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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
Form 10-Q
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2006
OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number 001-11919

TeleTech Holdings, Inc.
(Exact name of registrant as specified in its charter)

Delaware 84-1291044
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

9197 South Peoria Street
Englewood, Colorado 80112
(Address of principal executive offices)
Registrant s telephone number, including area code: (303) 397-8100

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past (90) days. YES p NO o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated p ~ Accelerated filero =~ Non-accelerated filer o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
YESoNO b
As of October 19, 2006, there were 69,264,782 shares of the registrant s common stock outstanding.
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Part I. FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statements
TELETECH HOLDINGS, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets
(Amounts in thousands except per share amounts)

(Unaudited)
September
30,
2006
ASSETS
Current assets
Cash and cash equivalents $ 55,192
Accounts receivable, net 220,668
Prepaid and other assets 38,494
Deferred tax assets, net 11,960
Income tax receivable 16,146
Total current assets 342,460
Long-term assets
Property and equipment, net 154,614
Goodwill 57,385
Contract acquisition costs, net 10,734
Deferred tax assets, net 38,563
Other assets 22,540
Total long-term assets 283,836
Total assets $ 626,296
LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities
Accounts payable $ 28,318
Accrued employee compensation and benefits 82,933
Other accrued expenses 36,632
Income tax payable 18,108
Deferred tax liabilities, net 1,542
Customer advances and deferred income 8,367
Total current liabilities 175,900
Long-term liabilities
Capital lease obligations 680
Line of credit 77,750
Grant advances 7,163
Deferred tax liabilities 6,329
Other long-term liabilities 21,240

Table of Contents

$

December
31,
2005

32,505
207,090
30,270
12,990
16,298

299,153

133,635
32,077
12,874
30,621

9,871

219,078

518,231

30,096
59,196
40,422
17,398

2,556
10,515

160,183

976
26,700
6,476
6,821
17,157

5



Edgar Filing: TELETECH HOLDINGS INC - Form 10-Q

Total long-term liabilities

Total liabilities

Commitments and contingent liabilities
Minority interest

Stockholders equity

Common stock ~ $.01 par value; 150,000,000 shares authorized; 69,333,375
and 69,162,448 shares outstanding as of September 30, 2006 and

December 31, 2005, respectively

Additional paid-in capital

Accumulated other comprehensive income

Retained earnings

Total stockholders equity

Total liabilities and stockholders equity

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

1

$

113,162

289,062

6,731

693
150,617
6,167
173,026

330,503

626,296

$

58,130

218,313

6,544

694
146,367
3,698
142,615

293,374

518,231
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TELETECH HOLDINGS, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Operations and Comprehensive Income
(Amounts in thousands except per share amounts)

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Revenue $303,804 $274,259 $ 874,560 $782,518
Operating expenses
Cost of services 220,702 202,492 649,718 580,663
Selling, general and administrative 49,271 46,642 145,132 136,728
Depreciation and amortization 12,929 12,659 36,705 40,650
Restructuring charges, net 515 537 1,455 1,480
Impairment losses 478 2,537
Total operating expenses 283,417 262,330 833,488 762,058
Income from operations 20,387 11,929 41,072 20,460
Other income (expense)
Interest income 662 882 1,350 2,448
Interest expense (2,410) (727) (4,491) (1,931)
Other, net 1,151 369 2,028 1,013
Total other income (expense) (597) 524 (1,113) 1,530
Income before income taxes and minority interest 19,790 12,453 39,959 21,990
Provision for income taxes 6,428 432 7,889 3,204
Income before minority interest 13,362 12,021 32,070 18,786
Minority interest (583) 401) (1,659) (713)
Net income $ 12,779 $ 11,620 $ 30,411 $ 18,073
Other comprehensive income (loss)
Foreign currency translation adjustments $ 1,206 $ 5,755 $ 4,487 $ 5,032
Derivatives valuation, net of tax (86) 2,675 (2,018) (1,397)
Total other comprehensive income (loss) 1,120 8,430 2,469 3,635

Table of Contents 7



Edgar Filing: TELETECH HOLDINGS INC - Form 10-Q

Comprehensive income $ 13,899 $ 20,050 $ 32,880 $ 21,708

Weighted average shares outstanding
Basic 69,085 71,650 68,979 72,946
Diluted 70,366 72,591 70,228 74,604

