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FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q (Form 10-Q) and any exhibits to this Form 10-Q may contain "forward-looking statements" as defined in the Private Securities Litigation Reform Act of 1995 (the "Litigation Reform Act"). These forward-looking statements and other information are based on our beliefs as well as assumptions made by us using information currently available. The words “anticipate,” “believe,” “estimate,” “expect,” "plan," “intend,” “will,” “aim,” “should,” “could,” “forecast,” “target,” “may,” "continue to," "endeavor," "if,” “growing,” “projected,” “potential,” “likely,” "see," "ahead," "further," "going forward," "on the horizon," and similar expressions, as they relate to us, are intended to identify forward-looking statements, but the absence of these words does not mean that a statement is not forward-looking. These statements reflect our current views with respect to future events and are subject to certain risks, uncertainties and assumptions. Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual results may vary materially from those expressed or implied herein as anticipated, believed, estimated, expected or intended or using other similar expressions.

In accordance with the provisions of the Litigation Reform Act, we are making investors aware that such forward-looking statements, because they relate to future events, are by their very nature subject to many important factors and uncertainties that could cause actual results to differ materially from those contemplated by the forward-looking statements contained in this Form 10-Q, any exhibits to this Form 10-Q and other public statements we make. Our actual results may vary materially from those expressed or implied in our forward-looking statements.

Important factors and uncertainties that could cause our actual results to differ materially from those in our forward-looking statements include, but are not limited to: government appropriations and termination rights contained in our government contracts; our ability to renew commercial and government contracts, including contracts awarded through competitive bidding processes; our ability to recover capital and other investments in connection with our contracts; our reliance on third-party providers; risk and impact of geopolitical events and increasing geopolitical tensions (such as the war in Ukraine), macroeconomic conditions, natural disasters and other factors (such as pandemics, including coronavirus) in a particular country or region on our workforce, customers and vendors; conditions abroad, including local economics, political environments, fluctuating foreign currencies and shifting regulatory schemes; relying on third party providers; our ability to deliver on our contractual obligations properly and on time; changes in interest in outsourced business process services; claims of infringement of third-party intellectual property rights; our ability to estimate the scope of work or the costs of performance in our contracts; the loss of key senior management and our ability to attract and retain necessary technical personnel and qualified subcontractors; our failure to develop new service offerings and protect our intellectual property rights; our ability to modernize our information technology infrastructure and consolidate data centers; the continuing effects of the COVID-19 pandemic on our business, operations, financial results and financial condition, which is dependent on developments which are uncertain and cannot be predicted; expectations relating to environmental, social and governance considerations expose us to potential liabilities, increased costs, reputational harm, and other adverse effects on our business; we cannot guarantee that our stock repurchase program will be utilized to the full value approved or that it will enhance long-term stockholder value and repurchases we consummate could increase the volatility of the price of our common stock and could have a negative impact on our available cash balance; the failure to comply with laws relating to individually identifiable information and personal health information; the failure to comply with laws relating to processing certain financial transactions, including payment card transactions and debit or credit card transactions; breaches of our information systems or security systems or any service interruptions; our ability to comply with data security standards; developments in various contingent liabilities that are not reflected on our balance sheet, including those arising as a result of being involved in a variety of claims, lawsuits, investigations and proceedings; changes in tax and other laws and regulations; risk and impact of potential goodwill and other asset impairments; our significant indebtedness and the terms of such indebtedness; our failure to obtain or maintain a satisfactory credit rating and financial performance; our ability to receive dividends or other payments from our subsidiaries; our ability to obtain adequate pricing for our services and to improve our cost structure; our ability to collect our receivables, including those for unbilled services; a decline in revenues from, or a loss of, or a reduction in business from or failure of significant clients; fluctuations in our non-recurring revenue; increases in the cost of voice and data services or significant interruptions in such services; changes in government regulation and economic, strategic, political and social conditions; volatility of our stock price and the risk of litigation following a decline in the price of our stock; economic factors such as inflation, the level of economic activity and labor market conditions, as well as rising interest rates; and other factors that are set forth in the “Risk Factors” section, the “Legal Proceedings” section, the “Management's Discussion and Analysis of Financial Condition and Results of Operations” section and other sections of this Quarterly Report on Form 10-Q as well as in our 2022 Annual Report on Form 10-K filed with the Securities and Exchange Commission (SEC) and any subsequent Quarterly Report on Form 10-Q and Current Report on Form 8-K. Any forward-looking statements made by us in this Quarterly Report on Form 10-Q speak only as of the date on which they are made. We are under no obligation to, and expressly disclaim any obligation to, update or alter our forward-looking statements, whether because of new information, subsequent events or otherwise, except as required by law.
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PART I — FINANCIAL INFORMATION

ITEM 1 — FINANCIAL STATEMENTS (UNAUDITED)


CONDUENT INCORPORATED

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (LOSS) (UNAUDITED)

	
	
	
	
	Three Months Ended
	
	
	Six Months Ended

	
	
	
	
	June 30,
	
	
	
	June 30,
	

	
	(in millions, except per share data)
	
	2023
	
	
	2022
	
	
	2023
	
	
	2022

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	915
	$
	928
	$
	1,837
	$
	1,895

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Operating Costs and Expenses
	
	
	
	
	
	
	
	
	
	
	

	
	Cost of services (excluding depreciation and amortization)
	
	704
	
	
	727
	
	
	1,424
	
	
	1,482

	
	Selling, general and administrative (excluding depreciation and amortization)
	
	118
	
	
	113
	
	
	229
	
	
	215

	
	Research and development (excluding depreciation and amortization)
	
	1
	
	
	2
	
	
	3
	
	
	3

	
	Depreciation and amortization
	
	57
	
	
	53
	
	
	118
	
	
	114

	
	Restructuring and related costs
	
	13
	
	
	11
	
	
	42
	
	
	20

	
	Interest expense
	
	27
	
	
	18
	
	
	54
	
	
	37

	
	(Gain) loss on divestitures and transaction costs, net
	
	3
	
	
	3
	
	
	5
	
	
	(160)

	
	Litigation settlements (recoveries), net
	
	(1)
	
	
	(3)
	
	
	(22)
	
	
	(31)

	
	Other (income) expenses, net
	
	—
	
	
	(1)
	
	
	(1)
	
	
	—

	
	Total Operating Costs and Expenses
	
	922
	
	
	923
	
	
	1,852
	
	
	1,680

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Income (Loss) Before Income Taxes
	
	(7)
	
	
	5
	
	
	(15)
	
	
	215

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Income tax expense (benefit)
	
	—
	
	
	5
	
	
	(2)
	
	
	79

	
	Net Income (Loss)
	$
	(7)
	$
	—
	$
	(13)
	$
	136

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net Income (Loss) per Share:
	
	
	
	
	
	
	
	
	
	
	

	
	Basic
	$
	(0.04)
	$
	(0.01)
	$
	(0.08)
	$
	0.61

	
	Diluted
	$
	(0.04)
	$
	(0.01)
	$
	(0.08)
	$
	0.60



The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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CONDUENT INCORPORATED

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) (UNAUDITED)

	
	
	
	
	Three Months Ended
	
	
	Six Months Ended

	
	
	
	
	June 30,
	
	
	
	June 30,
	

	
	(in millions)
	
	2023
	
	
	2022
	
	
	2023
	
	
	2022

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net Income (Loss)
	$
	(7)
	$
	—
	$
	(13)
	$
	136

	
	Other Comprehensive Income (Loss), Net(1)
	
	
	
	
	
	
	
	
	
	
	

	
	Currency translation adjustments, net
	
	4
	
	
	(40)
	
	
	21
	
	
	(45)

	
	Unrecognized gains (losses), net
	
	—
	
	
	—
	
	
	1
	
	
	(1)

	
	Other Comprehensive Income (Loss), Net
	
	4
	
	
	(40)
	
	
	22
	
	
	(46)

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Comprehensive Income (Loss), Net
	$
	(3)
	$
	(40)
	$
	9
	$
	90

	
	
	
	
	
	
	
	
	
	
	
	
	
	



__________

(1) All amounts are net of tax. Tax effects were immaterial.

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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CONDUENT INCORPORATED

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

	
	(in millions, except share data in thousands)
	
	June 30, 2023
	
	
	December 31, 2022

	
	
	
	
	
	
	
	

	
	Assets
	
	
	
	
	

	
	Cash and cash equivalents
	$
	500
	$
	582

	
	Accounts receivable, net
	
	583
	
	
	630

	
	Contract assets
	
	187
	
	
	171

	
	Other current assets
	
	247
	
	
	242

	
	Total current assets
	
	1,517
	
	
	1,625

	
	Land, buildings and equipment, net
	
	252
	
	
	266

	
	Operating lease right-of-use assets
	
	192
	
	
	197

	
	Intangible assets, net
	
	36
	
	
	39

	
	Goodwill
	
	967
	
	
	955

	
	Other long-term assets
	
	489
	
	
	489

	
	Total Assets
	$
	3,453
	$
	3,571

	
	
	
	
	
	
	
	

	
	Liabilities and Equity
	
	
	
	
	

	
	Current portion of long-term debt
	$
	41
	$
	35

	
	Accounts payable
	
	169
	
	
	228

	
	Accrued compensation and benefits costs
	
	180
	
	
	197

	
	Unearned income
	
	80
	
	
	81

	
	Other current liabilities
	
	325
	
	
	382

	
	Total current liabilities
	
	795
	
	
	923

	
	Long-term debt
	
	1,274
	
	
	1,277

	
	Deferred taxes
	
	75
	
	
	83

	
	Operating lease liabilities
	
	159
	
	
	160

	
	Other long-term liabilities
	
	81
	
	
	69

	
	Total Liabilities
	
	2,384
	
	
	2,512

	
	
	
	
	
	
	
	

	
	Contingencies (See Note 12)
	
	
	
	
	

	
	Series A convertible preferred stock
	
	142
	
	
	142

	
	
	
	
	
	
	
	

	
	Common stock
	
	2
	
	
	2

	
	Treasury stock, at cost
	
	(1)
	
	
	—

	
	Additional paid-in capital
	
	3,931
	
	
	3,924

	
	Retained earnings (deficit)
	
	(2,561)
	
	
	(2,543)

	
	Accumulated other comprehensive loss
	
	(444)
	
	
	(466)

	
	Total Equity
	
	927
	
	
	917

	
	Total Liabilities and Equity
	$
	3,453
	$
	3,571

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Shares of common stock issued and outstanding
	
	218,246
	
	
	218,348

	
	Shares of series A convertible preferred stock issued and outstanding
	
	120
	
	
	120

	
	Shares of common stock held in treasury
	
	267
	
	
	—



The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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CONDUENT INCORPORATED

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

	
	
	
	
	Six Months Ended
	

	
	
	
	
	June 30,
	

	
	(in millions)
	
	2023
	
	
	2022

	
	
	
	
	
	
	
	

	
	Cash Flows from Operating Activities:
	
	
	
	
	

	
	Net income (loss)
	$
	(13)
	$
	136

	
	Adjustments required to reconcile net income (loss) to cash flows from operating activities:
	
	
	
	
	

	
	Depreciation and amortization
	
	118
	
	
	114

	
	Contract inducement amortization
	
	2
	
	
	1

	
	Deferred income taxes
	
	(14)
	
	
	32

	
	Amortization of debt financing costs
	
	2
	
	
	2

	
	(Gain) loss on divestitures and sales of fixed assets, net
	
	—
	
	
	(166)

	
	Stock-based compensation
	
	8
	
	
	9

	
	Changes in operating assets and liabilities:
	
	
	
	
	

	
	Accounts receivable
	
	50
	
	
	(2)

	
	Other current and long-term assets
	
	(60)
	
	
	(85)

	
	Accounts payable and accrued compensation and benefits costs
	
	(68)
	
	
	(37)

	
	Other current and long-term liabilities
	
	(41)
	
	
	(17)

	
	Net change in income tax assets and liabilities
	
	(6)
	
	
	8

	
	
	Net cash provided by (used in) operating activities
	
	(22)
	
	
	(5)

	
	Cash Flows from Investing Activities:
	
	
	
	
	

	
	Cost of additions to land, buildings and equipment
	
	(20)
	
	
	(51)

	
	Cost of additions to internal use software
	
	(22)
	
	
	(32)

	
	Proceeds from divestitures
	
	—
	
	
	325

	
	
	Net cash provided by (used in) investing activities
	
	(42)
	
	
	242

	
	Cash Flows from Financing Activities:
	
	
	
	
	

	
	Payments on revolving credit facility
	
	—
	
	
	(100)

	
	Payments on debt
	
	(20)
	
	
	(16)

	
	Treasury stock purchases
	
	(1)
	
	
	—

	
	Taxes paid for settlement of stock-based compensation
	
	(6)
	
	
	—

	
	Dividends paid on preferred stock
	
	(5)
	
	
	(5)

	
	
	Net cash provided by (used in) financing activities
	
	(32)
	
	
	(121)

	
	Effect of exchange rate changes on cash, cash equivalents and restricted cash
	
	3
	
	
	(6)

	
	Increase (decrease) in cash, cash equivalents and restricted cash
	
	(93)
	
	
	110

	
	Cash, Cash Equivalents and Restricted Cash at Beginning of Period
	
	598
	
	
	420

	
	Cash, Cash Equivalents and Restricted Cash at End of period(1)
	$
	505
	$
	530

	
	
	
	
	
	
	
	



___________

(1) Includes $5 million and $11 million of restricted cash as of June 30, 2023 and 2022, respectively, that were included in Other current assets on their respective Condensed Consolidated Balance Sheets.

