forfeiture rates, stratified by employee classification, have been included as part of the Company’s
calculations of compensation costs. The Company recognizes compensation costs for stock option awards that vest with the passage of time with only service
conditions on a straight-line basis over the requisite service period.

Cash received from option exercises for the nine months ended September 30, 2011 and 2010 was $2.8 million and $2.5 million, respectively. The actual tax
benefit realized for the tax deductions from option exercises totaled $1.6 million and $0.4 million for the nine months ended September 30, 2011 and 2010,
respectively.
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5. Goodwill

Changes in the carrying amount of goodwill during the nine months ended September 30, 2011, were as follows (in thousands):
 

     Americas    EMEA      
Asia/

Pacific    Total  
Gross Balance prior to December 31, 2010     $ 187,362    $ 44,250      $ 19,755    $ 251,367  

Total impairment prior to December 31, 2010      (47,432)    —         —       (47,432) 
      

 
    

 
      

 
    

 

Balance as of December 31, 2010      139,930     44,250       19,755     203,935  
Addition—acquisition of ISD (1)      11,380     —         —       11,380  
Foreign currency translation adjustments      (144)    938       (245)    549  

      
 

    
 

      
 

    
 

Balance as of September 30, 2011     $ 151,166    $ 45,188      $ 19,510    $ 215,864  
      

 

    

 

      

 

    

 

 
(1) Addition relates to the goodwill acquired in the acquisition of ISD as discussed in Note 2.

6. Software and Other Intangible Assets

At September 30, 2011, software net book value totaling $24.0 million, net of $51.8 million of accumulated amortization, includes the net book value of software
marketed for external sale of $11.4 million. The remaining software net book value of $12.6 million is comprised of various software that has been acquired or
developed for internal use.

Quarterly amortization of software marketed for external sale is computed using the greater of the ratio of current revenues to total estimated revenues expected to
be derived from the software or the straight-line method over an estimated useful life of three to six years. Software for resale amortization expense recorded in
the three months ended September 30, 2011 and 2010 totaled $1.5 million. Software for resale amortization expense recorded in the nine months ended
September 30, 2011 and 2010 totaled $4.8 million and $4.5 million, respectively. These software amortization expense amounts are reflected in cost of software
license fees in the condensed consolidated statements of operations. Amortization of software for internal use of $2.1 million and $1.8 million for the three
months ended September 30, 2011 and 2010, respectively, is included in depreciation and amortization in the condensed consolidated statements of operations.
Amortization of software for internal use was $6.0 million and $5.4 million for the nine months ended September 30, 2011 and 2010, respectively.

The carrying amount and accumulated amortization of the Company’s other intangible assets that were subject to amortization at each balance sheet date are as
follows (in thousands):
 
     September 30, 2011      December 31, 2010  

     

Gross
Carrying
Amount      

Accumulated
Amortization    

Net
Balance      

Gross
Carrying
Amount      

Accumulated
Amortization    

Net
Balance  

Customer relationships     $ 40,516      $ (22,358)   $ 18,158      $ 36,393      $ (18,855)   $ 17,538  
Purchased contracts      10,772       (9,924)    848       10,753       (8,504)    2,249  
Trademarks and tradenames      1,329       (560)    769       1,062       (422)    640  
Covenant not to compete      80       (72)    8       83       (62)    21  

      
 

      
 

    
 

      
 

      
 

    
 

    $ 52,697      $ (32,914)   $ 19,783      $ 48,291      $ (27,843)   $ 20,448  
      

 

      

 

    

 

      

 

      

 

    

 

Other intangible assets amortization expense for the three months ended September 30, 2011 and 2010 totaled $1.8 million and $1.6 million, respectively. Other
intangible assets amortization expense for the nine months ended September 30, 2011 and 2010 totaled $5.1 million and $4.7 million, respectively.
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Based on capitalized software and other intangible assets at September 30, 2011, estimated amortization expense for future fiscal years is as follows (in
thousands):
 

Fiscal Year Ending December 31,     
Software

Amortization      

Other
Intangible

Assets
Amortization  

Remainder of 2011     $ 3,522      $ 1,354  
2012      11,452       5,402  
2013      5,124       5,152  
2014      2,929       3,370  
2015      871       1,469  
Thereafter      108       3,036  

      
 

      
 

Total     $ 24,006      $ 19,783  
      

 

      

 

7. Derivative Instruments and Hedging Activities

The Company had two interest rate swaps that terminated on October 4, 2010. Neither swap qualified for hedge accounting. Accordingly, the loss resulting from
the change in the fair value of the interest rate swaps of less than $0.1 million for the three months ended September 30, 2010 and $0.2 million for the nine
months ended September 30, 2010, was reflected as expense in other income (expense), net in the accompanying condensed consolidated statements of
operations.

As both interest rate swaps terminated on October 4, 2010, there was no liability reported in the accompanying condensed consolidated balance sheets as of
September 30, 2011 and December 31, 2010.

8. Fair Value of Financial Instruments

ASC 820, Fair Value Measurements and Disclosures, defines fair value, establishes a framework for measuring fair value in generally accepted accounting
principles, and expands disclosures about fair value measurements.

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.

Available-for-Sales Securities. Equity securities are reported at fair value utilizing Level 1 inputs. The Company’s equity securities are comprised entirely of S1
Corporation common stock. The Company utilizes quoted prices from an active exchange market to fair value its equity securities.

The equity securities are accounted for as available-for-sale securities and are included in other noncurrent assets in the accompanying condensed consolidated
balance sheets.

The Company looks at 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 presented in the table below.
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The following table summarizes financial assets and financial liabilities measured at fair value on a recurring basis, segregated by the level of the valuation inputs
within the fair value hierarchy utilized to measure fair value (in thousands):
 
     Fair Value Measurements at Reporting Date Using  

Description     

Quoted Prices
in Active

Markets for
Identical

Assets
(Level 1)      

Significant
Other

Observable
Inputs

(Level 2)      

Significant
Unobservable

Inputs
(Level 3)  

Equity Securities     $ 10,151      $ —        $ —    
      

 
      

 
      

 

Total assets as of September 30, 2011     $ 10,151      $ —        $ —    
      

 

      

 

      

 

Equity Securities     $ —        $ —        $ —    
      

 
      

 
      

 

Total assets as of December 31, 2010     $ —        $ —        $ —    
      

 

      

 

      

 

The Company pays interest quarterly on its revolving credit facility based upon the LIBOR rate plus a margin ranging from 0.50% to 1.25%, the margin being
dependent upon the Company’s total leverage ratio at the end of the quarter. At September 30, 2011, the fair value of the Company’s revolving credit facility
approximates its carrying value.

9. Stock Repurchase Plan

The Company’s board of directors has approved a stock repurchase program authorizing the Company, from time to time as market and business conditions
warrant, to acquire up to $210 million of its common stock. Under the program to date, the Company has purchased 8,082,180 shares for approximately $187.1
million. The Company did not repurchase shares under this program during the nine months ended September 30, 2011. The maximum remaining dollar value of
shares authorized for purchase under the stock repurchase program was approximately $22.9 million as of September 30, 2011.

10. Earnings Per Share

Basic earnings per share is computed on the basis of weighted average outstanding common shares. Diluted earnings per share is computed on the basis of basic
weighted average outstanding common shares adjusted for the dilutive effect of stock options and other outstanding dilutive securities.

The following table reconciles the average share amounts used to compute both basic and diluted loss per share (in thousands):
 

     
Three Months Ended

September 30,      
Nine Months Ended

September 30,  
     2011      2010      2011      2010  
Weighted average share outstanding:                 

Basic weighted average shares outstanding      33,495       33,244       33,420       33,670  
Add: Dilutive effect of stock options, restricted stock awards and common stock warrants      810       236       762       237  

      
 

      
 

      
 

      
 

Diluted weighted average shares outstanding      34,305       33,480       34,182       33,907  
      

 

      

 

      

 

      

 

For the three and nine months ended September 30, 2011, 3.2 million options to purchase shares, restricted share awards, common stock warrants and
contingently issuable shares were excluded from the diluted earnings per share computation as their effect would be anti-dilutive. For the three and nine months
ended September 30, 2010, 5.5 million options to purchase shares, restricted share awards, common stock warrants and contingently issuable shares were
excluded from the diluted earnings per share computation as their effect would be anti-dilutive.
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11. Other Income (Expense), net

Other, net is comprised of the following items (in thousands):
 

     
Three Months Ended

September 30,    
Nine Months Ended

September 30,  
     2011    2010    2011    2010  
Foreign currency transaction losses     $ (45)   $ (1,456)   $ 2    $ (3,078) 
Loss on interest rate swap      —       (16)    —       (153) 
Other      (1)    (84)    (90)    (221) 

      
 

    
 

    
 

    
 

Total     $ (46)   $ (1,556)   $ (88)   $ (3,452) 
      

 

    

 

    

 

    

 

12. Comprehensive Income (Loss)

The Company’s components of other comprehensive income (loss) were as follows (in thousands):
 

     
Three Months Ended

September 30,      
Nine Months Ended

September 30,  
     2011    2010      2011    2010  
Net income     $ 10,539    $ 2,336      $ 21,961    $ 97  

Foreign currency translation adjustments      (5,265)    7,769       (908)    1,070  
Net unrealized gains on available-for-sale securities      151     —         151     —    

      
 

    
 

      
 

    
 

Comprehensive income     $ 5,425    $ 10,105      $ 21,204    $ 1,167  
      

 

    

 

      

 

    

 

Of the $15.9 million accumulated other comprehensive loss included in the Company’s consolidated balance sheets $16.1 million represents the accumulated
foreign currency translation adjustment. Since the undistributed earnings of the Company’s foreign subsidiaries are considered to be permanently reinvested, the
components of accumulated other comprehensive income (loss) have not been tax effected. The accumulated other comprehensive loss is partially offset by the
$0.2 million unrealized gain on available-for-sale securities.

13. Segment Information

The Company’s chief operating decision maker, together with other senior management personnel, currently focus their review of consolidated financial
information and the allocation of resources based on reporting of operating results, including revenues and operating income, for the geographic regions of the
Americas, Europe/Middle East/Africa (“EMEA”) and Asia/Pacific. The Company’s products are sold and supported through distribution networks covering these
three geographic regions, with each distribution network having its own sales force. The Company supplements its distribution networks with independent
reseller and/or distributor arrangements. As such, the Company has concluded that its three geographic regions are its operating segments.