Net income per share

Basic $ 0.18 $ 0.16 $ 044 $ 025
Diluted $ 0.18 $ 0.16 $ 043 $ 024
The accompanying notes are an integral part of these condensed consolidated financial statements.
2
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Balance as of
December 31, 2005
Net income

Foreign currency
translation adjustments
Derivatives valuation,
net of tax

Exercise of stock
options

Excess tax benefit from
exercise of stock options
Compensation expense
from stock options
Purchases of common
stock

Balance as of
September 30, 2006
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TELETECH HOLDINGS, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Stockholders Equity
(Amounts in thousands)

Common Stock

Shares

69,162

1,335

(1,164)

69,333

Amount

$694

11

(12)

$693

(Unaudited)
Accumulated
Additional Other
Paid-in Comprehensive  Retained
Capital Income Earnings
$146,367 $ 3,698 $142,615
30,411
4,487
(2,018)
10,821
3,041
5,024
(14,636)
$150,617 $ 6,167 $173,026

Total
Stockholders
Equity

$293,374
30,411
4,487
(2,018)
10,832
3,041
5,024

(14,648)

$330,503

The accompanying notes are an integral part of these condensed consolidated financial statements.
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TELETECH HOLDINGS, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows
(Amounts in thousands)

(Unaudited)
Nine Months Ended
September 30,
2006 2005
Cash flows from operating activities
Net income $ 30411 $ 18,073
Adjustment to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 36,705 40,650
Amortization of contract acquisition costs 2,327 2,942
Provision for doubtful accounts 1,714 378
Deferred income taxes (5,810) (17,763)
Minority interest 1,659 713
Impairment loss 478 2,537
Compensation expense from stock options 5,024
Tax benefit from exercise of stock options 1,544
Loss on disposal of assets 241 74
Changes in assets and liabilities:
Accounts receivable (1,404) (35,848)
Prepaids and other assets (12,578) (3,760)
Accounts payable and accrued expenses 13,534 39,089
Customer advances and deferred income 311 4,103
Net cash provided by operating activities 72,612 52,732
Cash flows from investing activities
Acquisition of a business, net of cash acquired of $0.5 million (46,412)
Purchases of property and equipment (51,219) (26,763)
Purchases of intangible assets (1,357) (240)
Contract acquisition costs (179) (2,160)
Net cash used in investing activities (99,167) (29,163)
Cash flows from financing activities
Proceeds from line of credit 380,700 243,100
Payments on line of credit (329,650) (243,100)
Debt refinancing fees (811)
Payments on long-term debt and capital lease obligations (286) (532)
Payments to minority shareholder (1,498) (2,700)
Proceeds from employee stock purchase plan 476
Excess tax benefit from exercise of stock options 3,041
Proceeds from exercise of stock options 10,802 3,473
Purchases of treasury stock (14,648) (44,266)
Net cash provided by (used in) financing activities 47,650 (43,549)
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Effect of exchange rate changes on cash and cash equivalents 1,592 377
Increase (decrease) in cash and cash equivalents 22,687 (19,603)
Cash and cash equivalents, beginning of period 32,505 75,066
Cash and cash equivalents, end of period $ 55,192 $ 55,463

Supplemental disclosures
Cash paid for interest $ 2,862 $ 788

Cash paid for income taxes $ 8716 $ 8,096

The accompanying notes are an integral part of these condensed consolidated financial statements.
4
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TELETECH HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2006