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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CONDUENT INCORPORATED

CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY (UNAUDITED)

	
	
	
	
	
	
	
	
	
	
	
	Three Months Ended June 30, 2023
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Additional Paid-in
	
	
	
	Retained
	
	
	
	
	AOCL(1)
	
	
	
	
	Shareholders'
	

	
	(in millions)
	
	Common Stock
	
	
	
	Treasury Stock
	
	
	Capital
	
	
	Earnings (Deficit)
	
	
	
	
	
	
	
	
	
	Equity
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Balance at March 31, 2023
	$
	2
	$
	—
	$
	3,926
	$
	(2,551)
	$
	(448)
	$
	929
	

	
	Dividends - preferred stock, $20/share
	
	—
	
	
	
	—
	
	
	—
	
	
	
	(3)
	
	
	
	
	—
	
	
	
	
	(3)
	

	
	Stock incentive plans, net
	
	—
	
	
	
	—
	
	
	5
	
	
	
	—
	
	
	
	
	—
	
	
	
	
	5
	

	
	Treasury stock purchases
	
	—
	
	
	
	(1)
	
	
	—
	
	
	
	—
	
	
	
	
	—
	
	
	
	
	(1)
	

	
	Comprehensive Income (Loss):
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net Income (Loss)
	
	—
	
	
	
	—
	
	
	—
	
	
	
	(7)
	
	
	
	
	—
	
	
	
	
	(7)
	

	
	Other comprehensive income (loss), net
	
	—
	
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	
	4
	
	
	
	
	4
	

	
	Total Comprehensive Income (Loss), Net
	
	—
	
	
	
	—
	
	
	—
	
	
	
	(7)
	
	
	
	
	4
	
	
	
	
	(3)
	

	
	Balance at June 30, 2023
	$
	2
	
	$
	(1)
	
	$
	3,931
	
	$
	(2,561)
	
	$
	(444)
	
	$
	927
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	Three Months Ended June 30, 2022
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Additional Paid-in
	
	
	
	Retained
	
	
	
	
	AOCL(1)
	
	
	
	
	Shareholders'
	

	
	(in millions)
	
	Common Stock
	
	
	
	Treasury Stock
	
	
	Capital
	
	
	Earnings (Deficit)
	
	
	
	
	
	
	
	
	
	Equity
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Balance at March 31, 2022
	$
	2
	$
	—
	$
	3,912
	$
	(2,217)
	$
	(435)
	$
	1,262
	

	
	Dividends - preferred stock, $20/share
	
	—
	
	
	
	—
	
	
	—
	
	
	
	(3)
	
	
	
	
	—
	
	
	
	
	(3)
	

	
	Stock incentive plans, net
	
	—
	
	
	
	—
	
	
	6
	
	
	
	—
	
	
	
	
	—
	
	
	
	
	6
	

	
	Treasury stock purchases
	
	—
	
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	
	—
	
	
	
	
	—
	

	
	Comprehensive Income (Loss):
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net Income (Loss)
	
	—
	
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	
	—
	
	
	
	
	—
	

	
	Other comprehensive income (loss), net
	
	—
	
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	
	(40)
	
	
	
	
	(40)
	

	
	Total Comprehensive Income (Loss), Net
	
	—
	
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	
	(40)
	
	
	
	
	(40)
	

	
	Balance at June 30, 2022
	$
	2
	
	$
	—
	
	$
	3,918
	
	
	$
	(2,220)
	
	
	$
	(475)
	
	
	$
	1,225
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	Six Months Ended June 30, 2023
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Additional Paid-in
	
	
	
	Retained
	
	
	
	
	AOCL(1)
	
	
	
	
	Shareholders'
	

	
	(in millions)
	
	Common Stock
	
	
	
	Treasury Stock
	
	
	Capital
	
	
	Earnings (Deficit)
	
	
	
	
	
	
	
	
	
	Equity
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Balance at December 31, 2022
	$
	2
	$
	—
	$
	3,924
	$
	(2,543)
	$
	(466)
	$
	917
	

	
	Dividends - preferred stock, $20/share
	
	—
	
	
	
	—
	
	
	—
	
	
	
	(5)
	
	
	
	
	—
	
	
	
	
	(5)
	

	
	Stock incentive plans, net
	
	—
	
	
	
	—
	
	
	7
	
	
	
	—
	
	
	
	
	—
	
	
	
	
	7
	

	
	Treasury stock purchases
	
	—
	
	
	
	(1)
	
	
	—
	
	
	
	—
	
	
	
	
	—
	
	
	
	
	(1)
	

	
	Comprehensive Income (Loss):
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net Income (Loss)
	
	—
	
	
	
	—
	
	
	—
	
	
	
	(13)
	
	
	
	
	—
	
	
	
	
	(13)
	

	
	Other comprehensive income (loss), net
	
	—
	
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	
	22
	
	
	
	
	22
	

	
	Total Comprehensive Income (Loss), Net
	
	—
	
	
	
	—
	
	
	—
	
	
	
	(13)
	
	
	
	
	22
	
	
	
	
	9
	

	
	Balance at June 30, 2023
	$
	2
	
	$
	(1)
	
	$
	3,931
	
	$
	(2,561)
	
	$
	(444)
	
	$
	927
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	Six Months Ended June 30, 2022
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Additional Paid-in
	
	
	
	Retained
	
	
	
	
	AOCL(1)
	
	
	
	
	Shareholders'
	

	
	(in millions)
	
	Common Stock
	
	
	
	Treasury Stock
	
	
	Capital
	
	
	Earnings (Deficit)
	
	
	
	
	
	
	
	
	
	Equity
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Balance at December 31, 2021
	$
	2
	$
	—
	$
	3,910
	$
	(2,351)
	$
	(429)
	$
	1,132
	

	
	Dividends - preferred stock, $20/share
	
	—
	
	
	
	—
	
	
	—
	
	
	
	(5)
	
	
	
	
	—
	
	
	
	
	(5)
	

	
	Stock incentive plans, net
	
	—
	
	
	
	—
	
	
	8
	
	
	
	—
	
	
	
	
	—
	
	
	
	
	8
	

	
	Treasury stock purchases
	
	—
	
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	
	—
	
	
	
	
	—
	

	
	Comprehensive Income (Loss):
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net Income (Loss)
	
	—
	
	
	
	—
	
	
	—
	
	
	
	136
	
	
	
	
	—
	
	
	
	
	136
	

	
	Other comprehensive income (loss), net
	
	—
	
	
	
	—
	
	
	—
	
	
	
	—
	
	
	
	
	(46)
	
	
	
	
	(46)
	

	
	Total Comprehensive Income (Loss), Net
	
	—
	
	
	
	—
	
	
	—
	
	
	
	136
	
	
	
	
	(46)
	
	
	
	
	90
	

	
	Balance at June 30, 2022
	$
	2
	$
	—
	$
	3,918
	$
	(2,220)
	$
	(475)
	$
	1,225
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



___________

(1) AOCL - Accumulated other comprehensive loss. Refer to Note 11 – Accumulated Other Comprehensive Loss for the components of AOCL. The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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Note 1 – Basis of Presentation

References herein to “we,” “us,” “our,” the “Company” and “Conduent” refer to Conduent Incorporated and its consolidated subsidiaries unless the context suggests otherwise.

Description of Business

Conduent Incorporated is a New York corporation, organized in 2016. As a global technology-led business process solutions company, Conduent delivers digital business solutions and services spanning the commercial, government and transportation spectrum – creating exceptional outcomes for its clients and the millions of people who count on them. The Company leverages cloud computing, artificial intelligence, machine learning, automation and advanced analytics to deliver mission-critical solutions. Through a dedicated global team of associates, process expertise, and advanced technologies, Conduent’s solutions and services digitally transform its clients’ operations to enhance customer experiences, improve performance, increase efficiencies and reduce costs.

Basis of Presentation

The unaudited interim Condensed Consolidated Financial Statements have been prepared in accordance with accounting principles generally accepted in the United States of America (U.S. GAAP) on a basis consistent with reporting interim financial information in accordance with instructions to Form 10-Q and Article 10 of Regulation S-X of the Securities and Exchange Commission (SEC). Accordingly, they do not include all of the information and notes required by U.S. GAAP for complete financial statements. The year-end Condensed Consolidated Balance Sheet was derived from the audited Consolidated Financial Statements included in the Company's Annual Report on Form 10-K for the year ended December 31, 2022. Certain reclassifications have been made to prior year information to conform to current year presentation. Intercompany balances and transactions have been eliminated. In the opinion of management, all adjustments necessary for a fair statement of the financial position, results of operations and cash flows have been made. These adjustments consist of normal recurring items. The interim results of operations are not necessarily indicative of the results of the full year. These financial statements should be read in conjunction with the Company’s Consolidated Financial Statements included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2022.

In the first quarter of 2023, the Company identified an error and recorded an out-of-period adjustment to correct the recognition of revenue on a Government segment contract that originated in 2020 and impacted all quarterly periods through December 31, 2022. This adjustment resulted in a reduction to revenue and income (loss) before income taxes of $ 7 million and a corresponding decrease to accounts receivable of $1 million and an increase to other current liabilities of $6 million in the first quarter of 2023. The Company evaluated the impact of the out-of-period adjustment and concluded it was not material to any previously issued interim or annual consolidated financial statements and the adjustment is not expected to be material to the year ending December 31, 2023.

The Company has evaluated subsequent events through August 2, 2023, and no material subsequent events were identified.

Use of Estimates

Preparation of financial statements in conformity with U.S. GAAP requires the Company to make estimates and assumptions that affect the amounts reported and disclosed in the financial statements and the accompanying notes. Actual results could differ materially from these estimates. On an ongoing basis, the Company evaluates its estimates, including those related to fair values of financial instruments, goodwill and intangible assets, income taxes and contingent liabilities, among others. The Company bases its estimates on assumptions, both historical and forward looking, that are believed to be reasonable, the results of which form the basis for making judgments about the carrying values of assets and liabilities.

As of June 30, 2023, the effects of global macroeconomic and geopolitical uncertainty on the Company's business, results of operations and financial condition continue to evolve. As a result, many of the Company's estimates and assumptions continue to require increased judgment and carry a higher degree of variability and volatility. As events continue to evolve and additional information becomes available, the Company's estimates may change materially in the future.
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To the extent there are significant contract losses, potential disposition or sale of assets and rising interest rates in response to persistent inflation, there exists a risk that the fair value of the Commercial reporting unit could fall below its carrying value, resulting in a goodwill impairment charge.

Summary of Significant Accounting Policies

There have been no changes to the Company's Significant Accounting Policies as described in the Company's Annual Report on Form 10-K for the year ended December 31, 2022 other than the addition of a policy related to a share repurchase program as described below.

Share Repurchase Program

On May 16, 2023, the Board of Directors authorized a share repurchase program, granting approval for the Company to repurchase up to

$75 million of its common stock over the next three years. The Company has the discretion to repurchase shares periodically through open market transactions and may include Rule 10b5-1 trading plans.

This share repurchase program does not obligate the Company to acquire a specific number of shares and the program may be modified, suspended or discontinued at any time at the Company’s discretion without prior notice.

The Company holds repurchased shares of common stock as treasury stock. The Company accounts for treasury stock under the cost method and includes treasury stock as a component of shareholders' equity. The Company accrues the cost of repurchased shares and excludes such shares from the calculation of basic and diluted earnings per share, as of the trade date. The Company recognizes a liability for share repurchases which have not settled and for which cash has not been paid in Other current liabilities on the Company's Condensed Consolidated Balance Sheets.

Note 2 – Recent Accounting Pronouncements

The Company's significant accounting policies are described in Note 1 – Basis of Presentation and Summary of Significant Accounting Policies in the Company's Annual Report on Form 10-K for the year ended December 31, 2022.

New Accounting Standards Adopted

The Company has not adopted any new accounting standards in 2023 that had a material impact on its Consolidated Financial Statements.