The Company’s chief operating decision maker reviews financial information presented on a consolidated basis, accompanied by disaggregated information about
revenues and operating income (loss) by geographical region.
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The Company allocated segment support expenses such as global product delivery and development, global customer operations and global product management
based upon percentage of revenue per segment. Corporate overhead costs are allocated as a percentage of the headcount by segment. The following is selected
segment financial data for the periods indicated (in thousands):
 

     
Three Months Ended

September 30,    
Nine Months Ended

September 30,  
     2011    2010    2011    2010  
Revenues:           

Americas     $ 59,845    $ 49,950    $ 170,149    $ 146,451  
EMEA      38,608     35,067     122,629     97,446  
Asia/Pacific      13,696     12,000     37,280     33,286  

      
 

    
 

    
 

    
 

    $ 112,149    $ 97,017    $ 330,058    $ 277,183  
      

 

    

 

    

 

    

 

          
Operating income (loss):           

Americas     $ 11,764    $ 7,594    $ 27,405    $ 17,482  
EMEA      2,816     3,928     13,212     4,145  
Asia/Pacific      (3,312)    (4,134)    (11,429)    (10,778) 

      
 

    
 

    
 

    
 

    $ 11,268    $ 7,388    $ 29,188    $ 10,849  
      

 

    

 

    

 

    

 

 
     September 30,      December 31,  
     2011      2010  
Total assets:         

Americas - United States     $ 358,629      $ 335,457  
Americas - Other      33,232       21,254  
EMEA      164,010       186,209  
Asia/Pacific      58,831       58,609  

      
 

      
 

    $ 614,702      $ 601,529  
      

 

      

 

No single customer accounted for more than 10% of the Company’s consolidated revenues during the three and nine months ended September 30, 2011 and 2010.
Aggregate revenues attributable to customers in the United Kingdom accounted for 10.1% of the Company’s consolidated revenues during the nine months ended
September 30, 2011. No other country outside the United States accounted for more than 10% of the Company’s consolidated revenues during the three and nine
months ended September 30, 2010.

14. Income Taxes

The effective tax rate for the three months ended September 30, 2011 was 4.4%. The effective tax rate for the nine months ended September 30, 2011 was 22.4%.
The effective tax rate in both periods of 2011 was positively impacted by the release of a $3.1 million liability due to the expiration of a contractual obligation
related to the transfer of certain intellectual property rights from US to non-US entities. The effective tax rate for the nine months ended September 30, 2011 was
also positively impacted by the favorable adjustment of $3.9 million to the Company’s uncertain tax positions, partially offset by a reversal of related deferred tax
assets of $1.7 million. The accrual for uncertain tax positions and related deferred tax assets are no longer required as the statute of limitations expired for the tax
returns to which they are associated during the nine months ended September 30, 2011. The earnings (losses) of the Company’s foreign entities for the three and
nine months ended September 30, 2011 were $(0.2) million and $10.2 million, respectively. The tax rates in the foreign jurisdictions in which the Company
operates are less than the Company’s domestic rate, therefore, losses in the foreign jurisdictions will have a negative impact on the Company’s effective tax rate,
while earnings in the foreign jurisdictions will have a positive impact on the Company’s effective tax rate.

The effective tax rate for the three months ended September 30, 2010 was 58.3%. The effective tax rate for the nine months ended September 30, 2010 was
98.5%. The effective tax rate in both periods in 2010 were negatively impacted by the Company’s inability to recognize income tax benefits during the period on
losses sustained in certain tax foreign jurisdictions where the future utilization of the losses are uncertain, and by the recognition of tax expense associated with
the transfer of certain intellectual property rights from U.S. to non-U.S. entities.
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The Company’s effective tax rate could fluctuate significantly on a quarterly basis and could be adversely affected to the extent earnings are lower in the countries
in which it operates that have a lower statutory rate or higher in the countries in which it operates that have a higher statutory rate or the extent it has losses
sustained in countries where the future utilization of losses are uncertain. The Company’s effective tax rate could also fluctuate due to changes in the valuation of
its deferred tax assets or liabilities, or by changes in tax laws, regulations, accounting principles, or interpretations thereof. In addition, the Company is
occasionally subject to examination of its income tax returns by tax authorities in the jurisdictions it operates. The Company regularly assesses the likelihood of
adverse outcomes resulting from these examinations to determine the adequacy of its provision for income taxes.

The amount of unrecognized tax benefits for uncertain tax positions was $3.9 million as of September 30, 2011 and $8.4 million as of December 31, 2010,
excluding related liabilities for interest and penalties of $2.2 million as of September 30, 2011 and December 31, 2010.

The Company believes it is reasonably possible that the total amount of unrecognized tax benefits will decrease within the next 12 months by approximately $2.7
million, due to the settlement of various audits and the expiration of statutes of limitation.

15. Commitments and Contingencies

Legal Proceedings

From time to time, the Company is involved in various litigation matters arising in the ordinary course of its business. The Company is not currently a party to
any legal proceedings, the adverse outcome of which, individually or in the aggregate, the Company believes would be likely to have a material effect on the
Company’s financial condition or results of operations.

16. International Business Machines Corporation Alliance

No costs related to fulfillment of the technical enablement milestones under the International Business Machines Corporation (“IBM”) Master Alliance
Agreement, as amended (the “Alliance”), were charged against the Alliance agreement liability during the three months ended September 30, 2011. During the
three months ended September 30, 2010, the Company incurred $2.2 million of costs related to fulfillment of the technical enablement milestones under the
Alliance. During the nine months ended September 30, 2011 and 2010, the Company incurred $0.3 and $7.6 million of costs, respectively, related to the
fulfillment of the technical enablement milestones. The reimbursement of these costs was recorded as a reduction of the Alliance agreement liability and a
reduction in capitalizable costs under U.S. GAAP, in the accompanying condensed consolidated balance sheets and a reduction of operating expenses in the
accompanying condensed consolidated statements of operations for the three and nine months ended September 30, 2011 and 2010. As of September 30, 2011
and December 31, 2010, $20.7 million was refundable unless certain future milestones are achieved.

Changes in the Alliance agreement liability during the nine months ended September 30, 2011 were as follows (in thousands):
 

     

Alliance
Agreement

Liability  
Balance as of December 31, 2010     $ 22,584  
Costs related to fulfillment of technical enablement milestones      (317) 

      
 

Balance as of September 30, 2011     $ 22,267  
      

 

Of the $22.3 million Alliance agreement liability, $1.6 million is current and $20.7 million is non-current in the accompanying condensed consolidated balance
sheet as of September 30, 2011.

Of the $22.6 million Alliance agreement liability, $1.9 million is current and $20.7 million is non-current in the accompanying condensed consolidated balance
sheet as of December 31, 2010.
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17. Subsequent Event

S1 Corporation

On October 3, 2011, the Company and S1 Corporation (“S1”) announced that they had entered into a definitive transaction agreement. The Company will acquire
S1 for approximately $364 million in cash and 5.9 million shares of the Company’s stock. Under the terms of the transaction, S1 stockholders can elect to receive
$10.00 in cash or 0.3148 shares of the Company’s stock for each S1 share they own, subject to proration, such that in the aggregate 33.8% of S1 shares are
exchanged for the Company’s shares and 66.2% are exchanged for cash.

Based on the closing sales price of the Company’s common stock on September 30, 2011, the blended value of the Company’s proposal is $9.55 per S1 share,
assuming full proration. This price will fluctuate with changes in the trading price of the Company’s common stock until the transaction close date.

The Company intends to use $90 million of its current cash balance for the acquisition. The Company has obtained commitments from Wells Fargo Securities,
LLC to arrange, and Wells Fargo to provide, subject to certain conditions, senior bank financing consisting of up to $450 million under a proposed new secured
credit facility, comprising of a $200 million senior secured term loan (the “Term Facility”) and a $250 million senior secured revolving credit facility (the
“Revolving Facility” and, together with the Term Facility, the “Loan Facility”) for financing the remainder of the cash component of the consideration to be paid
to S1’s stockholders in connection with the transaction agreement. Additionally, the Company will have the right, but not the obligation, to increase the amount of
the Loan Facility by incurring an incremental term loan facility or increasing the Revolving Facility in an aggregate principal amount not to exceed $75 million,
subject to certain conditions and under terms to be determined.

The transaction is subject to satisfaction of customary closing conditions, including the expiration of the applicable waiting period under the Hart-Scott-Rodino
Antitrust Improvements Act, and, if applicable, the termination or expiration of any agreement with the Federal Trade Commission or the Antitrust Division of
the U.S. Department of Justice not to accept S1 shares for exchange or otherwise consummate the acquisition contemplated by the definitive transaction
agreement.
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Forward-Looking Statements

This report contains forward-looking statements based on current expectations that involve a number of risks and uncertainties. Generally, forward-looking
statements do not relate strictly to historical or current facts and may include words or phrases such as “believes,” “will,” “expects,” “anticipates,” “intends,” and
words and phrases of similar impact. The forward-looking statements are made pursuant to safe harbor provisions of the Private Securities Litigation Reform Act
of 1995, as amended.

Forward-looking statements in this report include, but are not limited to, statements regarding future operations, business strategy, business environment, key
trends and, in each case, statements related to expected financial and other benefits. Many of these factors will be important in determining our actual future
results. Any or all of the forward-looking statements in this report may turn out to be incorrect. They may be based on inaccurate assumptions or may not account
for known or unknown risks and uncertainties. Consequently, no forward-looking statement can be guaranteed. Actual future results may vary materially from
those expressed or implied in any forward-looking statements, and our business, financial condition and results of operations could be materially and adversely
affected. In addition, we disclaim any obligation to update any forward-looking statements after the date of this report, except as required by law.

All of the forward-looking statements in this report are expressly qualified by the risk factors discussed in our filings with the Securities and Exchange
Commission. Such factors include, but are not limited to, risks related to the global financial crisis and the continuing decline in the global economy, restrictions
and other financial covenants in our credit facility, volatility and disruption of the capital and credit markets and adverse changes in the global economy, the
maturation of our current credit facility, the restatement of our financial statements, consolidations and failures in the financial services industry, the accuracy of
management’s backlog estimates, the cyclical nature of our revenue and earnings and the accuracy of forecasts due to the concentration of revenue generating
activity during the final weeks of each quarter, impairment of our goodwill or intangible assets, exposure to unknown tax liabilities, volatility in our stock price,
risks from operating internationally, including fluctuations in currency exchange rates, increased competition, our offshore software development activities,
customer reluctance to switch to a new vendor, the performance of our strategic product, BASE24-eps, the maturity of certain products, our strategy to migrate
customers to our next generation products, ratable or deferred recognition of certain revenue associated with customer migrations and the maturity of certain of
our products, demand for our products, failure to obtain renewals of customer contracts or to obtain such renewals on favorable terms, delay or cancellation of
customer projects or inaccurate project completion estimates, business interruptions or failure of our information technology and communication systems, our
alliance with International Business Machines Corporation (“IBM”), our outsourcing agreement with IBM, the complexity of our products and services and the
risk that they may contain hidden defects or be subjected to security breaches or viruses, compliance of our products with applicable legislation, governmental
regulations and industry standards, our compliance with privacy regulations, the protection of our intellectual property in intellectual property litigation, future
acquisitions, strategic partnerships and investments and litigation, our ability to consummate our contemplated acquisition of S1 Corporation (“S1”) within the
timeframe and upon the terms contemplated by our management, the risk that expected synergies, operational efficiencies and cost savings from the S1
acquisition may not be fully realized or realized within the expected time frame, and the operational and profitability impact of divestitures that may be required
to be undertaken to secure regulatory approval of the S1 acquisition. The cautionary statements in this report expressly qualify all of our forward-looking
statements.

The following discussion should be read together with our financial statements and related notes contained in this report and with the financial statements and
related notes and Management’s Discussion & Analysis in our Annual Report on Form 10-K for the fiscal year ended December 31, 2010, filed February 18,
2011. Results for the three and nine months ended September 30, 2011, are not necessarily indicative of results that may be attained in the future.