(1) OVERVIEW AND BASIS OF PRESENTATION
Overview
TeleTech Holdings, Inc. ( TeleTech or the Company ) serves its clients through two primary businesses: (i) Business
Process Outsourcing ( BPO ), which provides outsourced business process, customer management, and marketing
services for a variety of industries via operations in the United States ( U.S. ), Argentina, Australia, Brazil, Canada,
China, Germany, India, Malaysia, Mexico, New Zealand, the Philippines, Singapore, Spain, the United Kingdom, and
Venezuela; and (ii) Database Marketing and Consulting, which provides outsourced database management, direct
marketing, and related customer acquisition and retention services for automotive dealerships and manufacturers in
North America.
Basis of Presentation
The accompanying unaudited condensed consolidated financial statements have been prepared without audit pursuant
to the rules and regulations of the Securities and Exchange Commission ( SEC ). The unaudited condensed
consolidated financial statements reflect all adjustments (consisting only of normal recurring entries) which, in the
opinion of management, are necessary to present fairly the financial position of the Company as of September 30,
2006, and the results of operations and cash flows of the Company and its subsidiaries for the three months and nine
months ended September 30, 2006 and 2005. Operating results for the three months and nine months ended
September 30, 2006 are not necessarily indicative of the results that may be expected for the year ended December 31,
2006.
The unaudited condensed consolidated financial statements should be read in conjunction with the Company s audited
consolidated financial statements and footnotes thereto included in the Company s Annual Report on Form 10-K for
the year ended December 31, 2005.
Certain amounts in 2005 have been reclassified in the condensed consolidated financial statements to conform to the
2006 presentation.
Recently Issued Accounting Pronouncements
In December 2004, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting
Standards ( SFAS ) No. 123 (revised 2004) Share-Based Payment ( SFAS 123(R) ), which replaces SFAS No. 123

Accounting for Stock Issued to Employees ( SFAS 123 ). The Company adopted SFAS 123(R) on January 1, 2006. The
impact of the adoption of SFAS 123(R) is discussed in Note 4.
In June 2006, the FASB issued Interpretation No. 48 Accounting for Uncertainty in Income Taxes-an interpretation of
FASB Statement No. 109 ( FIN 48 ). FIN 48 is effective as of the beginning of the first annual period beginning after
December 15, 2006. FIN 48 defines the threshold for recognizing the tax benefits of a tax return filing position in the
financial statements as more-likely-than-not to be sustained by the taxing authority. This is different than the
accounting practice currently followed by the Company, which is to recognize the best estimate of the impact of a tax
position only when the position is probable of being sustained on audit based solely on the technical merits of the
position. The term probable is consistent with the use of the term in SFAS No. 5 Accounting for Contingencies, to
mean that the future event or events are likely to occur.
The Company is currently studying the impact FIN 48 will have on its consolidated financial statements when
adopted. In the course of reevaluating the Company s tax return filing positions in light of the new

more-likely-than-not standard, it is likely that the Company will reduce its liability for previously unrecognized tax
benefits at the date of adoption. Consistent with the new accounting standard, any change to adjust the Company s
consolidated financial statements arising from adoption of the new more-likely-than-not standard will be recognized
in beginning retained earnings in the period of adoption as a change in accounting method.

5

Table of Contents 12



Edgar Filing: TELETECH HOLDINGS INC - Form 10-Q

Table of Contents

TELETECH HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2006
(2) ACQUISITION
On June 30, 2006, the Company acquired 100 percent of the outstanding common shares of Direct Alliance
Corporation ( DAC ) from Insight Enterprises, Inc. (NASDAQ: NSIT). DAC is a provider of outsourced direct
marketing services to third parties in the U.S. and its acquisition is consistent with the Company s strategy to grow and
to focus on providing outsourced marketing, sales, and BPO solutions to large multinational clients. DAC is included
in the Company s North American BPO segment.
The preliminary total purchase price of $46.4 million in cash was funded utilizing the Company s Credit Facility (see
Note 7 to the Condensed Consolidated Financial Statements). The purchase agreement provides for the seller to
(i) receive a future payment of up to $11.0 million based upon the gross profit of DAC for 2006 exceeding specified
amounts and (ii) pay the Company up to $5.0 million in the event certain clients of DAC do not renew, on
substantially similar terms, their service agreement with DAC as set forth in the purchase agreement.
The preliminary allocation of the purchase price to the assets acquired and liabilities assumed, based upon the
Company s intention to make a 338 election for income tax reporting for the acquisition of DAC, is as follows
(amounts in thousands):

Current assets $14,548
Property and equipment 4,410
Intangible assets 9,100
Goodwill 23,820
Total assets acquired $51,878
Current liabilities (5,505)
Total liabilities assumed (5,505)
Net assets acquired $46,373

The Company acquired identifiable intangible assets as a result of the acquisition of DAC. The intangible assets
acquired, excluding costs in excess of net assets acquired, are preliminarily classified and valued as follows (amounts
in thousands):