New Accounting Standards To Be Adopted

The Company has considered all recent accounting standards issued, but not yet effective, and does not expect any to have a material impact on its Consolidated Financial Statements.

Note 3 – Revenue

Disaggregation of Revenue

The following table provides information about disaggregated revenue by major service offering, the timing of revenue recognition and a reconciliation of the disaggregated revenue by reportable segment. Refer to Note 4 – Segment Reporting for additional information on the Company's reportable segments.
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	Three Months Ended
	
	
	Six Months Ended
	

	
	
	
	
	June 30,
	
	
	
	June 30,
	
	

	
	(in millions)
	
	2023
	
	
	2022
	
	
	2023
	
	
	2022
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Commercial:
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Customer experience management
	$
	142
	$
	145
	$
	319
	$
	306
	

	
	Business operations solutions
	
	127
	
	
	126
	
	
	262
	
	
	277
	

	
	Healthcare claims and administration solutions
	
	89
	
	
	88
	
	
	179
	
	
	178
	

	
	Human capital solutions
	
	113
	
	
	111
	
	
	219
	
	
	221
	

	Total Commercial
	
	471
	
	
	470
	
	
	979
	
	
	982
	

	Government:
	
	
	
	
	
	
	
	
	
	
	
	

	
	Government healthcare solutions
	
	151
	
	
	143
	
	
	294
	
	
	288
	

	
	Government services solutions
	
	119
	
	
	136
	
	
	240
	
	
	277
	

	Total Government
	
	270
	
	
	279
	
	
	534
	
	
	565
	

	Transportation:
	
	
	
	
	
	
	
	
	
	
	
	

	
	Road usage charging & management solutions
	
	81
	
	
	81
	
	
	156
	
	
	157
	

	
	Transit solutions
	
	56
	
	
	57
	
	
	96
	
	
	106
	

	
	Curbside management solutions
	
	20
	
	
	22
	
	
	39
	
	
	41
	

	
	Public safety solutions
	
	15
	
	
	17
	
	
	29
	
	
	33
	

	
	Commercial vehicles
	
	2
	
	
	2
	
	
	4
	
	
	4
	

	Total Transportation
	
	174
	
	
	179
	
	
	324
	
	
	341
	

	Divestitures
	
	—
	
	
	—
	
	
	—
	
	
	7
	

	Total Consolidated Revenue
	$
	915
	$
	928
	$
	1,837
	$
	1,895
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Timing of Revenue Recognition:
	
	
	
	
	
	
	
	
	
	
	
	

	Point in time
	$
	24
	$
	26
	$
	51
	$
	45
	

	Over time
	
	891
	
	
	902
	
	
	1,786
	
	
	1,850
	

	Total Revenue
	$
	915
	$
	928
	$
	1,837
	$
	1,895
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Contract Balances

The Company receives payments from customers based upon contractual billing schedules. Accounts receivable are recorded when the right to consideration becomes unconditional. Contract assets are the Company’s rights to consideration for services provided when the right is conditioned on something other than passage of time (for example, meeting a milestone for the right to bill under the cost-to-cost measure of progress). Contract assets are transferred to Accounts receivable, net when the rights to consideration become unconditional. Unearned income includes payments received in advance of performance under the contract, which are realized when the associated revenue is recognized under the contract.

The following table provides information about the balances of the Company's contract assets, unearned income and receivables from contracts with customers:
	
	(in millions)
	
	
	June 30, 2023
	
	
	December 31, 2022
	

	
	Contract Assets (Unearned Income)
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Current contract assets
	$
	187
	$
	171
	

	
	Long-term contract assets(1)
	
	12
	
	
	12
	

	
	Current unearned income
	
	(80)
	
	
	(81)
	

	
	Long-term unearned income(2)
	
	(52)
	
	
	(42)
	

	
	Net Contract Assets
	$
	67
	
	$
	60
	

	
	
	
	
	
	
	
	
	

	
	Accounts receivable, net
	$
	583
	$
	630
	

	__________
	
	
	
	
	
	



(1) Presented in Other long-term assets in the Condensed Consolidated Balance Sheets.

(2) Presented in Other long-term liabilities in the Condensed Consolidated Balance Sheets.
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Revenues of $13 million and $42 million were recognized during the three and six months ended June 30, 2023, respectively, related to the Company's unearned income at December 31, 2022. Revenues of $18 million and $53 million were recognized during the three and six months ended June 30, 2022, respectively, related to the Company's unearned income at December 31, 2021.

The Company had no material asset impairment charges related to contract assets for the three and six months ended June 30, 2023 or 2022.

Transaction Price Allocated to the Remaining Performance Obligations

Estimated revenue expected to be recognized in the future related to performance obligations that are unsatisfied or partially satisfied at June 30, 2023 was approximately $1.6 billion. The Company expects to recognize approximately 61% of this revenue over the next two years and the remainder thereafter.


Note 4 – Segment Reporting

The Company's reportable segments correspond to how it organizes and manages the business, as defined by the Company's Chief Executive Officer, who is also the Company's Chief Operating Decision Maker (CODM). The Company's segments involve the delivery of business process services and include service arrangements where it manages a customer's business activity or process.

The Company's financial performance is based on Segment Profit (Loss) for its three reportable segments (Commercial, Government and Transportation), Divestitures and Unallocated Costs. The Company's CODM does not evaluate operating segments using discrete asset information.

Commercial: The Commercial segment provides business process services and customized solutions to clients in a variety of industries. Across the Commercial segment, the Company operates on its clients’ behalf to deliver mission-critical solutions and services to reduce costs, improve efficiencies and enable revenue growth for the Company's clients and their consumers and employees.

Government: The Government segment provides government-centric business process services to U.S. federal, state and local and foreign governments for public assistance, health services, program administration, transaction processing and payment services. The solutions in this segment help governments respond to changing rules for eligibility and increasing citizen expectations.

Transportation: The Transportation segment provides systems, support, and revenue-generating solutions, to government transportation agency clients. The Company delivers mission-critical public safety, mobility and digital payment solutions that streamline operations, have a positive impact on the environment and increase revenue and reduce congestion while creating safe, seamless travel experiences for consumers.

Divestitures includes the Company's Midas Suite of patient safety, quality and advanced analytics solutions which it sold to a third party in the first quarter of 2022.

Unallocated Costs includes IT infrastructure costs that are shared by multiple reportable segments, enterprise application costs and certain corporate overhead expenses not directly attributable or allocated to the reportable segments.

Selected financial information for the Company's reportable segments was as follows:

	
	
	
	
	
	
	
	
	
	
	
	Three Months Ended
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	June 30,
	
	
	
	
	
	
	

	
	(in millions)
	
	Commercial
	
	
	Government
	
	
	Transportation
	
	
	Divestitures
	
	Unallocated Costs
	
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2023
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	471
	$
	270
	$
	174
	$
	—
	$
	—
	$
	915

	
	Segment profit (loss)
	$
	46
	$
	67
	$
	3
	$
	—
	$
	(79)
	$
	37

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2022
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	470
	$
	279
	$
	179
	$
	—
	$
	—
	$
	928

	
	Segment profit (loss)
	$
	22
	$
	70
	$
	16
	$
	—
	$
	(72)
	$
	36
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	Six Months Ended
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	June 30,
	
	
	
	
	
	
	
	
	

	
	(in millions)
	
	Commercial
	
	
	Government
	
	
	
	Transportation
	
	
	
	Divestitures
	
	Unallocated Costs
	
	
	Total
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2023
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	979
	$
	534
	$
	324
	
	$
	—
	$
	—
	$
	1,837
	

	
	Segment profit (loss)
	$
	81
	$
	140
	$
	(5)
	$
	—
	$
	(149)
	$
	67
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2022
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	982
	$
	565
	$
	341
	
	$
	7
	$
	—
	$
	1,895
	

	
	Segment profit (loss)
	$
	50
	$
	145
	$
	24
	
	$
	2
	$
	(131)
	$
	90
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Three Months Ended
	
	
	Six Months Ended
	

	
	(in millions)
	
	
	
	
	
	
	
	
	
	June 30,
	
	
	
	June 30,
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Segment Profit (Loss) Reconciliation to Pre-tax Income (Loss)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	2023
	
	
	
	
	2022
	
	
	2023
	
	
	
	2022
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Income (Loss) Before Income Taxes
	
	
	
	
	
	
	$
	(7)
	
	$
	5
	$
	(15)
	
	$
	
	215
	

	
	Reconciling items:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Amortization of acquired intangible assets
	
	
	
	
	
	
	
	
	
	2
	
	
	
	
	3
	
	
	4
	
	
	
	9
	

	
	Restructuring and related costs
	
	
	
	
	
	
	
	
	
	13
	
	
	
	
	11
	
	
	42
	
	
	
	20
	

	
	Interest expense
	
	
	
	
	
	
	
	
	
	27
	
	
	
	
	18
	
	
	54
	
	
	
	37
	

	
	(Gain) loss on divestitures and transaction costs, net
	
	
	
	
	
	
	
	
	3
	
	
	
	
	3
	
	
	5
	
	
	
	(160)
	

	
	Litigation settlements (recoveries), net
	
	
	
	
	
	
	
	
	
	(1)
	
	
	
	
	(3)
	
	
	(22)
	
	
	
	(31)
	

	
	Other (income) expenses, net
	
	
	
	
	
	
	
	
	
	—
	
	
	
	
	(1)
	
	
	(1)
	
	
	
	—
	

	
	Segment Profit (Loss)
	
	
	
	
	
	
	$
	37
	
	$
	36
	$
	67
	
	$
	
	90
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Refer to Note 3 – Revenue for additional information on disaggregated revenues of the reportable segments.


Note 5 – Divestiture

On February 8, 2022, the Company completed the sale of its Midas business to Symplr Software, Inc. The Company received $322 million of cash consideration for this divestiture ($321 million in the first quarter of 2022 and $1 million in the second quarter of 2022). The divestiture generated a pre-tax gain of $166 million ($ 165 million in the first quarter of 2022 and $1 million in the second quarter of 2022), which is included in (Gain) loss on divestitures and transaction costs, net. The Company recorded approximately $ 62 million of income taxes in connection with the divestiture. The revenue generated by this business was $7 million for the six months ended June 30, 2022. There was no revenue generated by this business for the three months ended June 30, 2022.

Note 6 – Restructuring Programs and Related Costs

The Company engages in a series of restructuring programs related to exiting certain activities, downsizing its employee base, outsourcing certain internal functions and engaging in other actions designed to reduce its cost structure and improve productivity. The implementation of the Company's operational efficiency improvement initiatives has reduced the Company's real estate footprint across all geographies and segments resulting in lease right-of-use asset (ROU) impairments and other related costs. Also included in Restructuring and related costs are incremental, non-recurring costs related to the consolidation of the Company's data centers, which totaled $2 million and $3 million for the three months ended June 30, 2023 and 2022, respectively, and $4 million and $7 million for the six months ended June 30, 2023 and 2022, respectively. Management continues to evaluate the Company's businesses, and in the future, there may be additional provisions for new plan initiatives and/or changes in previously recorded estimates as payments are made, or actions are completed.

Costs associated with restructuring, including employee severance and lease termination costs, are generally recognized when it has been determined that a liability has been incurred, which is generally upon communication to the affected employees or exit from the leased facility. In those geographies where the Company has either a formal severance plan or a history of consistently providing severance benefits representing a substantive plan, it recognizes employee severance costs when they are both probable and reasonably estimable. Asset impairment costs related to the reduction of the Company's real estate footprint include impairment of operating lease ROU assets and associated leasehold improvements.
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A summary of the Company's restructuring program activity during the six months ended June 30, 2023 and 2022 is as follows:

	
	
	
	
	Severance and Related
	
	
	
	Termination and Other
	
	
	
	
	
	

	
	(in millions)
	
	
	Costs
	
	
	
	Costs
	
	
	Asset Impairments
	
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Accrued Balance at December 31, 2022
	$
	10
	$
	—
	$
	—
	$
	10

	
	Provision
	
	
	23
	
	
	
	13
	
	
	6
	
	
	42

	
	Changes in estimates
	
	
	—
	
	
	
	—
	
	
	—
	
	
	—

	
	Total Net Current Period Charges(1)
	
	
	23
	
	
	
	13
	
	
	6
	
	
	42

	
	Charges against reserve and currency
	
	
	(14)
	
	
	
	(13)
	
	
	(6)
	
	
	(33)

	
	Accrued Balance at June 30, 2023
	$
	19
	$
	—
	$
	—
	$
	19

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Severance and Related
	
	
	
	Termination and Other
	
	
	
	
	
	

	
	(in millions)
	
	
	Costs
	
	
	
	Costs
	
	
	Asset Impairments
	
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Accrued Balance at December 31, 2021
	$
	5
	$
	1
	$
	—
	$
	6

	
	Provision
	
	
	2
	
	
	
	11
	
	
	6
	
	
	19

	
	Changes in estimates
	
	
	(1)
	
	
	
	—
	
	
	—
	
	
	(1)

	
	Total Net Current Period Charges(1)
	
	
	1
	
	
	
	11
	
	
	6
	
	
	18

	
	Charges against reserve and currency
	
	
	(5)
	
	
	
	(11)
	
	
	(6)
	
	
	(22)

	
	Accrued Balance at June 30, 2022
	$
	1
	$
	1
	$
	—
	$
	2

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



__________

(1) Represents amounts recognized within the Consolidated Statements of Income (Loss) for the years shown.