Overview

We develop, market, install and support a broad line of software products and services primarily focused on facilitating electronic payments. In addition to our
own products, we distribute, or act as a sales agent for, software developed by third parties. Our products are sold and supported through distribution networks
covering three geographic regions – the Americas, EMEA and Asia/Pacific. Each distribution network has its own sales force and supplements its sales force with
independent reseller and/or distributor networks. Our products and services are used principally by financial institutions, retailers and electronic payment
processors, both in domestic and international markets. Accordingly, our business and operating results are influenced by trends such as information technology
spending levels, the growth rate of the electronic payments industry, mandated regulatory changes, and changes in the number and type of customers in the
financial services industry. Our products are marketed under the ACI Worldwide and ACI Payment Systems brands.
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We derive a majority of our revenues from non-domestic operations and believe our greatest opportunities for growth exist largely in international markets. Our
global infrastructure is a critical component of driving our growth. Changes in the past few years have streamlined our supply chain and provided low-cost
centers of expertise to support a growing international customer base. We utilize our Irish subsidiaries to manage certain of our intellectual property rights and to
oversee and manage certain international product development and commercialization efforts. We also continue to grow low-cost centers of expertise in
Timisoara, Romania and Bangalore, India.

Key trends that currently impact our strategies and operations include:
 

 

•  Global Financial Markets Uncertainty. The continuing uncertainty in the global financial markets has negatively impacted general business
conditions. It is possible that a weakening economy could adversely affect our customers, their purchasing plans, or even their solvency, but we
cannot predict whether or to what extent this will occur. We have diversified counterparties and customers, but we continue to monitor our
counterparty and customer risks closely. While the effects of the economic conditions in the future are not predictable, we believe our global
presence, the breadth and diversity of our service offerings and our enhanced expense management capabilities position us well in a slower economic
climate. Market analysts, such as Boston Consulting Group, indicate that banks now recognize the importance of payments to their business, so
providing services for that aspect of the business is of less risk than for other aspects of their business.

 

 

•  Availability of Credit. There have been significant disruptions in the capital and credit markets during the past two years and many lenders and
financial institutions have reduced or ceased to provide funding to borrowers. The availability of credit, confidence in the entire financial sector, and
volatility in financial markets have been adversely affected. These disruptions are likely to have some impact on all institutions in the U.S. banking
and financial industries, including our lenders and the lenders of our customers. While the Federal Reserve Bank and other Central Banks have
provided liquidity into the banking system there is still uncertainty over the strength of short-term borrowing markets and other capital markets.
Reduced liquidity in the markets could increase financing costs or reduce the availability of funds to finance our existing operations as well as those
of our customers. We are not currently dependent upon short-term funding, and the limited availability of credit in the market has not affected our
revolving credit facility or our liquidity or materially impacted our funding costs.

 

 

•  Increasing electronic payment transaction volumes. Electronic payment volumes continue to increase around the world, taking market share from
traditional cash and check transactions. In May 2010, Tower Group noted that global noncash payment transactions are expected to grow in volume
at 4.95% per year through 2012 to a total of 299 billion items, with varying growth rates based on the type of payment and part of the world. We
leverage the growth in transaction volumes through the licensing of new systems to customers whose older systems cannot handle increased volume
and through the licensing of capacity upgrades to existing customers.

 

 

•  Increasing competition. The electronic payments market is highly competitive and subject to rapid change. Our competition comes from in-house
information technology departments, third-party electronic payment processors and third-party software companies located both within and outside
of the United States. Many of these companies are significantly larger than us and have significantly greater financial, technical and marketing
resources. As electronic payment transaction volumes increase, third-party processors tend to provide competition to our solutions, particularly
among customers that do not seek to differentiate their electronic payment offerings. As consolidation in the financial services industry continues, we
anticipate that competition for those customers will intensify.

 

 
•  Adoption of open systems technology. In an effort to leverage lower-cost computing technologies and current technology staffing and resources,

many financial institutions, retailers and electronic payment processors are seeking to transition their systems from proprietary technologies to open
technologies. Our continued investment in open systems technologies is, in part, designed to address this demand.

 

 

•  Electronic payments fraud and compliance. As electronic payment transaction volumes increase, criminal elements continue to find ways to
commit a growing volume of fraudulent transactions using a wide range of techniques. Financial institutions, retailers and electronic payment
processors continue to seek ways to leverage new technologies to identify and prevent fraudulent transactions. Due to concerns with international
terrorism and money laundering, financial institutions in particular are being faced with increasing scrutiny and regulatory pressures. We continue to
see opportunity to offer our fraud detection solutions to help customers manage the growing levels of electronic payment fraud and compliance
activity.
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•  Adoption of smartcard technology. In many markets, card issuers are being required to issue new cards with embedded chip technology. Chip-
based cards are more secure, harder to copy and offer the opportunity for multiple functions on one card (e.g. debit, credit, electronic purse,
identification, health records, etc.). The EMV standard for issuing and processing debit and credit card transactions has emerged as the global
standard, with many regions throughout the world working on EMV rollouts. The primary benefit of EMV deployment is a reduction in electronic
payment fraud, with the additional benefit that the core infrastructure necessary for multi-function chip cards is being put in place (e.g., chip card
readers in ATM’s and POS devices) allowing the deployment of other technologies like contactless. We are working with many customers around the
world to facilitate EMV deployments, leveraging several of our solutions.

 

 
•  Single Euro Payments Area (“SEPA”). The SEPA, primarily focused on the European Economic Community and the United Kingdom, is designed

to facilitate lower costs for cross-border payments and reduce timeframes for settling electronic payment transactions. Our retail and wholesale
banking solutions facilitate key functions that help financial institutions address these mandated regulations.

 

 

•  Financial institution consolidation. Consolidation continues on a national and international basis, as financial institutions seek to add market share
and increase overall efficiency. Such consolidations have increased, and may continue to increase, in their number, size and market impact as a result
of the global economic crisis and the financial crisis affecting the banking and financial industries. There are several potential negative effects of
increased consolidation activity. Continuing consolidation of financial institutions may result in a smaller number of existing and potential customers
for our products and services. Consolidation of two of our customers could result in reduced revenues if the combined entity were to negotiate
greater volume discounts or discontinue use of certain of our products. Additionally, if a non-customer and a customer combine and the combined
entity in turn decides to forego future use of our products, our revenue would decline. Conversely, we could benefit from the combination of a non-
customer and a customer when the combined entity continues use of our products and, as a larger combined entity, increases its demand for our
products and services. We tend to focus on larger financial institutions as customers, often resulting in our solutions being the solutions that survive
in the consolidated entity.

 

 

•  Electronic payments convergence. As electronic payment volumes grow and pressures to lower overall cost per transaction increase, financial
institutions are seeking methods to consolidate their payment processing across the enterprise. We believe that the strategy of using service-oriented-
architectures to allow for re-use of common electronic payment functions such as authentication, authorization, routing and settlement will become
more common. Using these techniques, financial institutions will be able to reduce costs, increase overall service levels, enable one-to-one marketing
in multiple bank channels, leverage volumes for improved pricing and liquidity, and manage enterprise risk. Our product development strategy is, in
part, focused on this trend, by creating integrated payment functions that can be re-used by multiple bank channels, across both the consumer and
wholesale bank. While this trend presents an opportunity for us, it may also expand the competition from third-party electronic payment technology
and service providers specializing in other forms of electronic payments. Many of these providers are larger than us and have significantly greater
financial, technical and marketing resources.

 

 
•  Mobile banking and payments. There is a growing demand for the ability to carry out banking services or make payments using a mobile phone.

Our customers have been making use of existing products to deploy both mobile banking and mobile payment solutions for their customers in many
countries. As the market continues to develop, we expect to extend our product sets as appropriate to support mobile functionality.

The banking, financial services and payments industries have come under increased scrutiny from federal, state and foreign lawmakers and regulators in response
to the crises in the financial markets and the global recession. In particular, the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank
Act”), which was signed into law July 21, 2010, represents a comprehensive overhaul of the U.S. financial services industry and requires the implementation of
many new regulations that will have a direct impact on our customers and potential customers. These regulatory changes may create both opportunities and
challenges for us. The application of the new regulations on our customers could create an opportunity for us to market our product capabilities and the flexibility
of our solutions to assist our customers in addressing these regulations. At the same time, these regulatory changes may have an adverse impact on our operations
and our financial results as we adjust our activities in light of increased compliance costs and customer requirements. It is currently too difficult to predict the
actual extent to which the Dodd-Frank Act or the resulting regulations will impact our business and the businesses of our current and potential customers.
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Several other factors related to our business may have a significant impact on our operating results from year to year. For example, the accounting rules governing
the timing of revenue recognition in the software industry are complex and it can be difficult to estimate when we will recognize revenue generated by a given
transaction. Factors such as maturity of the software product licensed, payment terms, creditworthiness of the customer, and timing of delivery or acceptance of
our products often cause revenues related to sales generated in one period to be deferred and recognized in later periods. For arrangements in which services
revenue is deferred, related direct and incremental costs may also be deferred. Additionally, while the majority of our contracts are denominated in the United
States dollar, a substantial portion of our sales are made, and some of our expenses are incurred, in the local currency of countries other than the United States.
Fluctuations in currency exchange rates in a given period may result in the recognition of gains or losses for that period.

We continue to seek ways to grow, through organic sources, partnerships, alliances, and acquisitions. We continually look for potential acquisitions designed to
improve our solutions’ breadth or provide access to new markets. As part of our acquisition strategy, we seek acquisition candidates that are strategic, capable of
being integrated into our operating environment, and financially accretive to our financial performance.

Acquisition

On March 18, 2011, we closed the acquisition of ISD Holdings, Inc. and its 100% owned subsidiary ISD Corporation (collectively “ISD”). ISD’s suite of products
enables retailers to consolidate, manage, secure and route all electronic transactions from their point-of-sale systems to third party processors for authorization
and settlement.

The aggregate purchase price of ISD was $19.2 million, after working capital adjustments in accordance with the terms of the purchase agreement, including $2.4
million in cash acquired. The preliminary allocation of the purchase price to specific assets and liabilities was based on the relative fair value of all assets and
liabilities.

Subsequent Event

S1 Corporation

On October 3, 2011, we announced that we had entered into a definitive transaction agreement with S1 Corporation (“S1”). We will acquire S1 for approximately
$364 million in cash and 5.9 million shares of our stock. Under the terms of the transaction, S1 stockholders can elect to receive $10.00 in cash or 0.3148 shares
of our stock for each S1 share they own, subject to proration, such that in the aggregate 33.8% of S1 shares are exchanged for our shares and 66.2% are
exchanged for cash.

Based on the closing sales price of our common stock on September 30, 2011, the blended value of our proposal is $9.55 per S1 share, assuming full proration.
This price will fluctuate with changes in the trading price of our common stock until the transaction close date.

We have obtained commitments from Wells Fargo Securities, LLC to arrange, and Wells Fargo Bank, National Association (“Wells Fargo”), to provide, subject to
certain conditions, senior bank financing consisting of up to $450 million under a proposed new secured credit facility, comprising of a $200 million senior
secured term loan (the “Term Facility”) and a $250 million senior secured revolving credit facility (the “Revolving Facility” and, together with the Term Facility,
the “Loan Facility”) for financing the cash component of the consideration to be paid to S1’s stockholders in connection with the transaction agreement.
Additionally, we will have the right, but not the obligation, to increase the amount of the Loan Facility by incurring an incremental term loan facility or increasing
the Revolving Facility in an aggregate principal amount not to exceed $75 million, subject to certain conditions and under terms to be determined.