Amortization
Value Period
None; indefinite
Trade name $ 1,800 life
Customer relationships 7,300 10 years
Total $9,100
6
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TELETECH HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2006
The following table presents the pro-forma combined results of operations assuming (i) DAC s historical unaudited
financial results, (ii) the DAC acquisition closed on January 1, 2005, (iii) pro-forma amortization expense of the
intangible assets, and (iv) pro-forma interest expense assuming the Company utilized its Credit Facility to finance the
acquisition (amounts in thousands):

Nine Months Ended
September 30,
2006 2005

Revenue $908,655 $839,184
Income from operations $ 43,678 $ 26,627
Net income $ 31,001 $ 20,303
Weighted average shares outstanding

Basic 68,979 72,946
Diluted 70,228 74,604
Net income per share

Basic $ 045 $ 028
Diluted $ 044 $ 027

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

(3) SEGMENT INFORMATION

The Company serves its clients through two primary businesses, BPO Services and Database Marketing and
Consulting. In previous filings the North American BPO segment was referred to as North American Customer
Management and the International BPO segment was referred to as International Customer Management.

BPO provides business process, customer management, and marketing services for a variety of industries via
Customer Management Centers ( CMC or Center ) throughout the world. When the Company begins operations in a
new country, it determines whether the country is intended to primarily serve U.S.-based clients, in which case the
country is included in the North American BPO segment, or the country is intended to serve both domestic clients
from that country and U.S.-based clients, in which case the country is included in the International BPO segment. This
is consistent with the Company s management of the business, internal financial reporting structure, and operating
focus. Operations for each segment of BPO Services are conducted in the following countries:

North American BPO International BPO

United States Argentina
Canada Australia

India Brazil

Philippines China
Germany
Malaysia

Mexico

New Zealand
Singapore
Spain

Table of Contents 14
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United Kingdom
Venezuela
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TELETECH HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2006
The Database Marketing and Consulting segment, which consists of one subsidiary company, provides outsourced
database management, direct marketing, and related customer acquisitions and retention services for automobile
dealerships and manufacturers operating in North America.
The Company allocates to each segment its estimated portion of corporate-level operating expenses. All intercompany
transactions between the reported segments for the periods presented have been eliminated.
It is a significant Company strategy to garner additional business through the lower cost opportunities offered by
certain foreign countries. Accordingly, the Company provides services to certain U.S. clients from CMCs in
Argentina, Canada, India, Mexico, and the Philippines. Under this arrangement, while the U.S. subsidiary invoices
and collects from the client, the U.S. subsidiary enters into a contract with the foreign subsidiary to reimburse the
foreign subsidiary for its costs plus a reasonable profit. This reimbursement is reflected as revenue by the foreign
subsidiary. As a result, a portion of the revenue from these client contracts is recorded by the U.S. subsidiary, while a
portion is recorded by the foreign subsidiary. For U.S. clients served from Canada, India, and the Philippines, which
represents the majority of these arrangements, all the revenue remains within the North American BPO segment. For
U.S. clients served from Argentina and Mexico, a portion of the revenue is reflected in the International BPO
segment. For the three months ended September 30, 2006 and 2005, approximately $1.5 million and $0.7 million,
respectively, of income from operations in the International BPO segment were generated from these arrangements.
For the nine months ended September 30, 2006 and 2005, approximately $4.1 million and $2.2 million, respectively,
of income from operations in the International BPO segment were generated from these arrangements.
The following table presents Revenue and Income (Loss) from Operations by segment (amounts in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Revenue
North American BPO $206,616 $170,930 $576,283 $474,852
International BPO 90,336 82,596 264,277 244,157
Database Marketing and Consulting 6,852 20,733 34,000 63,509
Total $303,804 $274,259 $ 874,560 $782,518
Income (Loss) from Operations
North American BPO $ 25,194 $ 15,654 $ 55,995 $ 40,752
International BPO 182 (1,871) (3,731) (12,188)
Database Marketing and Consulting (4,989) (1,854) (11,192) (8,104)
Total $ 20,387 $ 11,929 $ 41,072 $ 20,460
8
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TELETECH HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2006
The following table presents Revenue based on the geographic location where the services are provided (amounts in
thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Revenue
United States $ 108,421 $119,158 $318,448 $330,898
Asia Pacific 65,071 46,413 172,099 135,488
Canada 48,311 49,689 157,001 146,511
Europe 35,699 30,866 105,274 92,171
Latin America 46,302 28,133 121,738 77,450
Total $303,804 $274,259 $ 874,560 $782,518

(4) EQUITY-BASED COMPENSATION

The Company maintains several equity compensation plans (the Plans ) for the benefit of certain of its directors,
officers, and employees.