During the three and six months ended June 30, 2023, the Company incurred $2 million and $6 million, respectively, of professional support costs associated with bringing certain technology functions in-house.

The following table summarizes the total amount of costs incurred in connection with these restructuring programs by reportable and non-reportable segment:
	
	
	
	Three Months Ended
	
	
	
	Six Months Ended

	
	
	
	
	June 30,
	
	
	
	June 30,
	

	
	(in millions)
	2023
	
	2022
	
	
	
	2023
	
	
	2022

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Commercial
	$
	3
	$
	1
	$
	23
	$
	1

	
	Government
	
	—
	
	
	—
	
	
	—
	
	
	—

	
	Transportation
	
	—
	
	
	—
	
	
	—
	
	
	—

	
	Divestitures
	
	—
	
	
	—
	
	
	—
	
	
	—

	
	Unallocated Costs(1)
	
	10
	
	
	9
	
	
	19
	
	
	17

	
	Total Net Restructuring Charges
	$
	13
	$
	10
	$
	42
	$
	18

	
	
	
	
	
	
	
	
	
	
	
	
	
	



__________

(1) Represents costs related to the consolidation of the Company's data centers, operating lease ROU assets impairment, termination and other costs not allocated to the segments.

Note 7 – Debt

Long-term debt was as follows:

	
	(in millions)
	
	June 30, 2023
	
	
	December 31, 2022

	
	
	
	
	
	
	
	

	
	Term loan A due 2026
	$
	245
	$
	252

	
	Term loan B due 2028
	
	507
	
	
	510

	
	Senior notes due 2029
	
	520
	
	
	520

	
	Revolving credit facility maturing 2026
	
	—
	
	
	—

	
	Finance lease obligations
	
	34
	
	
	20

	
	Other
	
	30
	
	
	33

	
	Principal debt balance
	
	1,336
	
	
	1,335

	
	Debt issuance costs and unamortized discounts
	
	(21)
	
	
	(23)

	
	Less: current maturities
	
	(41)
	
	
	(35)

	
	Total Long-term Debt
	$
	1,274
	$
	1,277
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As of June 30, 2023, the Company had no outstanding borrowings under its Revolver. However, the Company utilized $2 million of the Revolver to issue letters of credit as of June 30, 2023. The net Revolver available to be drawn upon as of June 30, 2023 was $548 million.

At June 30, 2023, the Company was in compliance with all debt covenants related to the borrowings in the table above.

Note 8 – Financial Instruments

The Company is a global company that is exposed to foreign currency exchange rate fluctuations in the normal course of its business. As a part of the Company's foreign exchange risk management strategy, the Company uses derivative instruments, primarily forward contracts, to hedge the funding of foreign entities which have a non-dollar functional currency, thereby reducing volatility of earnings or protecting fair values of assets and liabilities.

At June 30, 2023 and December 31, 2022, the Company had outstanding forward exchange contracts with gross notional values of $119 million and $104 million, respectively. At June 30, 2023, approximately 69% of these contracts mature within three months, 12% in three to six months, 15% in six to twelve months and 4% in greater than twelve months. Most of these foreign currency derivative contracts are designated as cash flow hedges and did not have a material impact on the Company's balance sheet, income statement or cash flows for the periods presented.

Refer to Note 9 – Fair Value of Financial Assets and Liabilities for additional information regarding the fair value of the Company's foreign exchange forward contracts.

Note 9 – Fair Value of Financial Assets and Liabilities

Fair value represents the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. U.S. GAAP established a hierarchy framework to classify the fair value based on the observability of significant inputs to the measurement. The levels of the fair value hierarchy are as follows:

Level 1: Fair value is determined using an unadjusted quoted price in an active market for identical assets or liabilities.

Level 2: Fair value is estimated using inputs other than quoted prices included within Level 1 that are observable, either directly or indirectly.

Level 3: Fair value is estimated using unobservable inputs that are significant to the fair value of the assets or liabilities.
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Summary of Financial Assets and Liabilities Accounted for at Fair Value on a Recurring Basis

The following table represents assets and liabilities measured at fair value on a recurring basis. The basis for the measurement at fair value in all cases was Level 2.
	
	(in millions)
	
	June 30, 2023
	
	
	December 31, 2022
	

	
	
	
	
	
	
	
	
	

	
	Assets:
	
	
	
	
	
	

	
	Foreign exchange contract - forward
	$
	1
	
	$
	—
	

	
	Total Assets
	$
	1
	$
	—
	

	
	Liabilities:
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Foreign exchange contracts - forward
	$
	—
	
	$
	1
	

	
	Total Liabilities
	$
	—
	$
	1
	

	
	
	
	
	
	
	
	
	



Summary of Other Financial Assets and Liabilities

The estimated fair values of other financial assets and liabilities were as follows:

	
	
	
	
	June 30, 2023
	
	
	
	December 31, 2022

	
	
	
	
	Carrying
	
	Fair
	
	
	Carrying
	
	Fair

	
	(in millions)
	
	Amount
	
	Value
	
	
	Amount
	
	Value

	
	
	
	
	
	
	
	
	
	
	
	

	
	Liabilities:
	
	
	
	
	
	
	
	
	

	
	Long-term debt
	$
	1,274
	$
	1,173
	$
	1,277
	$
	1,155



The fair value amounts for Cash and cash equivalents, Restricted cash, Accounts receivable, net and Short-term debt approximate carrying amounts due to the short-term maturities of these instruments.

The fair value of Long-term debt was estimated using quoted market prices for identical or similar instruments (Level 2 inputs).


Note 10 – Employee Benefit Plans

The Company has post-retirement savings and investment plans in several countries, including the U.S., India and the Philippines. In many instances, employees participating in defined benefit pension plans that have been amended to freeze future service accruals were transitioned to an enhanced defined contribution plan. In these plans, employees are permitted to contribute a portion of their salaries and bonuses to the plans. The Company, at its discretion, matches a portion of employee contributions.

The Company recognized an expense related to its defined contribution plans of $3 million and $ 3 million for the three months ended June 30, 2023 and 2022, respectively, and $6 million and $8 million for the six months ended June 30, 2023 and 2022, respectively. The balance sheet and income statement impacts of any remaining defined benefit plans are immaterial for all periods presented in these Condensed Consolidated Financial Statements.

Note 11 – Accumulated Other Comprehensive Loss (AOCL)

Below are the balances and changes in AOCL(1):
	
	
	
	
	Currency
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Translation
	
	
	Gains (Losses) on
	
	
	
	Defined Benefit
	
	
	

	(in millions)
	
	Adjustments
	
	
	Cash Flow Hedges
	
	
	
	Pension Items
	
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balance at December 31, 2022
	$
	(472)
	$
	1
	$
	5
	$
	(466)

	
	Other comprehensive income (loss)
	
	21
	
	
	
	1
	
	
	
	—
	
	
	22

	Balance at June 30, 2023
	$
	(451)
	$
	2
	$
	5
	$
	(444)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Currency
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Translation
	
	
	Gains (Losses) on
	
	
	
	Defined Benefit
	
	
	

	(in millions)
	
	Adjustments
	
	
	Cash Flow Hedges
	
	
	
	Pension Items
	
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balance at December 31, 2021
	$
	(431)
	$
	2
	$
	—
	$
	(429)

	
	Other comprehensive income (loss)
	
	(45)
	
	
	
	(1)
	
	
	
	—
	
	
	(46)

	Balance at June 30, 2022
	$
	(476)
	$
	1
	$
	—
	$
	(475)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



__________

(1) All amounts are net of tax. Tax effects were immaterial.
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Note 12 – Contingencies and Litigation

As more fully discussed below, the Company is involved in a variety of claims, lawsuits, investigations and proceedings concerning a variety of matters, including: governmental entity contracting, servicing and procurement law; intellectual property law; employment law; commercial and contracts law; the Employee Retirement Income Security Act (ERISA); and other laws and regulations. The Company determines whether an estimated loss from a contingency should be accrued by assessing whether a loss is deemed probable and can be reasonably estimated. The Company assesses its potential liability by analyzing its litigation and regulatory matters using available information. The Company develops its view on estimated losses in consultation with outside counsel handling its defense in these matters, which involves an analysis of potential results, assuming a combination of litigation and settlement strategies. Should developments in any of these matters cause a change in the Company's determination as to an unfavorable outcome and result in the need to recognize a material accrual, or should any of these matters result in a final adverse judgment or be settled for significant amounts in excess of any accrual for such matter or matters, this could have a material adverse effect on the Company's results of operations, cash flows and financial position in the period or periods in which such change in determination, judgment or settlement occurs. The Company believes it has recorded adequate provisions for any such matters as of June 30, 2023. Litigation is inherently unpredictable, and it is not possible to predict the ultimate outcome of these matters and such outcome in any such matters could be more than any amounts accrued and could be material to the Company's results of operations, cash flows or financial position in any reporting period.

Additionally, guarantees, indemnifications and claims arise during the ordinary course of business from relationships with suppliers, customers and non-consolidated affiliates when the Company undertakes an obligation to guarantee the performance of others if specified triggering events occur. Nonperformance under a contract could trigger an obligation of the Company. These potential claims include actions based upon alleged exposures to products, real estate, intellectual property (such as patents), environmental matters and other indemnifications. The ultimate effect on future financial results is not subject to reasonable estimation because considerable uncertainty exists as to the outcome of these claims. However, while the ultimate liabilities resulting from such claims may be significant to results of operations in the period recognized, management does not anticipate they will have a material adverse effect on the Company's Consolidated Financial position or liquidity. As of June 30, 2023, the Company had accrued its estimate of liability incurred under its indemnification arrangements and guarantees.

Litigation Against the Company

Employees’ Retirement System of the Puerto Rico Electric Power Authority et al v. Conduent Inc. et al.: On March 8, 2019, a putative class action lawsuit alleging violations of certain federal securities laws in connection with our statements and alleged omissions regarding the Company's financial guidance and business and operations was filed against the Company, its former Chief Executive Officer, and its former Chief Financial Officer in the United States District Court for the District of New Jersey (the Court). The complaint sought certification of a class of all persons who purchased or otherwise acquired the Company's securities from February 21, 2018 through November 6, 2018, and also sought unspecified monetary damages, costs, and attorneys’ fees. The Company moved to dismiss the class action complaint in its entirety. In June 2020, the Court denied the motion to dismiss and allowed the claims to proceed. The Court granted Class Certification on February 28, 2022. Upon the substantial completion of document discovery, the parties agreed to engage in mediation, and the Court administratively terminated the litigation to permit those efforts to proceed. Without any admission of liability or damages, in the third quarter of 2022, the parties settled this matter following that mediation, and filed the necessary documentation for preliminary approval by the court, class notice, and the claims administration process. The Court granted preliminary approval of the settlement terms and related documentation on January 27, 2023, and conducted the final Settlement Hearing on May 24, 2023, at which time the settlement received final approval as did plaintiffs' fee request. The Court's preliminary order had previously noted that it "will likely be able to approve the proposed Settlement as fair, reasonable and adequate under Federal Rule of Civil Procedure 23(e)(2)." As a result, during the fourth quarter of 2022, the Company reversed the reserve pertaining to this matter. The Company maintains insurance that covers the costs arising out of this litigation and resulting settlement having met the deductible and other terms and conditions thereof.
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Skyview Capital LLC and Continuum Global Solutions, LLC v. Conduent Business Services, LLC: On February 3, 2020, plaintiffs Skyview LLC (Skyview) filed a lawsuit in the Superior Court of New York County, New York. The lawsuit relates to the sale of a portion of Conduent Business Service, LLC's (CBS) select standalone customer care call center business to plaintiffs, which sale closed in February 2019. Under the terms of the sale agreement, CBS received approximately $23 million of notes from plaintiffs (Notes). The lawsuit alleges various causes of action in connection with the acquisition, including: indemnification for breach of representation and warranty; indemnification for breach of contract and fraud. Plaintiffs allege that their obligation to mitigate damages and their contractual right of set-off permits them to withhold and deduct from any amounts that are owed to CBS under the Notes, and plaintiffs seek a judgement that they have no obligation to pay the Notes. On August 20, 2020, Conduent filed a counterclaim against Skyview seeking the outstanding balance on the Notes, the amounts owed for the Jamaica deferred closing, and other transition services agreement and late rent payment obligations. Conduent also moved to dismiss Skyview’s claims in 2020. In May 2021, the court denied the motion and allowed the claims to proceed. Fact and expert discovery has been concluded and the parties filed summary judgment motions on July 24, 2023. Conduent denies all of the plaintiffs' allegations, believes that it has strong defenses to all of plaintiffs’ claims and will continue to defend the litigation vigorously. The Company is not able to determine or predict the ultimate outcome of this proceeding or reasonably provide an estimate or range of estimate of the possible outcome or loss, if any, in excess of currently recorded reserves.