The transaction is subject to satisfaction of customary closing conditions, including the expiration of the applicable waiting period under the Hart-Scott-Rodino
Antitrust Improvements Act, and, if applicable, the termination or expiration of any agreement with the Federal Trade Commission or the Antitrust Division of
the U.S. Department of Justice not to accept S1 shares for exchange or otherwise consummate the acquisition contemplated by the definitive transaction
agreement.

Backlog

Included in backlog estimates are all software license fees, maintenance fees and services fees specified in executed contracts, as well as revenues from assumed
contract renewals to the extent that we believe recognition of the related revenue will occur within the corresponding backlog period. We have historically
included assumed renewals in backlog estimates based upon automatic renewal provisions in the executed contract and our historic experience with customer
renewal rates.
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Our 60-month backlog estimate represents expected revenues from existing customers using the following key assumptions:
 

 
•  Maintenance fees are assumed to exist for the duration of the license term for those contracts in which the committed maintenance term is

less than the committed license term.
 

 
•  License and facilities management arrangements are assumed to renew at the end of their committed term at a rate consistent with our

historical experiences.
 
 •  Non-recurring license arrangements are assumed to renew as recurring revenue streams.
 

 
•  Foreign currency exchange rates are assumed to remain constant over the 60-month backlog period for those contracts stated in currencies

other than the U.S. dollar.
 
 •  Our pricing policies and practices are assumed to remain constant over the 60-month backlog period.

In computing our 60-month backlog estimate, the following items are specifically not taken into account:
 
 •  Anticipated increases in transaction volumes in customer systems.
 
 •  Optional annual uplifts or inflationary increases in recurring fees.
 
 •  Services engagements, other than facilities management, are not assumed to renew over the 60-month backlog period.
 
 •  The potential impact of merger activity within our markets and/or customers.

We review our customer renewal experience on an annual basis. The impact of this review and subsequent update may result in a revision to the renewal
assumptions used in computing the 60-month and 12-month backlog estimates. In the event a revision to renewal assumptions is determined to be necessary, prior
periods will be adjusted for comparability purposes. Based on our annual review of customer renewal experience completed during the three months ended
December 31, 2010, backlog results for all reported periods have been updated to reflect our most current customer renewal experience.

The following table sets forth our 60-month backlog estimate, by geographic region, as of September 30, 2011, June 30, 2011, March 31, 2011 and December 31,
2010 (in millions). Dollar amounts reflect foreign currency exchange rates as of each period end.
 

     
September 30,

2011      
June 30,

2011      
March 31,

2011      
December 31,

2010  
Americas     $ 898      $ 907      $ 895      $ 871  
EMEA      523       539       526       506  
Asia/Pacific      191       194       192       189  

      
 

      
 

      
 

      
 

Total     $ 1,612      $ 1,640      $ 1,613      $ 1,566  
      

 

      

 

      

 

      

 

Included in our 60-month backlog estimates are amounts expected to be recognized during the initial license term of customer contracts (“Committed Backlog”)
and amounts expected to be recognized from assumed renewals of existing customer contracts (“Renewal Backlog”). Amounts expected to be recognized from
assumed contract renewals are based on our historical renewal experience.

The following table sets forth our 60-month Committed Backlog and Renewal Backlog estimates as of September 30, 2011, June 30, 2011, March 31, 2011 and
December 31, 2010 (in millions). Dollar amounts reflect foreign currency exchange rates as of each period end.
 

     
September 30,

2011      
June 30,

2011      
March 31,

2011      
December 31,

2010  
Committed     $ 922      $ 931      $ 890      $ 857  
Renewal      690       709       723       709  

      
 

      
 

      
 

      
 

Total     $ 1,612      $ 1,640      $ 1,613      $ 1,566  
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We also estimate 12-month backlog, segregated between monthly recurring and non-recurring revenues, using a methodology consistent with the 60-month
backlog estimate. Monthly recurring revenues include all monthly license fees, maintenance fees and processing services fees. Non-recurring revenues include
other software license fees and services fees. Amounts included in our 12-month backlog estimate assume renewal of one-time license fees on a monthly fee basis
if such renewal is expected to occur in the next 12 months. The following table sets forth our 12-month backlog estimate, by geographic region, as of
September 30, 2011, June 30, 2011, March 31, 2011 and December 31, 2010 (in millions). For all periods reported, approximately 88% of our 12-month backlog
estimate is Committed Backlog and approximately 12% of our 12-month backlog estimate is Renewal Backlog. Dollar amounts reflect foreign currency exchange
rates as of each period end.
 
     September 30, 2011      June 30, 2011  

     
Monthly

Recurring      
Non-

Recurring      Total      
Monthly

Recurring      
Non-

Recurring      Total  
Americas     $ 174      $ 35      $ 209      $ 162      $ 49      $ 211  
EMEA      99       36       135       100       35       135  
Asia/Pacific      39       15       54       40       14       54  

      
 

      
 

      
 

      
 

      
 

      
 

Total     $ 312      $ 86      $ 398      $ 302      $ 98      $ 400  
      

 

      

 

      

 

      

 

      

 

      

 

 
     March 31, 2011      December 31, 2010  

     
Monthly

Recurring      
Non-

Recurring      Total      
Monthly

Recurring      
Non-

Recurring      Total  
Americas     $ 166      $ 39      $ 205      $ 164      $ 43      $ 207  
EMEA      101       34       135       103       27       130  
Asia/Pacific      37       14       51       34       10       44  

      
 

      
 

      
 

      
 

      
 

      
 

Total     $ 304      $ 87      $ 391      $ 301      $ 80      $ 381  
      

 

      

 

      

 

      

 

      

 

      

 

Estimates of future financial results are inherently unreliable. Our backlog estimates require substantial judgment and are based on a number of assumptions as
described above. These assumptions may turn out to be inaccurate or wrong, including for reasons outside of management’s control. For example, our customers
may attempt to renegotiate or terminate their contracts for a number of reasons, including mergers, changes in their financial condition, or general changes in
economic conditions in the customer’s industry or geographic location, or we may experience delays in the development or delivery of products or services
specified in customer contracts which may cause the actual renewal rates and amounts to differ from historical experiences. Changes in foreign currency
exchange rates may also impact the amount of revenue actually recognized in future periods. Accordingly, there can be no assurance that amounts included in
backlog estimates will actually generate the specified revenues or that the actual revenues will be generated within the corresponding 12-month or 60-month
period. Additionally, because backlog estimates are operating metrics, the estimates are not required to be subject to the same level of internal review or controls
as a GAAP financial measure.
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RESULTS OF OPERATIONS

The following table presents the condensed consolidated statements of operations as well as the percentage relationship to total revenues of items included in our
condensed consolidated statements of operations (amounts in thousands):
 
   Three Months Ended September 30,   Nine Months Ended September 30,  
   2011   2010   2011   2010  

   Amount   

% of
Total

Revenue   Amount   

% of
Total

Revenue   Amount   

% of
Total

Revenue   Amount   

% of
Total

Revenue  
Revenues:          

Initial license fees (ILFs)   $ 15,058    13.4%  $ 8,638    8.9%  $ 40,327    12.2%  $ 29,494    10.6% 
Monthly license fees (MLFs)    24,191    21.6%   29,166    30.1%   88,731    26.9%   69,026    24.9% 

    
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Software license fees    39,249    35.0%   37,804    39.0%   129,058    39.1%   98,520    35.5% 
Maintenance fees    36,928    32.9%   32,480    33.5%   109,193    33.1%   100,109    36.1% 
Services    23,770    21.2%   15,439    15.9%   57,814    17.5%   47,244    17.0% 
Software hosting fees    12,202    10.9%   11,294    11.6%   33,993    10.3%   31,310    11.3% 

    
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Total revenues    112,149    100.0%   97,017    100.0%   330,058    100.0%   277,183    100.0% 
    

 
   

 
   

 
   

 
   

 
   

 
   

 
   

 

Expenses:          
Cost of software licenses fees    3,763    3.4%   3,088    3.2%   11,341    3.4%   9,269    3.3% 
Cost of maintenance, services, and hosting fees    29,996    26.7%   28,956    29.8%   91,421    27.7%   86,151    31.1% 
Research and development    22,481    20.0%   18,165    18.7%   69,395    21.0%   55,359    20.0% 
Selling and marketing    19,814    17.7%   17,933    18.5%   60,899    18.5%   50,767    18.3% 
General and administrative    19,068    17.0%   16,341    16.8%   51,234    15.5%   49,538    17.9% 
Depreciation and amortization    5,759    5.1%   5,146    5.3%   16,580    5.0%   15,250    5.5% 

    
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Total expenses    100,881    90.0%   89,629    92.4%   300,870    91.2%   266,334    96.1% 
    

 
   

 
   

 
   

 
   

 
   

 
   

 
   

 

Operating income    11,268    10.0%   7,388    7.6%   29,188    8.8%   10,849    3.9% 
Other income (expense):          

Interest income    205    0.2%   185    0.2%   639    0.2%   435    0.2% 
Interest expense    (406)   -0.4%   (418)   -0.4%   (1,423)   -0.4%   (1,482)   -0.5% 
Other, net    (46)   0.0%   (1,556)   -1.6%   (88)   0.0%   (3,452)   -1.2% 

    
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Total other income (expense)    (247)   -0.2%   (1,789)   -1.8%   (872)   -0.3%   (4,499)   -1.6% 
    

 
   

 
   

 
   

 
   

 
   

 
   

 
   

 

Income before income taxes    11,021    9.8%   5,599    5.8%   28,316    8.6%   6,350    2.3% 
Income tax expense    482    0.4%   3,263    3.4%   6,355    1.9%   6,253    2.3% 

    
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Net income (loss)   $ 10,539    9.4%  $ 2,336    2.4%  $ 21,961    6.7%  $ 97    0.0% 
    

 

   

 

   

 

   

 

   

 

   

 

   

 

   

 

Three-Month Period Ended September 30, 2011 Compared to Three-Month Period September 30, 2010

Revenues

Total revenues for the three months ended September 30, 2011 increased $15.1 million, or 15.6%, as compared to the same period in 2010. Total revenues
increased as a result of a $1.4 million, or 3.8%, increase in software license fee revenues, a $4.4 million, or 13.7%, increase in maintenance fee revenue, a $8.3
million, or 54.0%, increase in services revenues, and a $0.9 million, or 8.0%, increase in software hosting fees revenue.

The increase in total revenues was driven by increases in the Americas, EMEA and Asia/Pacific reportable operating segments of $9.9 million, $3.5 million and
$1.7 million, respectively.