During the first quarter of fiscal 2006, the Company adopted SFAS 123(R), applying the modified prospective
method. SFAS 123(R) requires all equity-based payments to employees, including grants of employee stock options,
to be recognized in the Condensed Consolidated Statements of Operations and Comprehensive Income at the fair
value of the award on the grant date. Under the modified prospective method, the Company is required to record
equity-based compensation expense for all awards granted after the date of adoption and for the unvested portion of
previously granted awards outstanding as of the date of adoption. The fair values of all stock options granted by the
Company were determined using the Black-Scholes-Merton model ( B-S-M Model ).

The fair values of the options granted to the Company s employees were estimated on the date of grant using the
B-S-M Model. The following table provides the range of assumptions used for stock options granted during the three
months ended September 30, 2006 and 2005:

Three Months Ended
September 30,
2006 2005

Risk-free interest rate 4.73% 5.03% 375% 4.17%
Expected life in years 38 438 4.4
Expected volatility 54.81% 75.53%
Dividend yield 0.00% 0.00%
Weighted-average volatility 54.81% 75.53%
Weighted-average fair value $ 5.85 $ 5.09

Table of Contents
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TELETECH HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2006
A summary of option activity under the Plans as of September 30, 2006 and changes during the nine months then
ended is presented below:

Weighted-
Weighted Average Aggregate
Average Remaining Intrinsic
Exercise Contractual Value (in
Term
Shares Price Years thousands)
Outstanding as of December 31, 2005 8,486,681 $10.26
Grants 1,414,950 $12.52
Exercises (1,386,186) $ 7.58
Cancellations/expirations (511,966) $12.91
Outstanding as of September 30, 2006 8,003,479 $10.95 6.9 $43,396
Vested and exercisable as of September 30,
2006 3,690,697 $11.76 4.7 $20,803

A summary of the status of the Company s unvested shares as of September 30, 2006, and changes during the nine
months ended September 30, 2006, is presented below:

Weighted-
Average

Grant-

Date Fair
Shares Value
Unvested as of December 31, 2005 4,129,995 $ 5.62
Granted 1,414,950 $ 5.85
Vested (914,655) $ 5.33
Forfeited (317,508) $ 5.57
Unvested as of September 30, 2006 4,312,782 $ 5.76

As of September 30, 2006, there was approximately $19.8 million of total unrecognized compensation cost (including
the impact of expected forfeitures as required under SFAS 123(R)) related to unvested share-based compensation
arrangements granted under the Plans that the Company had not recorded. That cost is expected to be recognized over
the weighted-average period of four years (the Company recognizes compensation expense straight-line over the
vesting term of the option grant). The total fair value of shares vested (excluding expected forfeitures) during the nine
month period ended September 30, 2006 was $4.9 million.

Cash received from option exercises under all share-based payment arrangements for the three months ended
September 30, 2006 and 2005 was $6.0 million and $1.1 million, respectively.

Cash received from option exercises under all share-based payment arrangements for the nine months ended
September 30, 2006 and 2005 was $10.8 million and $3.5 million, respectively.
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As a result of adopting SFAS 123(R) on January 1, 2006, the Company s income before income taxes and net income
for the three months ended September 30, 2006 are $1.7 million and $1.0 million lower, respectively, than if it had
continued to account for share-based compensation under Accounting Principles Board Opinion ( APB ) No. 25

Accounting for Stock Issued to Employees ( APB 25 ). For the nine months ended September 30, 2006, the Company s
income before income taxes and net income are $5.0 million and $3.0 million lower, respectively, than if it had
continued to account for share-based compensation under APB 25. Basic and diluted earnings per share for the three
months ended September 30, 2006 are $0.02 and $0.01 lower, respectively, than if the Company had continued to
account for share-based compensation under APB 25. Additionally, basic and diluted earnings per share for the nine
months ended September 30, 2006 are $0.04 and $0.04 lower, respectively. The compensation cost that has been
charged against income for the Plans is included in Selling, General and Administrative Expenses in the Condensed
Consolidated Statements of Operations and Comprehensive Income.