Conduent Business Services, LLC v. Cognizant Business Services Corporation: On April 12, 2017, CBS filed a lawsuit against Cognizant Business Services Corporation (Cognizant) in the Supreme Court of New York County, New York. The lawsuit relates to the Amended and Restated Master Outsourcing Services Agreement effective as of October 24, 2012, and the service delivery contracts and work orders thereunder, between CBS and Cognizant, as amended and supplemented (Contract). The Contract contains certain minimum purchase obligations by CBS through the date of expiration. The lawsuit alleges that Cognizant committed multiple breaches of the Contract, including Cognizant’s failure to properly perform its obligations as subcontractor to CBS under CBS’s contract with the New York Department of Health to provide Medicaid Management Information Systems. In the lawsuit, CBS seeks damages in excess of $150 million. During the first quarter of 2018, CBS provided notice to Cognizant that it was terminating the Contract for cause and recorded in the same period certain charges associated with the termination. CBS also alleges that it terminated the Contract for cause, because, among other things, Cognizant violated the Foreign Corrupt Practices Act. In its answer, Cognizant asserted two counterclaims for breach of contract seeking recovery of damages in excess of $47 million, which includes amounts alleged not paid to Cognizant under the Contract and an alleged $25 million termination fee. Cognizant's second amended counterclaim increased Cognizant's damages to $89 million. The parties participated in a mediation in late February 2023, and this matter settled, following negotiations that continued thereafter. The parties executed the Settlement Agreement and Mutual Release on March 30, 2023, with no admission of liability or wrongdoing by either party. In April 2023, each side made reciprocal payments of $6 million to the other, with Conduent’s payment made toward the termination fee payable under the applicable service delivery contract. As a result of the settlement, during the first quarter of 2023, the Company adjusted the balance sheet amounts recorded pertaining to this matter. As such, the Company recognized a $17 million benefit in Cost of services (excluding depreciation and amortization) and a $26 million benefit in Litigation settlements (recoveries), net.

Other Matters

During the first quarter of 2022, the Company entered into settlement agreements with six of its insurers under its 2012–2013 errors and omission insurance policy in which the Company agreed to resolve its claims for insurance coverage in connection with the previously disclosed State of Texas matter that settled in February 2019, as included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2020. As a result of the settlement agreements entered with the insurers, in the three months ended March 31, 2022, the Company received an aggregate sum of $38 million, of which $14 million was recognized as defense costs recovery in Selling, general and administrative and $24 million was recognized in Litigation settlements (recoveries), net.
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Since 2014, Conduent Education Services, LLC, formerly Xerox Education Services LLC (CES), has cooperated with several federal and state agencies regarding a variety of matters, including CES' self-disclosure to the U.S. Department of Education (Department) and the Consumer Financial Protection Bureau (CFPB) that some third-party student loans under outsourcing arrangements for various financial institutions required adjustments. With the exception of one remaining state attorney general inquiry, the Company has resolved all investigations by the CFPB, several state agencies, the Department and the U.S. Department of Justice. The Company cannot provide assurance that the CFPB, another regulator, a financial institution on behalf of which CES serviced third-party student loans, or another party will not ultimately commence a legal action against CES in which fines, penalties or other liabilities are sought from CES. Nor is the Company able to predict the likely outcome of these matters, should any such matter be commenced, or reasonably provide an estimate or range of estimates of any loss in excess of currently recorded reserves. The Company could, in future periods, incur judgments or enter into settlements to resolve these potential matters for amounts in excess of current reserves and there could be a material adverse effect on the Company's results of operations, cash flows and financial position in the period in which such change in judgment or settlement occurs.

Other Contingencies

Certain contracts, primarily in the Company's Government and Transportation segments, require the Company to provide a surety bond or a letter of credit as a guarantee of performance. As of June 30, 2023, the Company had $639 million of outstanding surety bonds issued to secure its performance of contractual obligations with its clients and $97 million of outstanding letters of credit issued to secure the Company's performance of contractual obligations to its clients as well as other corporate obligations. In general, the Company would only be liable for these guarantees in the event of default in the Company's performance of its obligations under each contract. The Company believes it has sufficient capacity in the surety markets and liquidity from its cash flow and its various credit arrangements to allow it to respond to future requests for proposals that require such credit support.

Note 13 – Preferred Stock

Series A Preferred Stock

In December 2016, the Company issued 120,000 shares of Series A convertible perpetual preferred stock with an aggregate liquidation preference of $120 million and an initial fair value of $142 million. The convertible preferred stock earns quarterly cash dividends at a rate of 8% per year ($9.6 million per year). Each share of convertible preferred stock is convertible at any time, at the option of the holder, into
44.9438 shares of common stock for a total of 5,393,000 shares (reflecting an initial conversion price of approximately $22.25 per share of common stock), subject to customary anti-dilution adjustments.
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Note 14 – Earnings (Loss) per Share

The Company did not declare any common stock dividends in the periods presented.

The following table sets forth the computation of basic and diluted earnings (loss) per share of common stock:

	
	
	
	
	Three Months Ended
	
	
	Six Months Ended

	
	
	
	
	June 30,
	
	
	
	June 30,
	

	
	(in millions, except per share data in whole dollars and shares in thousands)
	
	2023
	
	
	2022
	
	
	2023
	
	
	2022

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Basic Net Earnings (Loss) per Share:
	
	
	
	
	
	
	
	
	
	
	

	
	Net Income (Loss)
	$
	(7)
	$
	—
	$
	(13)
	$
	136

	
	Dividend - Preferred Stock
	
	(3)
	
	
	(3)
	
	
	(5)
	
	
	(5)

	
	Adjusted Net Income (Loss) Available to Common Shareholders - Basic
	$
	(10)
	$
	(3)
	$
	(18)
	$
	131

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Diluted Net Earnings (Loss) per Share:
	
	
	
	
	
	
	
	
	
	
	

	
	Net Income (Loss)
	$
	(7)
	$
	—
	$
	(13)
	$
	136

	
	Dividend - Preferred Stock
	
	(3)
	
	
	(3)
	
	
	(5)
	
	
	(5)

	
	Adjusted Net Income (Loss) Available to Common Shareholders - Diluted
	$
	(10)
	$
	(3)
	$
	(18)
	$
	131

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Weighted Average Common Shares Outstanding - Basic
	
	218,394
	
	
	215,629
	
	
	218,396
	
	
	215,561

	
	Common Shares Issuable With Respect To:
	
	
	
	
	
	
	
	
	
	
	

	
	Restricted Stock And Performance Units / Shares
	
	—
	
	
	—
	
	
	—
	
	
	3,241

	
	8% Convertible Preferred Stock
	
	—
	
	
	—
	
	
	—
	
	
	—

	
	Weighted Average Common Shares Outstanding - Diluted
	
	218,394
	
	
	215,629
	
	
	218,396
	
	
	218,802

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net Earnings (Loss) per Share:
	
	
	
	
	
	
	
	
	
	
	

	
	Basic
	$
	(0.04)
	$
	(0.01)
	$
	(0.08)
	$
	0.61

	
	Diluted
	$
	(0.04)
	$
	(0.01)
	$
	(0.08)
	$
	0.60
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The following securities were not included in the computation of diluted earnings per share as they were either contingently issuable shares or shares that if included would have been anti-dilutive (shares in thousands):

	Restricted stock and performance shares/units
	12,985
	5,852
	12,985
	6,405

	Convertible preferred stock
	5,393
	
	5,393
	
	5,393
	
	5,393

	Total Anti-Dilutive and Contingently Issuable Securities
	18,378
	11,245
	18,378
	11,798

	
	
	
	
	
	
	
	





CNDT Q2 2023 Form 10-Q

19
[image: ]

Table of Contents



Note 15 – Supplementary Financial Information

The components of Other assets and Other liabilities were as follows:

	
	(in millions)
	
	June 30, 2023
	
	
	December 31, 2022
	

	
	
	
	
	
	
	
	
	

	
	Other Current Assets
	
	
	
	
	
	

	
	Prepaid expenses
	$
	85
	$
	88
	

	
	Income taxes receivable
	
	45
	
	
	41
	

	
	Value-added tax (VAT) receivable
	
	8
	
	
	10
	

	
	Restricted cash
	
	5
	
	
	16
	

	
	Other
	
	104
	
	
	87
	

	
	Total Other Current Assets
	$
	247
	$
	242
	

	
	Other Current Liabilities
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Accrued liabilities
	$
	178
	$
	211
	

	
	Litigation related accruals
	
	15
	
	
	37
	

	
	Current operating lease liabilities
	
	55
	
	
	57
	

	
	Restructuring liabilities
	
	19
	
	
	10
	

	
	Income tax payable
	
	—
	
	
	2
	

	
	Other taxes payable
	
	12
	
	
	16
	

	
	Accrued interest
	
	6
	
	
	6
	

	
	Other
	
	40
	
	
	43
	

	
	Total Other Current Liabilities
	$
	325
	$
	382
	

	
	Other Long-term Assets
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Internal use software, net
	$
	184
	$
	189
	

	
	Deferred contract costs, net
	
	88
	
	
	82
	

	
	Product software, net
	
	104
	
	
	110
	

	
	Deferred tax assets
	
	26
	
	
	20
	

	
	Other
	
	87
	
	
	88
	

	
	Total Other Long-term Assets
	$
	489
	$
	489
	

	
	
	
	
	
	
	
	
	

	
	Other Long-term Liabilities
	
	
	
	
	
	

	
	Income tax liabilities
	
	7
	
	
	7
	

	
	Unearned income
	
	52
	
	
	42
	

	
	Other
	
	22
	
	
	20
	

	
	Total Other Long-term Liabilities
	$
	81
	$
	69
	

	
	
	
	
	
	
	
	
	




Note 16 – Related Party Transactions

In the normal course of business, the Company provides services to, and purchases from, certain related parties with the same shareholders. The services provided to these entities included those related to human resources, end-user support and other services and solutions. The purchases from these entities included office equipment and related services and supplies. Revenue and purchases from these entities were included in Revenue and Costs of services or Selling, general and administrative, respectively, on the Company's Condensed Consolidated Statements of Income (Loss).
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Transactions with related parties were as follows:

	
	
	
	
	Three Months Ended
	
	
	
	Six Months Ended
	

	
	
	
	
	June 30,
	
	
	
	June 30,
	

	
	(in millions)
	
	2023
	
	
	2022
	
	
	2023
	
	
	2022

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue from related parties
	$
	3
	$
	3
	$
	5
	$
	6

	
	Purchases from related parties
	$
	6
	$
	8
	$
	12
	$
	13



The Company's receivable and payable balances with related party entities were not material as of June 30, 2023 and December 31, 2022.
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ITEM 2 — MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following Management’s Discussion and Analysis (MD&A) is intended to provide a reader of our financial statements with a narrative from the perspective of management on our financial condition, results of operations, liquidity, and certain other factors that may affect our future results. Unless otherwise noted, transactions and other factors significantly impacting our financial condition, results of operations and liquidity are discussed in order of magnitude. Our MD&A is presented in six sections:

· Overview;
· Financial Information and Analysis of Results of Operations;

· Metrics;

· Capital Resources and Liquidity;

· Critical Accounting Estimates and Policies; and

· Recent Accounting Changes.

The MD&A is provided as a supplement to, and should be read in conjunction with, our Condensed Consolidated Financial Statements and the accompanying Notes.

Overview

As a global technology-led business process solutions company, we deliver digital business solutions and services spanning the commercial, government and transportation spectrum – creating exceptional outcomes for our clients and the millions of people who count on them. We leverage cloud computing, artificial intelligence, machine learning, automation and advanced analytics to deliver mission-critical services. Through a dedicated global team of associates, process expertise, and advanced technologies, our solutions and services digitally transform our clients’ operations to enhance customer experiences, improve performance, increase efficiencies and reduce costs. We add momentum to our clients’ missions in many ways including delivering 43 percent of nutrition assistance payments in the U.S., enabling 1.3 billion customer service interactions annually, empowering millions of employees through HR services every year and processing nearly 12 million tolling transactions every day.