Software License Fees Revenue

Customers purchase the right to license ACI software for the term of their agreement which term is generally 60 months. Within these agreements are specified
capacity limits typically based on customer transaction volumes. ACI employs measurement tools that monitor the number of transactions processed by
customers and if contractually specified limits are exceeded, additional fees are charged for the overage. Capacity overages may occur at varying times
throughout the term of the agreement depending on the product, the size of the customer, and the significance of customer transaction volume growth. Depending
on specific circumstances, multiple overages or no overages may occur during the term of the agreement.
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As a result of the maturation of certain retail payment engine products, a higher percentage of our initial license fees are being recognized ratably over an
extended period. Initial license and capacity fees that are recognized as revenue ratably over an extended period are included in our monthly license fee revenues.
Due to the period over which these revenues are being recognized, our MLF revenues have decreased during the three months ended September 30, 2011 as
compared to the same period in 2010.

Initial License Fees (ILF) Revenue

ILF revenue includes license and capacity revenues that do not recur on a monthly or quarterly basis. Included in ILF revenues are license and capacity fees that
are recognizable at the inception of the agreement and license and capacity fees that are recognizable at interim points during the term of the agreement, including
those that are recognizable annually due to negotiated customer payment terms. ILF revenues during the three months ended September 30, 2011 compared to the
same period in 2010, increased by $6.4 million, or 74.3%, primarily due to an increase in revenue recognized from customer go-live and capacity events as
compared to the year ago quarter. ILF revenue in the Americas and EMEA reportable operating segments increased by $5.2 million and $1.3 million, respectively,
offset by a decline of $0.1 million in the Asia/Pacific reportable operating segment. Included in the above is an increase in capacity-related revenues of $3.5
million primarily in the Americas and EMEA reportable operating segments within the three months ended September 30, 2011 as compared to the same period
in 2010.

Monthly License Fees (MLF) Revenue

MLF revenues are license and capacity revenues that are paid monthly or quarterly due to negotiated customer payment terms as well as initial license and
capacity fees that are recognized as revenue ratably over an extended period as MLF revenue. MLF revenues decreased $5.0 million, or 17.1%, during the three
months ended September 30, 2011, as compared to the same period in 2010 with the Americas, EMEA and Asia/Pacific reportable operating segments decreasing
by $2.1 million, $2.8 million and $0.1 million, respectively. The decrease in MLF revenues is primarily due to a reduction in the amount of ILF revenue that is
being recognized ratably over an extended period as a result of the maturation of certain retail payment engine products primarily in the EMEA reportable
operating segment.

Maintenance Fees Revenue

Maintenance fee revenue includes standard and enhanced maintenance or any post contract support fees received from customers for the provision of product
support services. Maintenance fee revenues increased $4.4 million, or 13.7%, during the three months ended September 30, 2011, as compared to the same period
in 2010. Maintenance fee revenue increased in the Americas, EMEA and Asia/Pacific reportable segments by $3.2 million, $1.0 million and $0.2 million,
respectively. Increases in maintenance fee revenues are primarily driven by an increase in the customer installation base as well as expanded product usage.

Services Revenue

Services revenue includes fees earned through implementation services, professional services and facilities management services. Implementation services
include product installations, product configurations, and retrofit custom software modifications (“CSM’s”). Professional services include business consultancy,
technical consultancy, on-site support services, CSM’s, product education, and testing services. These services include new customer implementations as well as
existing customer migrations to new products or new releases of existing products. During the period in which non-essential services revenue is being deferred,
direct and incremental costs related to the performance of these services are also being deferred. During the period in which essential services revenue is being
deferred, direct and indirect costs related to the performance of these services are also being deferred.

Services revenue increased $8.3 million, or 54.0%, for the three months ended September 30, 2011, as compared to the same period in 2010 primarily as a result
of an increase in implementation and professional services revenue in the Americas, EMEA and Asia/Pacific reportable operating segments of $2.7 million, $4.0
million and $1.6 million, respectively.

Software Hosting Fees Revenue

Software hosting fee revenue includes fees earned through hosting and on-demand arrangements. All revenues from hosting and on-demand arrangements, which
may include set-up fees, implementation or customization services, and product support services, are included in software hosting fee revenue.
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Software hosting fees revenue increased $0.9 million, or 8.0%, for the three months ended September 30, 2011 as compared to the three months ended
September 30, 2010. Software hosting fee revenue increased in the Americas and EMEA reportable segments by $0.7 million and $0.2 million, respectively, and
can be attributed to new customers adopting our on-demand or hosted offerings and existing customers adding new functionality or services.

Expenses

Total operating expenses for the three months ended September 30, 2011 increased $11.3 million, or 12.6%, as compared to the same period of 2010. Total
expenses increased primarily as a result of a $4.3 million, or 23.8%, increase in research and development expenses, a $2.7 million, or 16.7% increase in general
and administrative expenses, a $1.9 million, or 10.5%, increase in selling and marketing expenses, a $1.0 million, or 3.6%, increase in the cost of maintenance,
services, and hosting fees, a $0.7 million, or 21.9% increase in the cost of software license fees and a $0.6 million or 11.9% increase in depreciation and
amortization.

Cost of Software License Fees

The cost of software licenses for our products sold includes third-party software royalties as well as the amortization of purchased and developed software for
resale. In general, the cost of software licenses for our products is minimal because we internally develop most of the software components, the cost of which is
reflected in research and development expense as it is incurred as technological feasibility coincides with general availability of the software components.

Cost of software licenses fees increased $0.7 million, or 21.9%, in the three months ended September 30, 2011 compared to the same period in 2010. Third-party
software royalty expense increased $0.8 million as a result of an increase in license revenue associated with certain products that include a corresponding royalty
expense. Purchased or developed technology for resale amortization decreased $0.1 million.

Cost of Maintenance, Services, and Hosting fees

Cost of maintenance, services and hosting fees includes costs to provide hosting services and both the costs of maintaining our software products as well as the
service costs required to deliver, install and support software at customer sites. Maintenance costs include the efforts associated with providing the customer with
upgrades, 24-hour help desk, post go-live (remote) support and production-type support for software that was previously installed at a customer location. Service
costs include human resource costs and other incidental costs such as travel and training required for both pre go-live and post go-live support. Such efforts
include project management, delivery, product customization and implementation, installation support, consulting, configuration, and on-site support.

Cost of maintenance, services, and hosting fees for the three months ended September 30, 2011 increased $1.0 million, or 3.6%, compared to the same period in
2010 primarily due to a $1.1 million decrease in net deferred expenses associated with project implementations, partially offset by a $0.1 million reduction in
personnel related expenses.

Research and Development

Research and development (“R&D”) expenses are primarily human resource costs related to the creation of new products, improvements made to existing
products and the costs related to regulatory requirements and processing mandates as well as compatibility with new operating system releases and generations of
hardware.

R&D expense for the three months ended September 30, 2011 increased $4.3 million, or 23.8%, compared to the same period in 2010 primarily due to an increase
of $1.8 million in personnel and related costs, a $2.1 million decrease in net deferred expenses associated with various product development efforts and a $0.5
million increase in third party contractor costs, partially offset by a $0.1 million reduction in professional fees.

Selling and Marketing

Selling and marketing includes both the costs related to selling our products to current and prospective customers as well as the costs related to promoting the
Company, its products and the research efforts required to measure customers’ future needs and satisfaction levels. Selling costs are primarily the human resource
and travel costs related to the effort expended to license our products and services to current and potential customers within defined territories and/or industries as
well as the management of the overall relationship with customer accounts. Selling costs also include the costs associated with assisting distributors in their
efforts to sell our products and services in their respective local markets. Marketing costs include costs needed to promote the Company and its products as well
as perform or acquire market research to help us better understand what products our customers are looking for in the future. Marketing costs also include the
costs associated with measuring customers’ opinions toward the Company, our products and personnel.
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Selling and marketing expense for the three months ended September 30, 2011 increased $1.9 million, or 10.5%, compared to the same period in 2010 due to
higher personnel related expenses.

General and Administrative

General and administrative expenses are primarily human resource costs including executive salaries and benefits, personnel administration costs, and the costs of
corporate support functions such as legal, administrative, human resources and finance and accounting.

General and administrative expense for the three months ended September 30, 2011 increased $2.7 million, or 16.7%, compared to the same period in 2010 due to
an increase of $3.4 million in professional fees related to S1 acquisition activities, partially offset by a $0.1 million reduction in bad debt allowance and a $0.6
million reduction in other professional fees.

Depreciation and Amortization

Depreciation and amortization expense includes charges for depreciation of property and equipment and amortization of acquired intangibles excluding
amortization of purchased or developed technology for resale. Amortization of acquired intangibles include customer relationships, trade names, non-competes
and other intangible assets.

Depreciation and amortization expense for the three months ended September 30, 2011 increased $0.6 million, or 11.9%, compared to the same period in 2010 as
a result of higher capital expenditures.

Other Income and Expense

Other income and expense includes interest income and expense, foreign currency gains and losses, and other non-operating items. Fluctuating currency rates
impacted the three months ended September 30, 2011 by less than $0.1 million in net foreign currency losses, as compared with $1.5 million in net losses during
the same period in 2010. Interest income and expense were flat for the three months ended September 30, 2011 as compared to the corresponding period of 2010.

Income Taxes

The effective tax rate for the three months ended September 30, 2011 was 4.4%. The effective tax rate for the three months ended September 30, 2011 was
positively impacted by the release of a $3.1 million liability due to the expiration of a contractual obligation related to the transfer of certain intellectual property
rights from US to non-US entities. The earnings (losses) of our foreign entities for the three months ended September 30, 2011 were $(0.2) million. Due to the
losses in our foreign jurisdictions, our effective tax rate was negatively impacted by tax rates in foreign jurisdictions that are less than our domestic rate. Our
effective tax rate is no longer negatively impacted by the recognition of tax expense associated with the transfer of certain intellectual property rights from U.S. to
non-U.S. entities.

The effective tax rate for the three months ended September 30, 2010 was 58.3%. The effective tax rate for the three months ended September 30, 2010 was
negatively impacted by our inability to recognize income tax benefits during the period on losses sustained in certain tax jurisdictions where the future utilization
of the losses are uncertain, and by the recognition of tax expense associated with the transfer of certain intellectual property rights from U.S. to non-U.S. entities.

Our effective tax rate could fluctuate significantly on a quarterly basis and could be adversely affected to the extent earnings are lower in the countries in which
we operate that have a lower statutory rate or higher in the countries in which we operate that have a higher statutory rate or the extent we have losses sustained in
countries where the future utilization of losses are uncertain. Our effective tax rate could also fluctuate due to changes in the valuation of our deferred tax assets
or liabilities, or by changes in tax laws, regulations, accounting principles, or interpretations thereof. In addition, we are occasionally subject to examination of
our income tax returns by tax authorities in the jurisdictions we operate. We regularly assess the likelihood of adverse outcomes resulting from these examinations
to determine the adequacy of our provision for income taxes.
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Nine-Month Period Ended September 30, 2011 Compared to Nine-Month Period September 30, 2010

Revenues

Total revenues for the nine months ended September 30, 2011 increased $52.9 million, or 19.1%, as compared to the same period in 2010. Total revenues
increased as a result of a $30.5 million, or 31.0%, increase in software license fee revenues, a $9.1 million, or 9.1%, increase in maintenance fee revenue, a $10.6
million, or 22.4%, increase in services revenues, and a $2.7 million, or 8.6%, increase in software hosting fee revenue.