10
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TELETECH HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2006
The following table illustrates the effect on net income and earnings per share for the three months and nine months
ended September 30, 2005, if the Company had applied the fair value recognition provisions of SFAS 123 to
stock-based employee compensation (amounts in thousands except per share amounts):

September 30, 2005
Three Nine
Months Months
Ended Ended
Net income as reported $11,620 $ 18,073
Add (deduct): Stock-based employee compensation expense included in reported
net income, net of related tax effects (D 31
Deduct: Total stock-based employee compensation expense determined under fair
value based method for all awards, net of related tax effects (995) (3,109)
Pro forma net income $10,624 $ 14,995
Weighted average shares outstanding
Basic 71,650 72,946
Diluted 72,591 74,604
Net income per share
Basic as reported $ 0.16 $ 0.25
Diluted as reported $ 0.16 $ 0.24
Basic pro forma $ 0.15 $ 0.21
Diluted pro forma $ 0.15 $ 0.20

(5) SIGNIFICANT CLIENTS

The Company has one client (in the communications industry) that contributed in excess of 10% of the Company s
revenue for the three months and nine months ended September 30, 2006 and two clients (both in the communications
industry) that contributed in excess of 10% of the Company s revenue for the three months and nine months ended
September 30, 2005. The revenue from these clients, as a percentage of total consolidated revenue, is as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Client A 15.9% 17.1% 17.1% 17.8%
Client B 6.1% 9.9% 7.8% 10.6%

As of September 30, 2006 and December 31, 2005, accounts receivable from clients A and B were as follows
(amounts in thousands):

September 30, December 31,
2006 2005
Client A $ 31,200 $ 34,600
Client B $ 12,200 $ 18,500

The loss of one or more of its significant clients could have a material adverse effect on the Company s business,
operating results, or financial condition. The Company does not require collateral from its clients. To limit the
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Company s credit risk, management performs ongoing credit evaluations of its clients and maintains allowances for
uncollectible accounts. Although the Company is impacted by economic conditions in certain industries including
communications and media, automotive, financial services, healthcare, and government services, management does
not believe significant credit risk exists as of September 30, 2006.

11

Table of Contents 21



Edgar Filing: TELETECH HOLDINGS INC - Form 10-Q

Table of Contents

TELETECH HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2006
(6) DERIVATIVES
The Company conducts a significant portion of its business in currencies other than the U.S. dollar, the currency in
which the condensed consolidated financial statements are reported. Correspondingly, the Company s operating results
could be adversely affected by foreign currency exchange rate volatility relative to the U.S. dollar. The Company s
subsidiaries in Argentina, Canada, and the Philippines use the local currency as their functional currency in addition to
paying labor and other operating costs. Conversely, revenue for these foreign subsidiaries is derived principally from
client contracts that are invoiced and collected in U.S. dollars. To hedge against the risk of a weaker U.S. dollar, the
Company s U.S. entity has contracted on behalf of its foreign subsidiaries with several financial institutions to acquire
(utilizing forward, non-deliverable forward, and option contracts) the functional currency of the foreign subsidiary at a
fixed U.S. dollar exchange rate at specific dates in the future. The Company pays up-front premiums to obtain option
hedge instruments.
While the Company has implemented certain strategies to mitigate risks related to the impact of fluctuations in
currency exchange rates, it cannot ensure that it will not recognize gains or losses from international transactions, as
this is part of transacting business in an international environment. Not every exposure is or can be hedged, and,
where hedges are put in place based on expected foreign exchange exposure, they are based on forecasts which may
vary or which may later prove to be inaccurate. Failure to successfully hedge or anticipate currency risks properly
could adversely affect the Company s operating results.
As of September 30, 2006, the notional amount of these derivative instruments is summarized as follows (amounts in
thousands):

Local U.S. Dates
Currency Dollar Contracts are
Amount Amount Through
Canadian Dollar 178,068 $159,471 June 2010
Argentine Peso 36,900 11,710 December 2007
Philippine Peso 2,120,000 40,837 December 2007
$212,018

These derivatives, including option premiums, are classified as Prepaid and Other Assets of $4.0 million and

$6.7 million; Other Assets of $0.1 million and $0.6 million; and Other Long-term Liabilities of $1.4 million and

$0.0 million as of September 30, 2006 and December 31, 2005, respectively.