Headquartered in Florham Park, New Jersey, we have a team of approximately 57,000 associates as of June 30, 2023, servicing customers from service centers in 25 countries.

Our reportable segments correspond to how we organize and manage the business and are aligned to the solutions we offer our clients.

We organize and manage our businesses through three reportable segments.

· Commercial – Our Commercial segment provides business process services and customized solutions to clients in a variety of industries. Across the Commercial segment, we operate on our clients’ behalf to deliver mission-critical solutions and services to reduce costs, improve efficiencies and enable revenue growth for our clients and their consumers and employees.

· Government – Our Government segment provides government-centric business process services to U.S. federal, state and local and foreign governments for public assistance, health services, program administration, transaction processing and payment services. Our solutions in this segment help governments respond to changing rules for eligibility and increasing citizen expectations.

· Transportation – Our Transportation segment provides systems and support, as well as revenue-generating services, to government clients. On behalf of government agencies and authorities in the transportation industry, we deliver mission-critical mobility and payment solutions that improve automation, interoperability and decision-making to streamline operations, increase revenue and reduce congestion while creating safer communities and seamless travel experiences for consumers.
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Executive Summary

During the first quarter of 2023, we held an investor briefing to communicate the next chapter in the Conduent journey. Our intense emphasis on growth, quality, and efficiency, beginning in the first quarter of 2020 resulted in a strengthened foundation and we remain focused on accelerating growth and enhancing value for our stakeholders. We intend to achieve this by doubling down on key themes outlined in the briefing, as well as through a process of portfolio rationalization, divesting certain solutions which have either scarcity value outside of Conduent or are capital intensive relative to their growth opportunity, enabling management bandwidth and capital investments to be focused on solutions where we believe we have competitive advantages or higher growth expectations.

This renewed portfolio focus will result in a more nimble and faster growing Conduent with modest levels of net leverage, enhanced valuation, and significant excess capital to be deployed over time.

During the second quarter of 2023 we achieved the following:

· Signed our largest TCV deal in the history of Conduent within our Transportation segment, growing our international presence in Australia;

· Positioned our digital payments offering, in partnership with BNY Mellon, to leverage the newly released FedNowSM capability and provide enhanced real-time payment coverage to our clients;

· Had significantly less client attrition in the quarter, progressing towards the 3% to 5% range articulated in the investor briefing, and drove our Net ARR activity metric higher;
· Continued to make progress in our portfolio rationalization strategy; and

· On May 16, 2023, the Board of Directors authorized a share repurchase program, granting approval for us to repurchase up to $75 million of our common stock over the next three years. See additional information included in Part II, Item 2.

Macroeconomic and Geopolitical Uncertainty

Given the nature of our business and our global operations, the effects of global macroeconomic and geopolitical uncertainty could have a materially adverse effect on our business, results of operations and financial condition.

Financial Information and Analysis of Results of Operations

	
	
	
	
	Three Months Ended
	
	
	
	
	

	
	
	
	
	June 30,
	
	
	
	2023 vs. 2022

	
	(in millions)
	
	2023
	
	
	2022
	
	
	$ Change
	
	% Change

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	915
	$
	928
	$
	(13)
	(1)%

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Operating Costs and Expenses
	
	
	
	
	
	
	
	
	
	

	
	Cost of services (excluding depreciation and amortization)
	
	704
	
	
	727
	
	
	(23)
	(3)%

	
	Selling, general and administrative (excluding depreciation and amortization)
	
	118
	
	
	113
	
	
	5
	4 %

	
	Research and development (excluding depreciation and amortization)
	
	1
	
	
	2
	
	
	(1)
	(50)%

	
	Depreciation and amortization
	
	57
	
	
	53
	
	
	4
	8 %

	
	Restructuring and related costs
	
	13
	
	
	11
	
	
	2
	18 %

	
	Interest expense
	
	27
	
	
	18
	
	
	9
	50 %

	
	(Gain) loss on divestitures and transaction costs, net
	
	3
	
	
	3
	
	
	—
	
	— %

	
	Litigation settlements (recoveries), net
	
	(1)
	
	
	(3)
	
	
	2
	(67)%

	
	Other (income) expenses, net
	
	—
	
	
	(1)
	
	
	1
	
	n/m

	
	Total Operating Costs and Expenses
	
	922
	
	
	923
	
	
	(1)
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Income (Loss) Before Income Taxes
	
	(7)
	
	
	5
	
	
	(12)
	
	

	
	Income tax expense (benefit)
	
	—
	
	
	5
	
	
	(5)
	
	

	
	Net Income (Loss)
	$
	(7)
	$
	—
	$
	(7)
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	Six Months Ended
	
	
	
	
	

	
	
	
	
	June 30,
	
	
	
	2023 vs. 2022

	
	(in millions)
	
	2023
	
	
	2022
	
	
	$ Change
	
	% Change

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	1,837
	$
	1,895
	$
	(58)
	(3)%

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Operating Costs and Expenses
	
	
	
	
	
	
	
	
	
	

	
	Cost of services (excluding depreciation and amortization)
	
	1,424
	
	
	1,482
	
	
	(58)
	(4)%

	
	Selling, general and administrative (excluding depreciation and amortization)
	
	229
	
	
	215
	
	
	14
	7 %

	
	Research and development (excluding depreciation and amortization)
	
	3
	
	
	3
	
	
	—
	
	— %

	
	Depreciation and amortization
	
	118
	
	
	114
	
	
	4
	4 %

	
	Restructuring and related costs
	
	42
	
	
	20
	
	
	22
	110 %

	
	Interest expense
	
	54
	
	
	37
	
	
	17
	46 %

	
	(Gain) loss on divestitures and transaction costs, net
	
	5
	
	
	(160)
	
	
	165
	
	n/m

	
	Litigation settlements (recoveries), net
	
	(22)
	
	
	(31)
	
	
	9
	(29)%

	
	Other (income) expenses, net
	
	(1)
	
	
	—
	
	
	(1)
	
	n/m

	
	Total Operating Costs and Expenses
	
	1,852
	
	
	1,680
	
	
	172
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Income (Loss) Before Income Taxes
	
	(15)
	
	
	215
	
	
	(230)
	
	

	
	Income tax expense (benefit)
	
	(2)
	
	
	79
	
	
	(81)
	
	

	
	Net Income (Loss)
	$
	(13)
	$
	136
	$
	(149)
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	



Revenue

Revenue for the three months ended June 30, 2023 decreased moderately, compared to the prior year period, primarily due to lost business from prior periods, lower volumes in our Commercial segment and prior year non-repeating federal stimulus revenue in our Government segment, partially offset by higher interest rates positively impacting our Benefit Wallet business, new business ramp and higher volumes in our Government segment.

Revenue for the six months ended June 30, 2023 decreased, compared to the prior year period, primarily due to prior year non-repeating federal stimulus revenue, lost business in our Government and Commercial segments, extended completion timelines to meet client requirements in the Transit solutions division of our Transportation segment and the impact of an out of period adjustment in our Government segment in the first quarter of 2023, partially offset by higher interest rates positively impacting our Benefit Wallet business and new business ramp.

Cost of Services (excluding depreciation and amortization)

Cost of services for the three months ended June 30, 2023 decreased, compared to the prior year period, due to favorable revenue mix.

Cost of services for the six months ended June 30, 2023 decreased, compared to the prior year period, primarily driven by the impact of reduced revenue and a $17 million reversal of liabilities due to the settlement of the Cognizant matter described in Note 12 – Contingencies and Litigation to the Condensed Consolidated Financial Statements.

Selling, General and Administrative (SG&A) (excluding depreciation and amortization)

SG&A for the three months ended June 30, 2023 increased, compared to the prior year period, driven by higher variable employee costs and expense credits in the prior year, partially offset by cost efficiencies.

SG&A for the six months ended June 30, 2023 increased, compared to the prior year period, driven by the absence of the recovery of $14 million of defense costs as part of the settlement with insurance carriers relating to the previously disclosed State of Texas matter that occurred in 2022.
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Depreciation and Amortization

Depreciation and amortization for the three and six months ended June 30, 2023 increased compared to the prior year periods, driven by completed capital investments being placed into service.

Restructuring and Related Costs

We engage in a series of restructuring programs related to optimizing our employee base, reducing our real estate footprint, exiting certain activities, outsourcing certain internal functions, consolidating our data centers and engaging in other actions designed to reduce our cost structure and improve productivity. During the three and six months ended June 30, 2023, the Company incurred $2 million and $6 million, respectively, of professional support costs associated with bringing certain technology functions in-house. The following are the components of our Restructuring and related costs:

	
	
	
	Three Months Ended
	
	
	
	Six Months Ended
	

	
	
	
	
	June 30,
	
	
	
	June 30,
	

	
	(in millions)
	2023
	
	2022
	
	2023
	
	
	
	2022

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Severance and related costs
	$
	3
	$
	1
	$
	23
	$
	1

	
	Data center consolidation costs
	
	2
	
	
	3
	
	
	4
	
	
	7

	
	Termination, insourcing and asset impairment costs
	
	8
	
	
	6
	
	
	15
	
	
	10

	
	Total net current period charges
	
	13
	
	
	10
	
	
	42
	
	
	18

	
	Consulting and other costs(1)
	
	—
	
	
	1
	
	
	—
	
	
	2

	
	Restructuring and related costs
	$
	13
	$
	11
	$
	42
	$
	20

	
	
	
	
	
	
	
	
	
	
	
	
	
	



___________

(1) Represents professional support costs associated with certain strategic transformation programs.

Severance and related costs for the six months ended June 30, 2023 include costs related to the closure of one of our Commercial segment operations in Europe.

Refer to Note 6 – Restructuring Programs and Related Costs to the Condensed Consolidated Financial Statements for additional information regarding our restructuring programs.

Interest Expense

Interest expense represents interest on long-term debt and the amortization of debt issuance costs. The increase in Interest expense for the three and six months ended June 30, 2023, compared to the prior year periods, was driven by higher interest rates on our credit facilities, partially offset by a lower total outstanding debt balance.

(Gain) Loss on Divestitures and Transaction Costs

The divestiture of the Midas business in the first quarter of 2022 resulted in a gain of $166 million ($165 million in the first quarter of 2022 and $1 million in the second quarter of 2022). Additionally, professional fees and other costs related to certain consummated and non-consummated transactions considered by the Company are included in this financial statement line item for both years.

Litigation Settlements (Recoveries), Net

Litigation settlements (recoveries), net for the six months ended June 30, 2023 primarily consist of a $26 million reversal of reserves due to the settlement of the Cognizant matter.

Litigation settlements (recoveries), net for the six months ended June 30, 2022 primarily consist of $24 million of insurance recoveries recorded in the first quarter of 2022 related to the previously disclosed State of Texas matter.

Refer to Note 12 – Contingencies and Litigation to the Condensed Consolidated Financial Statements for additional information.
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Income Taxes

The effective tax rate for the three months ended June 30, 2023 was (3.3)%, compared to 99.6% for the three months ended June 30, 2022. The June 30, 2023 rate was lower than the U.S. statutory rate of 21% primarily due to the geographic mix of income, valuation allowances, and other non-deductible permanent differences, partially offset by tax credits.

The effective tax rate for the three months ended June 30, 2022 was higher than the U.S. statutory rate of 21%, primarily due to the geographic mix of income, state and local taxes, other non-deductible permanent differences, and valuation allowances, partially offset by tax credits.

Excluding the impact of discrete tax adjustments, amortization of intangible assets and restructuring costs, the normalized effective tax rate for the three months ended June 30, 2023 was 42.2%. The normalized effective tax rate for the three months ended June 30, 2022 was 46.7%, predominantly due to excluding the impact of discrete tax adjustments, amortization of intangible assets, litigation reserves and restructuring costs. The normalized effective tax rate for the three months ended June 30, 2023 was lower than the three months ended June 30, 2022, primarily due to the geographic mix of income.

The effective tax rate for the six months ended June 30, 2023 was 9.2%, compared to 37.0% for the six months ended June 30, 2022. The June 30, 2023 rate was lower than the U.S. statutory rate of 21%, primarily due to the geographic mix of income, valuation allowances, and state and local taxes on pre-tax losses.

The effective tax rate for the six months ended June 30, 2022 was higher than the U.S. statutory rate of 21%, primarily due to the geographic mix of income, state and local taxes and permanently non-deductible amounts related to the divestiture transaction, partially offset by the tax benefit of valuation allowances released due to the gain from divestiture and tax credits.