The increase in total revenues was driven by increases in the Americas, EMEA and Asia/Pacific reportable operating segments of $23.7 million, $25.2 million
and $4.0 million, respectively.

Software License Fees Revenue

As a result of the maturation of certain retail payment engine products, a higher percentage of our initial license fees are being recognized ratably over an
extended period. Initial license and capacity fees that are recognized as revenue ratably over an extended period are included in our monthly license fee revenues.
Due to the compounding effect of this, our MLF revenues have increased significantly during the nine months ended September 30, 2011 as compared to the
same period in 2010. This shift of software license fees from ILF revenues to MLF revenues is expected to continue in future periods.

Initial License Fees (ILF) Revenue

ILF revenues during the nine months ended September 30, 2011 compared to the same period in 2010, increased by $10.8 million, or 36.7%, primarily due to an
increase in sales, customer go-live, and capacity events as compared to the year ago period. ILF revenue in the Americas, EMEA and Asia/Pacific reportable
operating segments increased by $3.9 million, $5.5 million and $1.4 million, respectively. Included in the above is an increase in capacity-related revenues of $3.0
million within the nine months ended September 30, 2011 as compared to the same period in 2010.

Monthly License Fees (MLF) Revenue

MLF revenues increased $19.7 million, or 28.5%, during the nine months ended September 30, 2011, as compared to the same period in 2010 with the Americas,
EMEA and Asia/Pacific reportable operating segments increasing by $5.8 million, $13.6 million and $0.3 million, respectively. The increase in MLF revenues is
primarily due to the cumulative effect of ILF revenue that is being recognized ratably over an extended period as a result of the maturation of certain retail
payment engine products.

Maintenance Fees Revenue

Maintenance fee revenue includes standard and enhanced maintenance or any post contract support fees received from customers for the provision of product
support services. Maintenance fee revenues increased $9.1 million, or 9.1%, during the nine months ended September 30, 2011, as compared to the same period
in 2010. Maintenance fee revenue increased in the Americas and EMEA reportable segments by $6.4 million and $3.3 million, respectively, while the
Asia/Pacific reportable segment declined by $0.6 million. Increases in maintenance fee revenues are primarily driven by an increase in the customer installation
base as well as expanded product usage.

Services Revenue

Services revenue increased $10.6 million, or 22.4%, for the nine months ended September 30, 2011, as compared to the same period in 2010, primarily as a result
of an increase in implementation and professional services revenue in the Americas, EMEA and Asia/Pacific reportable operating segments of $5.3 million, $2.4
million and $2.9 million, respectively.

Software Hosting Fees Revenue

Software hosting fees revenue increased $2.7 million, or 8.6%, for the nine months ended September 30, 2011, as compared to the same period in 2010. Software
hosting fee revenue increased in the Americas and EMEA reportable segments by $2.2 million and $0.5 million, respectively, and can be attributed to new
customers adopting our on-demand or hosted offerings and existing customers adding new functionality or services.

Expenses

Total operating expenses for the nine months ended September 30, 2011 increased $34.5 million, or 13.0%, as compared to the same period in 2010. Total
expenses increased primarily as a result of a $14.0 million, or 25.4%, increase in research and development, a $10.1 million, or 20.0% increase in selling and
marketing, a $5.3 million or 6.1% increase in the cost of maintenance, services and hosting fees, a $2.1 million, or 22.4% increase in cost of software license fees,
a $1.7 million, or 3.4% increase in general and administrative expense and a $1.3 million, or 8.7% increase in depreciation and amortization.
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Cost of Software License Fees

Cost of software licenses fees increased $2.1 million, or 22.4%, for the nine months ended September 30, 2011 compared to the same period in 2010. Third-party
software royalty expense increased $1.9 million as a result of an increase in license revenue associated with certain products that include a corresponding royalty
expense. Purchased or developed technology for resale amortization increased $0.2 million in the nine months ended September 30, 2011.

Cost of Maintenance, Services, and Hosting fees

Cost of maintenance, services, and hosting fees for the nine months ended September 30, 2011 increased $5.3 million, or 6.1%, compared to the same period in
2010 primarily due to $4.1 million in increased personnel related expenses, a $2.1 million decrease in net deferred expenses associated with project
implementations, partially offset by a $1.0 million decrease in third-party maintenance and services related fees.

Research and Development

R&D expense for the nine months ended September 30, 2011 increased $14.0 million, or 25.4%, as compared to the same period in 2010. This increase is due to
$5.7 million in increased personnel related costs, a $6.8 million decrease in net deferred expenses associated with various product development efforts, $1.3
million increase in third party contractors, and a $0.3 million increase in professional fees.

Selling and Marketing

Selling and marketing expense for the nine months ended September 30, 2011 increased $10.1 million, or 20.0%, compared to the same period in 2010 due to
$9.3 million in increased personnel related costs and $0.8 million in increased external professional, advertising and promotional expenses.

General and Administrative

General and administrative expense for the nine months ended September 30, 2011 increased $1.7 million, or 3.4%, compared to the same period in 2010
primarily due to $3.5 million of professional fees related to S1 acquisition activities and a $0.9 million increase in other professional fees partially offset by a $1.8
million decrease in personnel related expenses and a $0.9 million decrease in bad debt expense.

Depreciation and Amortization

Depreciation and amortization expense for the nine months ended September 30, 2011 increased $1.3 million, or 8.7%, compared to the same period in 2010 as a
result of higher capital expenditures.

Other Income and Expense

Fluctuating currency rates impacted the nine months ended September 30, 2011 by less than $0.1 million in net foreign currency losses, as compared with $3.1
million in net losses during the same period in 2010. The fair value of interest rate swaps resulted in a $0.2 million loss during the nine months ended
September 30, 2010. Interest expense was flat for the nine months ended September 30, 2011 as compared to the corresponding period of 2010, while interest
income was up by $0.2 million due to higher cash balances.

Income Taxes

The effective tax rate for the nine months ended September 30, 2011 was 22.4%. The effective tax rate in for the nine months ended September 30, 2011 was
positively impacted by the release of a $3.1 millionliability due to the expiration of a contractual obligation related to the transfer of certain intellectual property
rights from US to non-US entities as well as the favorable adjustment of $3.9 million to our uncertain tax positions during the nine months ended September 30,
2011, partially offset by a reversal of related deferred tax assets of $1.7 million. The accrual for uncertain tax positions and related deferred tax assets are no
longer required as the statute of limitations expired for the tax returns to which they are associated during the nine months ended September 30, 2011. The
earnings of our foreign entities for the nine months ended September 30, 2011 were $10.2 million. For the nine months ended September 30, 2011, our effective
tax rate is positively impacted by tax rates in foreign jurisdictions that are less than our domestic rate, partially offset by the recognition of tax expense associated
with the transfer of certain intellectual property rights from U.S. to non-U.S. entities during the first six months of 2011.
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The effective tax rate for the nine months ended September 30, 2010 was 98.5%. The effective tax rate for the nine months ended September 30, 2010 was
negatively impacted by our inability to recognize income tax benefits during the period on losses sustained in certain tax jurisdictions where the future utilization
of the losses are uncertain, and by the recognition of tax expense associated with the transfer of certain intellectual property rights from U.S. to non-U.S. entities.

Our effective tax rate could fluctuate significantly on a quarterly basis and could be adversely affected to the extent earnings are lower in the countries in which
we operate that have a lower statutory rate or higher in the countries in which we operate that have a higher statutory rate or the extent we have losses sustained in
countries where the future utilization of losses are uncertain. Our effective tax rate could also fluctuate due to changes in the valuation of our deferred tax assets
or liabilities, or by changes in tax laws, regulations, accounting principles, or interpretations thereof. In addition, we are occasionally subject to examination of
our income tax returns by tax authorities in the jurisdictions we operate. We regularly assess the likelihood of adverse outcomes resulting from these examinations
to determine the adequacy of our provision for income taxes.

Segment Results

The following table presents revenues and operating income (loss) for the periods indicated by geographic region (in thousands):
 

     
Three Months Ended

September 30,    
Nine Months Ended

September 30,  
     2011    2010    2011    2010  
Revenues:           

Americas     $ 59,845    $ 49,950    $ 170,149    $ 146,451  
EMEA      38,608     35,067     122,629     97,446  
Asia/Pacific      13,696     12,000     37,280     33,286  

      
 

    
 

    
 

    
 

    $ 112,149    $ 97,017    $ 330,058    $ 277,183  
      

 

    

 

    

 

    

 

Operating income (loss):           
Americas     $ 11,764    $ 7,594    $ 27,405    $ 17,482  
EMEA      2,816     3,928     13,212     4,145  
Asia/Pacific      (3,312)    (4,134)    (11,429)    (10,778) 

      
 

    
 

    
 

    
 

    $ 11,268    $ 7,388    $ 29,188    $ 10,849  
      

 

    

 

    

 

    

 

Reportable segment results are impacted by both direct expenses and allocated shared function costs such as global product delivery and development, global
customer operations, global product management and corporate overhead costs. Shared function costs are allocated to the reportable segments as a percentage of
revenue or as a percentage of headcount.

Operating income in the Americas and EMEA reportable segments increased for the nine months ended September 30, 2011 as compared to the same period in
2010 primarily due to increased revenues. Operating loss in the Asia/Pacific reportable segment increased for the nine months ended September 30, 2011 as
compared to the same period in 2010 primarily due to increased allocated costs as a result of the headcount growth relative to the other reportable segments.

Liquidity and Capital Resources

General

Our primary liquidity needs are: (i) to fund normal operating expenses; (ii) to meet the interest and principal requirements of our outstanding indebtedness; and
(iii) to fund capital expenditures and lease payments. We believe these needs will be satisfied using cash flow generated by our operations, our cash and cash
equivalents and available borrowings under our revolving credit facility.

As of September 30, 2011, we had $179.7 million in cash and cash equivalents. Cash and cash equivalents consist of highly liquid investments with original
maturities of three months or less.

As of September 30, 2011, $90.6 million of the $179.7 million of cash and cash equivalents was held by our foreign subsidiaries. If these funds were needed for
our operations in the U.S. we would be required to accrue and pay U.S. taxes to repatriate these funds. However, our intent is to permanently reinvest these funds
outside the U.S. and our current plans do not demonstrate a need to repatriate them to fund our U.S. operations.
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The following table sets forth summary cash flow data for the periods indicated.
 

     
Nine Months Ended 

September 30,  
     2011    2010  
     (amounts in thousands)  
Net cash provided by (used by):       

Operating activities     $ 52,235    $ 49,133  
Investing activities      (43,006)    (14,955) 
Financing activities      1,126     (18,146) 

Net cash flows provided by operating activities for the nine months ended September 30, 2011 amounted to $52.2 million as compared to $49.1 million during the
same period in 2010. The comparative period increase was principally the result of working capital, including accounts receivable, accounts payable and cash
taxes paid. Our current policy is to use our operating cash flow primarily for funding capital expenditures, our share buyback program, and acquisitions.

During the first nine months of 2011, we paid $16.9 million, net of $2.4 million in cash acquired, to acquire ISD. Additionally, we used cash of $15.9 million to
purchase software, property and equipment and $10.0 million to purchase available-for-sale equity securities.