The Company recorded deferred tax liabilities of $0.6 million and $1.9 million related to these derivatives as of
September 30, 2006 and December 31, 2005, respectively. A total of $1.0 million and $3.0 million of deferred gains,
net of tax, on derivative instruments as of September 30, 2006 and December 31, 2005, respectively, were recorded in
Accumulated Other Comprehensive Income.

During the three months ended September 30, 2006 and 2005, the Company recorded gains of $1.4 million and

$1.1 million, respectively, for settled hedge contracts and the related premiums. During the nine months ended
September 30, 2006 and 2005, the Company recorded gains of $5.8 million and $4.7 million, respectively, for settled
hedge contracts and the related premiums. These are reflected in Revenue in the accompanying Condensed
Consolidated Statements of Operations and Comprehensive Income.

The Company also entered into a foreign exchange forward contract to reduce the short-term effect of foreign
currency fluctuations related to a $19.2 million intercompany note payable from its Canadian subsidiary to a U.S.
subsidiary. The gains and losses on this foreign exchange contract offset the transaction gains and losses on this
foreign currency obligation. These gains and losses are recognized in earnings as the Company elected not to classify
the hedge for hedge accounting treatment.
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SEPTEMBER 30, 2006
(7) INDEBTEDNESS
During the third quarter 2006, the Company refinanced its credit facility ( Credit Facility ) with a syndication of banks.
This Credit Facility permits the Company to borrow up to $150 million, with an option to increase the borrowing limit
to a maximum of $225 million (subject to approval by the lenders) at any time up to 90 days prior to maturity of the
Credit Facility. The Credit Facility matures on September 27, 2011. The Company may request a one year extension
of the maturity date, subject to approval by the lenders. The Credit Facility is secured by the majority of the
Company s domestic accounts receivable and a pledge of 65% of the capital stock of specified material foreign
subsidiaries.
Subsequent to the end of the third quarter 2006, the Company exercised its option to increase the borrowing limit of
the Credit Facility to $180 million.
The Credit Facility, which includes customary financial covenants, may be used for general corporate purposes,
including working capital, purchases of treasury stock, and acquisition financing. The Credit Facility accrues interest
at a rate based on either (1) the Prime Rate, defined as the higher of the lender s prime rate or the Federal Funds Rate
plus 0.50%, or (2) the London Interbank Offered Rate ( LIBOR ) plus an applicable credit spread, at the Company s
option. The interest rate will vary based on the Company s leverage ratio as defined in the Credit Facility. As of
September 30, 2006, interest accrued at the weighted-average rate of approximately 6%. As of September 30, 2006
and December 31, 2005, the Company had outstanding borrowings under the Credit Facility of $77.8 million and
$26.7 million, respectively.
(8) INCOME TAXES
The Company accounts for income taxes in accordance with SFAS No. 109 Accounting for Income Taxes ( SFAS
109 ), which requires recognition of deferred tax assets and liabilities for the expected future income tax consequences
of transactions that have been included in the Condensed Consolidated Financial Statements. Under this method,
deferred tax assets and liabilities are determined based on the difference between the financial statement and tax bases
of assets and liabilities using enacted tax rates in effect for the year in which the differences are expected to reverse.
When circumstances warrant, the Company assesses the likelihood that its net deferred tax assets will more likely than
not be recovered from future projected taxable income. Management judgment has been used in forecasting future
taxable income.
As required by SFAS 109, the Company continually reviews the likelihood that deferred tax assets will be realized in
future tax periods under the more likely than not criteria. In making this judgment, SFAS 109 requires that all
available evidence, both positive and negative, should be considered to determine whether, based on the weight of that
evidence, a valuation allowance is required. As of September 30, 2006, the Company has $50.5 million of deferred tax
assets (after a $3.7 million valuation allowance) and net deferred tax assets (after deferred tax liabilities) of
$42.7 million, related to the U.S. and international tax jurisdictions whose recoverability is dependent upon future
profitability.
The effective tax rate, after minority interest, for the three months ended September 30, 2006 was 33.5%. The
effective tax rate, after minority interest, for the nine months ended September 30, 2006 was 20.6%. Excluding the
$5.2 million change to the deferred tax valuation allowance accounted for in the second quarter of 2006, the
Company s effective tax rate for the nine months ended September 30, 2006 was 34.2%.
(9) RESTRUCTURING CHARGES AND IMPAIRMENT LOSSES
Restructuring Charges
Restructuring Charges, Net for the three months ended September 30, 2006 of $0.5 million relates to severance in the
International BPO and Database Marketing and Consulting segments.
Restructuring Charges, Net for the nine months ended September 30, 2006 of $1.5 million includes approximately (i)
$0.7 million for the fair value of the liability for lease payments for a portion of a CMC that the Company ceased to
use in the International BPO segment, and (ii) $1.0 million in severance costs, less (iii) a $0.2 million reversal of
unused prior-period balances.
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Restructuring Charges, Net for the three months ended September 30, 2005 of $0.5 million related to the Company s
decision to exercise an early lease termination.
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Restructuring Charges, Net for the nine months ended September 30, 2005 of $1.5 million related to reductions in
force across all three segments and the Company s decision to exercise an early lease termination.
A roll-forward of the activity in the restructuring reserve liability is as follows (amounts in thousands):