Excluding the impact of the amortization of intangible assets, restructuring costs and litigation reserve releases, the normalized effective tax rate for the six months ended June 30, 2023 was 40.5%. The normalized effective tax rate for the six months ended June 30, 2022 was

35.2%, predominantly due to excluding the impact of the Midas divestiture, the litigation insurance recoveries, amortization of intangible assets, restructuring costs and certain discrete tax items. The normalized effective tax rate for the six months ended June 30, 2023 was lower than the six months ended June 30, 2022 due to the geographic mix of income and lower adjusted pre-tax income.

In recent months, government agencies and global organizations have had an increased focus on the issues of taxation of multinational corporations. At both the European Union and Organization for Economic Co-operation and Development level, significant legislative developments are anticipated regarding global tax initiatives in the second half of this year. The Company is monitoring such developments and assessing any potential impact and disclosure requirement. We do not anticipate a material impact based on current guidance.

Operations Review of Segment Revenue and Profit

Our financial performance is based on Segment Profit/(Loss) and Segment Adjusted EBITDA for the following three segments:

· Commercial;

· Government; and

· Transportation.

Divestitures includes our Midas business which was sold in the first quarter of 2022.

Unallocated Costs includes IT infrastructure costs that are shared by multiple reportable segments, enterprise application costs and certain corporate overhead expenses not directly attributable or allocated to our reportable segments.
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Results of financial performance by segment were:

	
	
	
	
	
	
	
	
	
	
	
	
	Three Months Ended
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	June 30,
	
	
	
	
	
	
	
	

	
	(in millions)
	
	Commercial
	
	
	
	Government
	
	
	Transportation
	
	
	Divestitures
	
	Unallocated Costs
	
	
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2023
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	471
	$
	270
	$
	174
	$
	—
	$
	—
	$
	915

	
	Segment profit (loss)
	$
	46
	$
	67
	$
	3
	$
	—
	$
	(79)
	$
	37

	
	Segment depreciation and amortization
	$
	26
	$
	10
	$
	10
	$
	—
	$
	10
	$
	56

	
	Adjusted EBITDA
	$
	72
	$
	77
	$
	13
	$
	—
	$
	(69)
	$
	93

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	% of Total Revenue
	
	51.5 %
	
	
	
	29.5 %
	
	
	19.0 %
	
	
	— %
	
	
	— %
	
	
	
	100.0 %

	
	Adjusted EBITDA Margin
	
	15.3 %
	
	
	
	28.5 %
	
	
	7.5 %
	
	
	— %
	
	
	— %
	
	
	
	10.2 %

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2022
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	470
	$
	279
	$
	179
	$
	—
	$
	—
	$
	928

	
	Segment profit (loss)
	$
	22
	$
	70
	$
	16
	$
	—
	$
	(72)
	$
	36

	
	Segment depreciation and amortization
	$
	24
	$
	8
	$
	8
	$
	—
	$
	11
	$
	51

	
	Adjusted EBITDA
	$
	46
	$
	78
	$
	24
	$
	—
	$
	(61)
	$
	87

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	% of Total Revenue
	
	50.6 %
	
	
	
	30.1 %
	
	
	19.3 %
	
	
	— %
	
	
	— %
	
	
	
	100.0 %

	
	Adjusted EBITDA Margin
	
	9.8 %
	
	
	
	28.0 %
	
	
	13.4 %
	
	
	— %
	
	
	— %
	
	
	
	9.4 %

	
	
	
	
	
	
	
	
	
	
	
	
	Six Months Ended
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	June 30,
	
	
	
	
	
	
	
	

	
	(in millions)
	
	Commercial
	
	
	
	Government
	
	
	Transportation
	
	
	Divestitures
	
	Unallocated Costs
	
	
	
	Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2023
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	979
	$
	534
	$
	324
	$
	—
	$
	—
	$
	1,837

	
	Segment profit (loss)
	$
	81
	$
	140
	$
	(5)
	$
	—
	$
	(149)
	$
	67

	
	Segment depreciation and amortization
	$
	56
	$
	20
	$
	21
	$
	—
	$
	19
	$
	116

	
	Adjusted EBITDA
	$
	137
	$
	160
	$
	16
	$
	—
	$
	(130)
	$
	183

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	% of Total Revenue
	
	53.3 %
	
	
	
	29.1 %
	
	
	17.6 %
	
	
	— %
	
	
	— %
	
	
	
	100.0 %

	
	Adjusted EBITDA Margin
	
	14.0 %
	
	
	
	30.0 %
	
	
	4.9 %
	
	
	— %
	
	
	— %
	
	
	
	10.0 %

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2022
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	982
	$
	565
	$
	341
	$
	7
	$
	—
	$
	1,895

	
	Segment profit (loss)
	$
	50
	$
	145
	$
	24
	$
	2
	$
	(131)
	$
	90

	
	Segment depreciation and amortization
	$
	50
	$
	16
	$
	17
	$
	—
	$
	23
	$
	106

	
	Adjusted EBITDA
	$
	100
	$
	161
	$
	41
	$
	2
	$
	(108)
	$
	196

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	% of Total Revenue
	
	51.8 %
	
	
	
	29.8 %
	
	
	18.0 %
	
	
	0.4 %
	
	
	— %
	
	
	
	100.0 %

	
	Adjusted EBITDA Margin
	
	10.2 %
	
	
	
	28.5 %
	
	
	12.0 %
	
	
	28.6 %
	
	
	— %
	
	
	
	10.3 %
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	Three Months Ended
	
	
	Six Months Ended
	
	

	
	(in millions)
	
	June 30,
	
	
	
	June 30,
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Segment Profit (Loss) Reconciliation to Pre-tax Income (Loss)
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	2023
	
	2022
	
	2023
	
	2022
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Income (Loss) Before Income Taxes
	$
	(7)
	$
	5
	$
	(15)
	$
	215
	

	
	Reconciling items:
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Amortization of acquired intangible assets
	
	2
	
	
	3
	
	
	4
	
	
	9
	

	
	Restructuring and related costs
	
	13
	
	
	11
	
	
	42
	
	
	20
	

	
	Interest expense
	
	27
	
	
	18
	
	
	54
	
	
	37
	

	
	(Gain) loss on divestitures and transaction costs
	
	3
	
	
	3
	
	
	5
	
	
	(160)
	

	
	Litigation settlements (recoveries)
	
	(1)
	
	
	(3)
	
	
	(22)
	
	
	(31)
	

	
	Other (income) expenses, net
	
	—
	
	
	(1)
	
	
	(1)
	
	
	—
	

	
	Segment Profit (Loss)
	$
	37
	
	$
	36
	
	$
	67
	
	$
	90
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Segment depreciation and amortization (including contract inducements)
	
	56
	
	
	51
	
	$
	116
	
	$
	106
	

	
	Adjusted EBITDA
	$
	93
	$
	87
	$
	183
	$
	196
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Commercial Segment

Revenue

Commercial revenue for the three and six months ended June 30, 2023 was substantially unchanged compared to the prior year periods, with higher interest rates positively impacting our Benefit Wallet business, lower volumes in certain industries of our client base, and new business substantially offsetting lost business.

Segment Profit and Adjusted EBITDA

Increases in the Commercial segment profit, adjusted EBITDA and adjusted EBITDA margin for the three and six months ended June 30, 2023, compared to the prior year periods, were mainly driven by higher interest rates positively impacting our Benefit Wallet business and cost efficiency.

Government Segment

Revenue

Government revenue for the three months ended June 30, 2023 decreased compared to the prior year period primarily driven by lost business from prior years and non-repeating federal stimulus revenue in the second quarter of 2022, partially offset by the ramping of new business in Government Healthcare solutions, including the recognition of revenue that was previously constrained, and higher volumes in Government services solutions.

Government revenue for the six months ended June 30, 2023 decreased, compared to the prior year period, primarily driven by lost business from prior years, non-repeating federal stimulus revenue in the prior year and an out of period adjustment in Q1 2023, partially offset by the ramping of new business in Government Healthcare solutions, including the recognition of revenue that was previously constrained, and higher volumes in Government services solutions.

Segment Profit and Adjusted EBITDA

Government segment profit, adjusted EBITDA and adjusted EBITDA margin for the three months ended June 30, 2023 were substantially unchanged compared to the prior year period with increased depreciation negatively impacting profit. The high margin non-repeating federal stimulus revenue in the second quarter of 2022 and lost business from prior years was offset by the fall through of the revenue recognized due to the recognition of revenue that was previously constrained, margin on higher volumes and cost efficiency.

Government segment profit and adjusted EBITDA for the six months ended June 30, 2023 were substantially unchanged compared to the prior year period with increased depreciation negatively impacting profit. The $17 million reversal of reserves due to the settlement of the Cognizant matter, margin on higher volumes, fall through of the recognition of revenue that was previously constrained and cost efficiency, were offset by lost business, the high margin non-repeating federal stimulus revenue in the prior year and the out of period adjustment in the first quarter of 2023. Adjusted EBITDA margin improved due to the substantially unchanged adjusted EBITDA resulting from items mentioned above on lower revenue.
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Transportation Segment

Revenue

Transportation revenue for the three months ended June 30, 2023 decreased compared to the prior year period, primarily driven by the completion of smaller projects and lower revenue recognition from larger implementations in our Transit solutions service offering and lost business from prior years, partially offset by new business.

Transportation revenue for the six months ended June 30, 2023 decreased compared to the prior year period, primarily driven by extended completion timelines to meet client requirements in our Transit solutions service offering, which affected the recognition timeframe for revenue, the completion of smaller projects in our Transit solutions service offering and lost business from prior years, partially offset by new business.

Segment Profit and Adjusted EBITDA

Transportation segment profit, adjusted EBITDA and adjusted EBITDA margin for the three months ended June 30, 2023 decreased primarily due to the completion of smaller projects and lower revenue recognition from larger implementations in our Transit solutions service offering and lost business from prior years.

Transportation segment profit, adjusted EBITDA and adjusted EBITDA margin for the six months ended June 30, 2023 decreased primarily due to extended completion timelines on our larger implementations to meet client requirements, which affected the recognition timeframe for revenue and the completion of smaller projects in our Transit solutions service offering.

Divestitures

Revenue, Segment Profit (Loss) and Adjusted EBITDA

The decline in revenue, segment profit and Adjusted EBITDA for the three and six months ended June 30, 2023 was due to the sale of the Midas Suite of products. The prior year included activity through the date of disposition whereas there was no activity in the current year.

Unallocated Costs

Unallocated Costs for the three months ended June 30, 2023 increased compared to the prior year period primarily due to technology supplier credits in the prior year, partially offset by progress with our efficiency initiatives.

Unallocated Costs for the six months ended June 30, 2023 increased compared to the prior year period primarily due to the prior year reflecting the recovery of defense costs as part of the settlement with insurance carriers relating to the previously disclosed State of Texas matter and technology supplier credits in the prior year, partially offset by progress with our efficiency initiatives.

Metrics

Signings

Signings are defined as estimated future revenues from contracts signed during the period, including renewals of existing contracts. TCV is the estimated total contractual revenue related to signed contracts. TCV signings is defined as estimated future revenues from contracts signed during the period, including renewals of existing contracts. Due to the inconsistency of when existing contracts end, quarterly and yearly comparisons are not a good measure of renewal performance. New business ACV is calculated as TCV divided by the contract term, in months, multiplied by 12 for an annual measure.

For the three and six months ended June 30, 2023, the Company signed $208 million and $333 million of new business ACV, respectively.

Included in these amounts is ACV related to the May 2023 award of a significant contract in the Transportation segment.
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Signing information for the three and six months ended June 30, 2023 and 2022 is as follows:

	
	
	
	
	Three Months Ended
	
	
	
	
	
	
	

	
	
	
	
	June 30,
	
	
	
	2023 vs. 2022
	
	

	
	($ in millions)
	
	2023(3)
	
	
	2022(3)
	
	
	$ Change
	% Change
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	New business ACV
	$
	208
	$
	180
	$
	28
	
	
	16 %
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	New business TCV
	$
	1,361
	$
	396
	$
	965
	
	
	244 %
	

	
	Renewals TCV
	
	668
	
	
	302
	
	
	366
	
	
	121 %
	

	
	Total Signings
	$
	2,029
	$
	698
	$
	1,331
	
	
	191 %
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Annual recurring revenue signings(1)
	$
	111
	$
	100
	$
	11
	
	
	11 %
	

	
	Non-recurring revenue signings(2)
	$
	354
	$
	82
	$
	272
	
	
	332 %
	

	
	
	
	
	Six Months Ended
	
	
	
	2023 vs. 2022
	
	

	
	
	
	
	June 30,
	
	
	
	
	
	

	
	($ in millions)
	
	2023(3)
	
	
	2022(3)
	
	
	$ Change
	% Change
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	New business ACV
	$
	333
	$
	347
	$
	(14)
	
	
	(4)%
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	New business TCV
	$
	1,605
	$
	860
	$
	745
	
	
	87 %
	

	
	Renewals TCV
	
	1,058
	
	
	1,238
	
	
	(180)
	
	
	(15)%
	

	
	Total Signings
	$
	2,663
	
	$
	2,098
	
	$
	565
	
	
	27 %
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Annual recurring revenue signings(1)
	$
	172
	$
	208
	$
	(36)
	
	
	(17)%
	

	
	Non-recurring revenue signings(2)
	$
	421
	$
	144
	$
	277
	
	
	192 %
	



___________

(1) Recurring revenue signings are for new business contracts longer than one year.