In the first nine months of 2011, we received proceeds of $4.1 million, including corresponding excess tax benefits, from the exercises of stock options and $1.0
million for the issuance of common stock under our 1999 Employee Stock Purchase Plan, as amended. In addition, we made payments to third-party institutions,
primarily related to debt and capital leases, totaling $3.3 million. During the first nine months of 2011, we repaid $75 million under our previous revolving credit
facility. This repayment was funded by the issuance of $75 million under a new credit facility.

We may also decide to use cash to acquire new products and services or enhance existing products and services through acquisitions of other companies, product
lines, technologies and personnel, or through investments in other companies.

We believe that our existing sources of liquidity, including cash on hand and cash provided by operating activities, will satisfy our projected liquidity
requirements, which primarily consists of working capital requirements, for the next twelve months.

Debt

As of September 30, 2011, we had up to $25.0 million of unused borrowings under our senior secured revolving credit facility. The amount of unused borrowings
actually available under the senior secured revolving credit facility varies in accordance with the terms of the agreement. The senior secured revolving credit
facility contains certain affirmative and negative covenants, including limitations on the incurrence of indebtedness, asset dispositions, acquisitions, investments,
dividends and other restricted payments, liens and transactions with affiliates. The senior secured revolving credit facility also contains financial covenants
relating to maximum permitted leverage ratio and the minimum fixed charge coverage ratio. The facility does not contain any subjective acceleration features and
does not have any required payment or principal reduction schedule and is included as a long-term liability in our consolidated balance sheet. At September 30,
2011 (and at all times during these periods) we were in compliance with our debt covenants. The interest rate in effect at September 30, 2011 was 1.74%.

We are not currently dependent upon short-term funding, and the limited availability of credit in the market has not affected our revolving credit facility, our
liquidity or materially impacted our funding costs. However, due to the existing uncertainty in the capital and credit markets and the impact of the current
economic crisis on our operating results and financial conditions, the amount of available unused borrowings under our existing credit facility may be insufficient
to meet our needs and/or our access to capital outside of our existing credit facility may not be available on terms acceptable to us or at all. Additionally, if Wells
Fargo Bank, National Association (“Wells Fargo”) were to default on its obligation to fund its commitment, that portion of the committed facility would not be
available to us. We cannot assure you that alternative financing on acceptable terms would be available to replace any defaulted commitments. The existing
uncertainty in the capital and credit markets and the current economic crisis may also impact our ability to successfully negotiate a new credit facility with our
existing lenders or alternative lenders.
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The Company has obtained commitments from Wells Fargo Securities, LLC to arrange, and Wells Fargo to provide, subject to certain conditions, senior bank
financing consisting of up to $450 million under a proposed new secured credit facility, comprising of a $200 million senior secured term loan (the “Term
Facility”) and a $250 million senior secured revolving credit facility (the “Revolving Facility” and, together with the Term Facility, the Facility”) for financing a
portion of the cash component of the consideration to be paid to S1’s stockholders in connection with the transaction agreement. Additionally, the Company will
have the right, but not the obligation, to increase the amount of the Facility by incurring an incremental term loan facility or increasing the Revolving Facility in
an aggregate principal amount not to exceed $75 million, subject to certain conditions and under terms to be determined.

Stock Repurchase Program

Our board of directors has approved a stock repurchase program authorizing us, from time to time as market and business conditions warrant, to acquire up to
$210 million of our common stock. Under the program to date, we have purchased 8,082,180 shares for approximately $187.1 million. We did not repurchase
shares under this program during the nine months ended September 30, 2011. The maximum remaining dollar value of shares authorized for purchase under the
stock repurchase program was approximately $22.9 million as of September 30, 2011. There is no guarantee as to the exact number of shares that will be
repurchased by us. Repurchased shares are returned to the status of authorized but unissued shares of common stock. In March 2005, our board of directors
approved a plan under Rule 10b5-1 of the Securities Exchange Act of 1934 to facilitate the repurchase of shares of common stock under the existing stock
repurchase program. Under our Rule 10b5-1 plan, we have delegated authority over the timing and amount of repurchases to an independent broker who does not
have access to inside information about the Company. Rule 10b5-1 allows us, through the independent broker, to purchase shares at times when we ordinarily
would not be in the market because of self-imposed trading blackout periods, such as the time immediately preceding the end of the fiscal quarter through a
period three business days following our quarterly earnings release. We did not purchase any shares under the repurchase plan during the nine months ended
September 30, 2011.

Contractual Obligations and Commercial Commitments

Other than as discussed below, there have been no material changes to the contractual obligations and commercial commitments disclosed in Item 7 of our Form
10-K for the fiscal year ended December 31, 2010.

On September 29, 2011, we entered into a five year senior secured revolving credit facility (the “Facility”) with Wells Fargo, as lender, providing for revolving
loans, swingline loans and letters of credit in an aggregate principal amount not to exceed $100 million. Subject to certain conditions we have the right to request
an increase in the aggregate principal amount of the revolving credit facility or optional incremental term loans. The Facility has a maturity date of September 29,
2016, at which time any principal amounts outstanding are due. Obligations under the Facility are secured and are jointly and severally guaranteed by certain
domestic and foreign subsidiaries of the Company.

We may select either a base rate loan or a LIBOR based loan. Base rate loans are computed at the highest of (a) the national prime interest rate as announced by
Wells Fargo, (b) the sum of the Federal fund rate plus 0.5%, or (c) the LIBOR rate for an interest period of one month plus 1.0%, in each case, plus a margin
ranging from 0.50% to 1.25%. The margins are dependent upon the Company’s total leverage ratio at the end of each quarter. The initial borrowing rate on
September 29, 2011 was set using the LIBOR rate option, effecting a rate of 1.74%. Interest is due and payable quarterly.

The interest rate in effect at September 30, 2011 was 1.74%. There is also an unused commitment fee to be paid quarterly of 0.25% to 0.40% based on the
Company’s leverage ratio. The initial principal borrowings of $75 million were outstanding at September 30, 2011. The amount of unused borrowings actually
available under the Facility varies in accordance with the terms of the agreement.

Critical Accounting Estimates

The preparation of the condensed consolidated financial statements requires that we make estimates and assumptions that affect the reported amounts of assets,
liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. We base our estimates on historical experience and other assumptions
that we believe to be proper and reasonable under the circumstances. We continually evaluate the appropriateness of estimates and assumptions used in the
preparation of our condensed consolidated financial statements. Actual results could differ from those estimates.

The accounting policies that reflect our more significant estimates, judgments and assumptions and which we believe are the most critical to aid in fully
understanding and evaluating our reported financial results include the following:
 
 •  Revenue Recognition
 
 •  Allowance for Doubtful Accounts
 
 •  Intangible Assets and Goodwill
 
 •  Stock-Based Compensation
 
 •  Accounting for Income Taxes
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During the nine months ended September 30, 2011, there were no significant changes to our critical accounting policies and estimates other than as discussed
below. Please refer to Management’s Discussion and Analysis of Financial Condition and Results of Operations contained in Part II, Item 7 of our Annual Report
on Form 10-K for our fiscal year ended December 31, 2010, filed on February 18, 2011, for a more complete discussion of our critical accounting policies and
estimates.

Revenue Recognition for Arrangements with Multiple Deliverables

Effective January 1, 2011 we adopted on a prospective basis for all new or materially modified arrangements entered into on or after that date, the amended
accounting guidance for multiple-deliverable revenue arrangements and the amended guidance related to the scope of existing software revenue recognition
guidance. The adoption of this guidance did not have a material impact on our condensed consolidated financial statements for the three and nine months ended
September 30, 2011, nor do we expect it to have a material impact on our future financial statements.

A multiple-deliverable arrangement is separated into more than one unit of accounting if the delivered item(s) has value to the customer on a stand-alone basis; if
the arrangement includes a general right of return relative to the delivered item(s); and if delivery or performance of the undelivered item(s) is considered
probable and substantially in the control of the Company. If these criteria are not met, the arrangement is accounted for as a single unit of accounting which would
result in revenue being recognized ratably over the contract term or being deferred until the earlier of when such criteria are met or when the last undelivered
element is delivered. If these criteria are met for each, the arrangement consideration is allocated to the separate units of accounting based on each unit’s relative
selling price. The selling price for each element is based upon the following selling price hierarchy: vendor-specific objective evidence (“VSOE”) if available,
third party evidence (“TPE”) if VSOE is not available, or estimated selling price if neither VSOE nor TPE is available.

We enter into hosting-related arrangements that may consist of multiple service deliverables including initial implementation and setup services; on-going support
services; and other services. Our hosted products operate in a highly regulated and controlled environment which requires a highly specialized and unique set of
initial implementation and setup services prior to the commencement of hosting-related services. Due to the essential and specialized nature of the
implementation and setup services, these services do not qualify as separate units of accounting separate from the hosting service as the delivered services do not
have value to the customer on a stand-alone basis. The on-going support and other services are considered as separate units of accounting. The total arrangement
consideration is allocated to each of the separate units of accounting based on their relative selling price and revenue is recognized over their respective service
periods. As the support and other services periods are the same as the hosting service period, the recognition pattern is similar to what was experienced prior to
adopting the amended accounting guidance for multiple-deliverable revenue arrangements.

Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Excluding the impact of changes in interest rates, there have been no material changes to our market risk for the nine months ended September 30, 2011. We
conduct business in all parts of the world and are thereby exposed to market risks related to fluctuations in foreign currency exchange rates. The U.S. dollar is the
single largest currency in which our revenue contracts are denominated. Thus, any decline in the value of local foreign currencies against the U.S. dollar results in
our products and services being more expensive to a potential foreign customer, and in those instances where our goods and services have already been sold, may
result in the receivables being more difficult to collect. Additionally, any decline in the value of the U.S. dollar in jurisdictions where the revenue contracts are
denominated in U.S. dollars and operating expenses are incurred in local currency will have an unfavorable impact to operating margins. We at times enter into
revenue contracts that are denominated in the country’s local currency, principally in Australia, Canada, the United Kingdom and other European countries. This
practice serves as a natural hedge to finance the local currency expenses incurred in those locations. We have not entered into any foreign currency hedging
transactions. We do not purchase or hold any derivative financial instruments for the purpose of speculation or arbitrage.

The primary objective of our cash investment policy is to preserve principal without significantly increasing risk. Based on our cash investments and interest rates
on these investments at September 30, 2011, and if we maintained this level of similar cash investments for a period of one year, a hypothetical 10 percent
increase or decrease in effective interest rates would increase or decrease interest income by less than $0.1 million annually.
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Item 4. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Our management, under the supervision of and with the participation of the Chief Executive Officer and Chief Financial Officer, performed an evaluation of the
effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended, as
of the end of the period covered by this report, September 30, 2011. Based on that evaluation, the Company’s Chief Executive Officer and Chief Financial Officer
have concluded that the Company’s disclosure controls and procedures are effective as of September 30, 2011.

Changes in Internal Control over Financial Reporting

Our management, under the supervision of and with the participation of the Chief Executive Officer and Chief Financial Officer evaluated any change in the
Company’s internal control over financial reporting that occurred during the quarter covered by this report and determined that there was no change in the
Company’s internal control over financial reporting during the quarter covered by this report that has materially affected, or is reasonably likely to materially
affect, the Company’s internal control over financial reporting.