Closure
of Reduction

CMCs in Force Total
Balance as of December 31, 2004 $ 599 $ 233 $ 832
Expense 682 2,139 2,821
Payments (193) (1,145) (1,338)
Reversal of unused balances (148) (148)
Balance as of December 31, 2005 1,088 1,079 2,167
Expense 724 935 1,659
Payments (733) (1,246) (1,979)
Reversal of unused balances (55) (149) (204)
Balance as of September 30, 2006 $ 1,024 $ 619 $ 1,643

The restructuring reserve liability is included in Other Accrued Expenses in the accompanying Condensed
Consolidated Balance Sheets.
Impairment Losses
Impairment Losses for the nine months ended September 30, 2006 of $0.5 million includes approximately (i)
$0.3 million to reduce the net book value of long-lived assets in New Zealand and Malaysia to their then estimated fair
value and (ii) $0.2 million for the difference between assumed values to be received for assets in closed CMCs versus
actual value received.
Impairment Losses for the nine months ended September 30, 2005 of $2.5 million were to reduce the net book value
of long-lived assets in the Glasgow, Scotland facility to its then estimated fair value.
(10) CONTINGENCIES
Legal Proceedings
From time-to-time, the Company may be involved in claims or lawsuits that arise in the ordinary course of business.
Accruals for claims or lawsuits have been provided for to the extent that losses are deemed both probable and
estimable. Although the ultimate outcome of these claims or lawsuits cannot presently be ascertained, on the basis of
present information and advice received from counsel, it is management s opinion that the disposition or ultimate
determination of such claims or lawsuits will not have a material adverse effect on the Company.
Guarantees
The Company s Credit Facility is guaranteed by the majority of the Company s domestic accounts receivable and a
pledge of 65% of the capital stock of specified material foreign subsidiaries.
Letters of Credit
As of September 30, 2006, outstanding letters of credit and other performance guarantees totaled approximately
$13.8 million, which primarily guarantee workers compensation, other insurance related obligations, and facility
leases.
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(11) EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share for the periods indicated

(amounts in thousands):

Three Months Ended
September 30,

2006 2005
Shares used in basic per share calculation 69,085 71,650
Effects of dilutive securities:
Stock options 1,281 841
Restricted stock 100
Total effects of dilutive securities 1,281 941
Shares used in diluted per share calculation 70,366 72,591

Nine Months Ended
September 30,
2006 2005
68,979 72,946

1,249 1,558
100

1,249 1,658
70,228 74,604

For the three months ended September 30, 2006 and 2005, 0.5 million and 3.9 million, respectively, of options to
purchase shares of common stock were outstanding but not included in the computation of dilu