PART II – OTHER INFORMATION

Item 1. LEGAL PROCEEDINGS

From time to time, we are involved in various litigation matters arising in the ordinary course of our business. We are not currently a party to any legal
proceedings, the adverse outcome of which, individually or in the aggregate, we believe would be likely to have a material effect on our financial condition or
results of operations.

Item 1A. RISK FACTORS

There have been no material changes to the risk factors disclosed in Item 1A of our Form 10-K for the fiscal year ended December 31, 2010, other than as
provided below. Additional risks and uncertainties, including risks and uncertainties not presently known to us, or that we currently deem immaterial, could also
have an adverse effect on our business, financial condition and/or results of operations.

Risks Related to the Acquisition of S1 Corporation

If we acquire S1, in addition to the risks described below, we may be subject to the risks and uncertainties associated with S1’s business. See “Risk Factors
Relating to S1’s Businesses” in our Post-Effective Amendment No. 1 to Form S-4 filed with the SEC on October 13, 2011.

If we are unable to complete our contemplated acquisition of S1, our expected financial results could be adversely affected.

On October 3, 2011, we entered into a Transaction Agreement (the “Transaction Agreement”) with S1 to acquire all of S1’s issued and outstanding stock in a
stock and cash transaction. Consummation of the acquisition is subject to customary conditions to closing, including the receipt of required regulatory approvals
and, if required by applicable law, the approval of S1 stockholders. If any condition to the acquisition is not satisfied or waived, the acquisition will not be
completed. We and S1 also may terminate the Transaction Agreement under certain circumstances. Any or all of the preceding could jeopardize our ability to
consummate the acquisition on the already negotiated terms. To the extent the transaction is not completed for any reason, we would have devoted substantial
resources and management attention to the transaction without realizing the accompanying benefits expected by our management, and our financial condition and
results of operations and the market value of our stock may be adversely affected.

Even if the S1 acquisition is consummated, we may experience difficulties integrating S1’s businesses, which could cause us to fail to realize the anticipated
benefits of the acquisition.

If our acquisition of S1 is consummated, achieving the anticipated benefits of the acquisition will depend in part upon whether the two companies integrate their
businesses in an effective and efficient manner. The companies may not be able to accomplish this integration process smoothly or successfully. The integration
of certain operations following the acquisition will take time and will require the dedication of significant management resources, which may temporarily distract
management’s attention from the routine business of the combined entity.
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Any delay or inability of management to successfully integrate the operations of the two companies could compromise the combined entity’s potential to achieve
the anticipated long-term strategic benefits of the acquisition and could have a material adverse effect on the business, financial condition and results of
operations of the combined company and the market value of our stock after the acquisition.

Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Issuer Purchases of Equity Securities

The following table provides information regarding the Company’s repurchases of its common stock during the three months ended September 30, 2011:
 

Period     

Total Number of
Shares

Purchased   
Average Price
Paid per Share      

Total Number 
of

Shares
Purchased as

Part of
Publicly

Announced
Program      

Approximate
Dollar Value  of
Shares that May

Yet Be
Purchased
Under the
Program  

July 1 through July 31, 2011      —     $ —         —        $ 22,920,000  
August 1 through August 31, 2011      —      —         —        $ 22,920,000  
September 1 through September 30, 2011      10,328(1)   30.23       —        $ 22,920,000  

      
 

   
 

      
 

    

Total      10,328   $ 30.23       —        
      

 

   

 

      

 

    

 
(1) Pursuant to our 2005 Incentive Plan, we granted restricted share awards (“RSAs”). These awards have requisite service periods of either three or four years

and vest in increments of either 33% or 25% on the anniversary dates of the grants. Under each arrangement, stock is issued without direct cost to the
employee. During the three months ended September 30, 2011, 36,548 shares of the RSAs vested. We withheld 10,328 of those shares to pay the
employees’ portion of applicable payroll taxes.

In fiscal 2005, we announced that our board of directors approved a stock repurchase program authorizing us, from time to time as market and business
conditions warrant, to acquire up to $80 million of our common stock, and that we intend to use existing cash and cash equivalents to fund these repurchases. In
May 2006, our board of directors approved an increase of $30 million to the stock repurchase program, bringing the total of the approved program to $110
million. In March 2007, our board of directors approved an increase of $100 million to its current repurchase authorization, bringing the total authorization to
$210 million, of which approximately $22.9 million remains available. In June 2007, we implemented this previously announced increase to our share repurchase
program. There is no guarantee as to the exact number of shares that will be repurchased by us. Repurchased shares are returned to the status of authorized but
unissued shares of common stock. In March 2005, our board of directors approved a plan under Rule 10b5-1 of the Securities Exchange Act of 1934 to facilitate
the repurchase of shares of common stock under the existing stock repurchase program. Under our Rule 10b5-1 plan, we have delegated authority over the timing
and amount of repurchases to an independent broker who does not have access to inside information about the Company. Rule 10b5-1 allows us, through the
independent broker, to purchase shares at times when we ordinarily would not be in the market because of self-imposed trading blackout periods, such as the time
immediately preceding the end of the fiscal quarter through a period three business days following our quarterly earnings release. We did not repurchase any
shares under this program during the three months ended September  30, 2011.

Item 3. DEFAULTS UPON SENIOR SECURITIES

Not applicable.

Item 5. OTHER INFORMATION

Not applicable.
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Item 6. EXHIBITS

The following lists exhibits filed as part of this quarterly report on Form 10-Q:
 

Exhibit
No.      Description

3.01 (1)    Amended and Restated Certificate of Incorporation of the Company, and amendments thereto
3.02 (2)    Amended and Restated Bylaws of the Company
4.01 (3)
10.1 (4)

   

Form of Common Stock Certificate
Credit Agreement, dated September 29, 2011, by and among ACI Worldwide, Inc., Wells Fargo Bank, N.A., Wells Fargo Securities, LLC
and the lenders that are party thereto.

31.01
   

Certification of Principal Executive Officer pursuant to SEC Rule 13a-14, as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002

31.02
   

Certification of Principal Financial Officer pursuant to SEC Rule 13a-14, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

32.01
 

 *  
  

Certification of Principal Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

32.02
 

 *  
  

Certification of Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

101.INS   **    XBRL Instance Document
101.SCH   **    XBRL Taxonomy Extension Schema
101.CAL   **    XBRL Taxonomy Extension Calculation Linkbase
101.LAB   **    XBRL Taxonomy Extension Label Linkbase
101.PRE   **    XBRL Taxonomy Extension Presentation Linkbase
101.DEF   **    XBRL Taxonomy Extension Definition Linkbase

 
 
* This certification is not deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, or otherwise subject to the liability of that

section. Such certification will not be deemed to be incorporated by reference into any filing under the Securities Act of 1933 or the Securities Exchange
Act of 1934, except to the extent that the Company specifically incorporates it by reference.

 
** Furnished, not filed
 
(1) Incorporated herein by reference to registrant’s current report on Form 8-K filed July 30, 2007.
(2) Incorporated herein by reference to Exhibit 3.2 to the registrant’s current report on Form 8-K filed December 18, 2008.
(3) Incorporated herein by reference to Exhibit 4.01 to the registrant’s Registration Statement No. 33-88292 on Form S-1.
(4) Incorporated herein by reference to registrant’s current report on Form 8-K filed October 3, 2011.
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SIGNATURE

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.
 

  

    ACI WORLDWIDE, INC.
    (Registrant)

Date: October 28, 2011
 By: 

 
/s/ SCOTT W. BEHRENS

   

  Scott W. Behrens

  

Executive Vice President, Chief Financial Officer
and Chief Accounting Officer
(Principal Financial Officer)
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EXHIBIT INDEX
 

Exhibit
No.      Description

3.01 (1)    Amended and Restated Certificate of Incorporation of the Company, and amendments thereto
3.02 (2)    Amended and Restated Bylaws of the Company
4.01 (3)
10.1(4)

   

Form of Common Stock Certificate
Credit Agreement, dated September 29, 2011, by and among ACI Worldwide, Inc., Wells Fargo Bank, N.A., Wells Fargo Securities, LLC and the
lenders that are party thereto.

31.01    Certification of Principal Executive Officer pursuant to SEC Rule 13a-14, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
31.02    Certification of Principal Financial Officer pursuant to SEC Rule 13a-14, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
32.01

 

 *  
  

Certification of Principal Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002

32.02
 

 *  
  

Certification of Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002

101.INS   **    XBRL Instance Document
101.SCH  **    XBRL Taxonomy Extension Schema
101.CAL  **    XBRL Taxonomy Extension Calculation Linkbase
101.LAB  **    XBRL Taxonomy Extension Label Linkbase
101.PRE   **    XBRL Taxonomy Extension Presentation Linkbase
101.DEF   **    XBRL Taxonomy Extension Definition Linkbase
 
 
* This certification is not deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, or otherwise subject to the liability of that

section. Such certification will not be deemed to be incorporated by reference into any filing under the Securities Act of 1933 or the Securities Exchange
Act of 1934, except to the extent that the Company specifically incorporates it by reference.

 
** Furnished, not filed
 
(1) Incorporated herein by reference to registrant’s current report on Form 8-K filed July 30, 2007.
(2) Incorporated herein by reference to Exhibit 3.2 to the registrant’s current report on Form 8-K filed December 18, 2008.
(3) Incorporated herein by reference to Exhibit 4.01 to the registrant’s Registration Statement No. 33-88292 on Form S-1.
(4) Incorporated herein by reference to registrant’s current report on Form 8-K filed October 3, 2011.
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Exhibit 31.01

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER

I, Philip G. Heasley, certify that:

1. I have reviewed this quarterly report on Form 10-Q of ACI Worldwide, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter
(the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonable likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

 
    Date: October 28, 2011      /s/ PHILIP G. HEASLEY

  Philip G. Heasley

   

President, Chief Executive Officer
and Director

(Principal Executive Officer)
 



Exhibit 31.02

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

I, Scott W. Behrens, certify that:

1. I have reviewed this quarterly report on Form 10-Q of ACI Worldwide, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter
(the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonable likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

 
    Date: October 28, 2011      /S/ SCOTT W. BEHRENS

  Scott W. Behrens

   

Executive Vice President, Chief Financial Officer and
Chief Accounting Officer

(Principal Financial Officer)



Exhibit 32.01

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

In connection with the quarterly report of ACI Worldwide, Inc. (the “Company”) on Form 10-Q for the quarter ended September 30, 2011 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Philip G. Heasley, Principal Executive Officer of the Company, certify, pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
 
1) The Report fully complies with the requirements of Sections 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 
2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
        Date: October 28, 2011      /s/ PHILIP G. HEASLEY

  Philip G. Heasley

   

President, Chief Executive Officer
and Director

(Principal Executive Officer)



Exhibit 32.02

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

In connection with the quarterly report of ACI Worldwide, Inc. (the “Company”) on Form 10-Q for the quarter ended September 30, 2011 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Scott W. Behrens, Principal Financial Officer of the Company, certify, pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
 
1) The Report fully complies with the requirements of Sections 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 
2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
        Date: October 28, 2011      /S/ SCOTT W. BEHRENS

  Scott W. Behrens

   

Executive Vice President, Chief Financial Officer and Chief Accounting
Officer

(Principal Financial Officer)