(2) Non-recurring revenue signings are for contracts shorter than one year.

(3) Adjusted to remove Midas new business signings.

The total new business pipeline at the end of June 30, 2023 and 2022 was $20.7 billion and $ 22.0 billion, respectively. Total new business pipeline is defined as total new business TCV pipeline of deals in all sell stages. This extends past the next twelve-month period to include total pipeline, excluding the impact of divested business as required.

Net ARR Activity

The Net ARR Activity metric is defined as Projected Annual Recurring Revenue for contracts signed in the prior 12 months, less the annualized impact of any client losses, contractual volume and price changes, and other known impacts for which the Company was notified in that same time period, which could positively or negatively impact results. The metric annualizes the net impact to revenue. Timing of revenue impact varies and may not be realized within the forward 12-month timeframe. The metric is for indicative purposes only. This metric excludes COVID-related volume impacts and non-recurring revenue signings. This metric is not indicative of any specific 12-month timeframe.

The Net ARR activity metric for the trailing twelve months for each of the prior five quarters was as follows:

	
	(in millions)
	
	Net ARR Activity metric

	
	
	
	
	

	
	June 30, 2023
	$
	137

	
	March 31, 2023
	
	108

	
	December 31, 2022
	
	114

	
	September 30, 2022
	
	70

	
	June 30, 2022
	
	104
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Capital Resources and Liquidity

As of June 30, 2023 and December 31, 2022, total cash and cash equivalents were $500 million and $582 million, respectively. We also have a $550 million revolving line of credit for our various cash needs, of which $2 million was used for letters of credit. The net amount available to be drawn upon under our revolving line of credit as of June 30, 2023, was $548 million.

As of June 30, 2023, our total debt outstanding was $1,336 million of which $41 million was due within one year. Refer to Note 7 – Debt in the Condensed Consolidated Financial Statements for additional debt information.

In order to provide financial flexibility and finance certain investments and projects, we may continue to utilize external financing arrangements. However, we believe that our cash on hand, projected cash flow from operations, sound balance sheet and our revolving line of credit will continue to provide sufficient financial resources to meet our expected business obligations for at least the next twelve months.

Cash Flow Analysis

The following table summarizes our cash flows, as reported in our Condensed Consolidated Statement of Cash Flows in the accompanying

Condensed Consolidated Financial Statements:

	
	
	
	Six Months Ended June 30,
	
	
	
	

	
	(in millions)
	2023
	
	2022
	
	
	
	Better (Worse)

	
	
	
	
	
	
	
	
	
	
	

	
	Net cash provided by (used in) operating activities
	$
	(22)
	$
	(5)
	$
	(17)

	
	Net cash provided by (used in) investing activities
	$
	(42)
	$
	242
	
	
	(284)

	
	Net cash provided by (used in) financing activities
	$
	(32)
	$
	(121)
	
	
	89



Operating activities

The net increase in cash used in operating activities of $17 million, compared to the prior year period, was primarily related to the absence of the $38 million of insurance recoveries related to the State of Texas matter and higher cash interest payments, partially offset by improved working capital performance and lower cash income taxes.

Investing activities

Investing cash flow decreased by $284 million mainly due to the proceeds from the divestiture of the Midas business in the prior year. This was partially offset by decreased capital spending in the current year.

Financing activities

The decrease in cash used in financing activities was mainly driven by the repayment of the $100 million borrowed under the revolver in the prior year. This was partially offset by higher taxes paid for settlement of stock-based compensation.

Sales of Accounts Receivable

We have entered into a factoring agreement in the normal course of business as part of our cash and liquidity management, to sell certain accounts receivable without recourse to a third-party financial institution. The transactions under this agreement are treated as sales and are accounted for as reductions in accounts receivable because the agreement transfers effective control over, and risk related to, the receivables to the buyer. Cash proceeds from this arrangement are included in cash flow from operating activities in the Consolidated Statements of Cash Flows.

The net impact from the sales of accounts receivable on net cash provided by (used in) operating activities for the six months ended June 30, 2023 and 2022 was $(24) million and $(14) million, respectively.

Material Cash Requirements from Contractual Obligations

The Company believes its balances of cash and cash equivalents, which totaled $500 million as of June 30, 2023, along with cash generated by operations and amounts available for borrowing under its 2021 Revolving Credit Facility, will be sufficient to satisfy its cash requirements over the next 12 months and beyond.
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At June 30, 2023, the Company’s material cash requirements include debt, leases and estimated purchase commitments. See Part II, Item 7

– Management's Discussion and Analysis of Financial Condition and Results of Operation of our Annual Report on Form 10-K for the year ended December 31, 2022 for additional information on our material cash requirements.

Critical Accounting Estimates and Policies

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America (U.S. GAAP) requires us to make estimates and assumptions in certain circumstances that affect amounts reported in the accompanying Condensed Consolidated Financial Statements and notes thereto. There have been no significant changes during the six months ended June 30, 2023 to our critical accounting estimates and policies from those disclosed in our Annual Report on Form 10-K for the year ended December 31, 2022.

Recent Accounting Changes

See Note 2 – Recent Accounting Pronouncements for information on accounting standards adopted during the current year, as well as recently issued accounting standards not yet required to be adopted and the expected impact of the adoption of these accounting standards.

ITEM 3 — QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risk from changes in foreign currency exchange rates which could affect operating results, financial position and cash flows. We manage our exposure to these market risks through our regular operating and financing activities and, when appropriate, through the use of derivative financial instruments. We may utilize derivative financial instruments to hedge economic exposures, as well as to reduce earnings and cash flow volatility resulting from shifts in market rates. We also may hedge the cost to fund material non-dollar entities by buying currencies periodically in advance of the funding date. This is accounted for using derivative accounting.

Recent market and economic events have not caused us to materially modify nor change our financial risk management strategies with respect to our exposures to foreign currency risk. Refer to Note 8 – Financial Instruments in the Condensed Consolidated Financial Statements for additional discussion on our financial risk management.

During the reporting period, there have been no material changes to the quantitative and qualitative disclosures regarding our market risk set forth in our Annual Report on Form 10-K for the year ended December 31, 2022.

ITEM 4 — CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procedures

The Company’s management evaluated, with the participation of our principal executive officer and principal financial officer, or persons performing similar functions, 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 ("Exchange Act"), as of the end of the period covered by this Form 10-Q. Based on this evaluation, our principal executive officer and principal financial officer have concluded that, as of the end of the period covered by this Form 10-Q, our disclosure controls and procedures were effective to ensure that information we are required to disclose in the reports that we file or submit under the Exchange Act, is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms relating to the Company, including our consolidated subsidiaries, and was accumulated and communicated to the Company’s management, including the principal executive officer and principal financial officer, or persons performing similar functions, as appropriate to allow timely decisions regarding required disclosure.

(b) Changes in Internal Control Over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the quarter ended June 30, 2023, that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II — OTHER INFORMATION

ITEM 1 — LEGAL PROCEEDINGS

The information set forth under Note 12 – Contingencies and Litigation in the Condensed Consolidated Financial Statements of this Form 10-Q is incorporated herein by reference in answer to this Item.

ITEM 1A — RISK FACTORS

Reference is made to the Risk Factors set forth in Part I, Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2022.

Below is an addition to our risk factors as previously reported on our Annual Report on Form 10-K for the year ended December 31, 2022.

Supplemental Risk Factor

In light of the launch the share repurchase program approved by our Board of Directors on May 16, 2023, we are supplementing the risk factors previously disclosed in Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2022, as filed with the Securities and Exchange Commission on February 22, 2023, to include the following risk factor:

We cannot guarantee that our stock repurchase program will be utilized to the full value approved or that it will enhance long-term stockholder value. Repurchases we consummate could increase the volatility of the price of our common stock and could have a negative impact on our available cash balance.

In May 2023, our Board of Directors authorized a three-year stock repurchase program for up to $75 million of our common stock. Under the repurchase program, repurchases can be made from time to time using open market transactions, and may include Rule 10b5-1 trading plans, all in accordance with the rules of the SEC and other applicable legal requirements. The specific timing, price and size of the purchases will depend on prevailing stock prices, general economic and market conditions, and other considerations consistent with our capital allocation strategy. Stock repurchases could have an impact on our common stock trading prices, increase the volatility of the price of our common stock, or reduce our available cash balance such that we will be required to seek financing to support our operations. The repurchase program does not obligate us to acquire a particular amount of common stock, and the repurchase program may be suspended or discontinued at any time at our discretion, which may result in a decrease in the trading prices of our common stock. Even if our share repurchase program is fully implemented, it may not enhance long-term stockholder value.

ITEM 2 — UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

(a) Sales of Unregistered Securities during the Quarter ended June 30, 2023

During the quarter ended June 30, 2023, the Company did not issue any securities in transactions that were not registered under the Securities Act of 1933, as amended.

(b) Purchases of Equity Securities by the Issuer and Affiliated Purchasers

Share repurchase activity during the three months ended June 30, 2023 was as follows:

	
	
	Total Number of Shares
	
	Average Price Paid Per
	
	Total Number of Shares
	
	Approximate Dollar Value of Shares that
	

	Period
	
	
	
	
	
	Purchased as a Part of
	
	
	May Yet Be Purchased Under Plan (in
	

	
	
	Purchased(1)
	
	
	Share (2)
	
	Publicly Announced Plan
	
	
	millions)
	

	April 1-30, 2023
	
	—  $
	—
	
	—  $
	—
	

	May 1-31, 2023
	
	—
	
	
	—
	
	—
	
	
	75
	

	June 1-30, 2023
	
	266,765
	
	
	3.29
	
	266,765
	
	
	74
	

	Total
	266,765
	$
	3.29
	266,765
	$
	74
	

	
	
	
	
	
	
	
	
	
	
	
	



(1) On May 16, 2023, the Board of Directors authorized a share repurchase program, granting approval for the Company to repurchase up to $75 million of its common stock from time to time as market and business conditions warrant, including through open market purchases or Rule 10b5-1 trading plans.

(2) Average share price includes transaction commissions.
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ITEM 3 — DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4 — MINE SAFETY DISCLOSURES

None.

ITEM 5 — OTHER INFORMATION

During the three months ended June 30, 2023, none of the Company’s directors or officers (as defined in Rule 16a-1(f) of the Securities Exchange Act of 1934) adopted, terminated or modified a Rule 10b5-1 trading arrangement or non-Rule 10b5-1 trading arrangement (as such terms are defined in Item 408 of Regulation S-K of the Securities Act of 1933).


ITEM 6 — EXHIBITS

	3.1
	Restated Certificate of Incorporation of Registrant filed with the Department of the State of New York on December 31,

	
	2016.
	
	
	

	
	Incorporated by reference to Exhibit 3.1 to Registrant's Current Report on Form 8-K dated December 23, 2016.

	3.2
	Amended and Restated By-Laws of Registrant as amended through December 31, 2016.

	
	
	
	

	
	Incorporated by reference to Exhibit 3.2 to Registrant's Current Report on Form 8-K dated December 23, 2016.

	31(a)
	Certification of CEO pursuant to Rule 13a-14(a) or Rule 15d-14(a).

	31(b)
	Certification of CFO pursuant to Rule 13a-14(a) or Rule 15d-14(a).
	



32 Certification of CEO and CFO pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

	101.INS
	Inline XBRL Instance Document - the instance document does not appear in the Interactive Data File because its XBRL

	
	tags are embedded within the Inline XBRL document.

	101.CAL
	Inline XBRL Taxonomy Extension Calculation Linkbase.

	101.DEF
	Inline XBRL Taxonomy Extension Definition Linkbase.

	101.LAB
	Inline XBRL Taxonomy Extension Label Linkbase.

	101.PRE
	Inline XBRL Taxonomy Extension Presentation Linkbase.

	101.SCH
	Inline XBRL Taxonomy Extension Schema Linkbase.

	104
	Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101).
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.
CONDUENT INCORPORATED
(Registrant)

By:	/S/ STEPHEN WOOD
[image: ]

Stephen Wood
Chief Financial Officer
(Principal Financial Officer)

Date: August 2, 2023
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EXHIBIT 31(a)



CEO CERTIFICATIONS

I, Clifford Skelton, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Conduent Incorporated;

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 reasonably 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.

August 2, 2023


/S/ CLIFFORD SKELTON
[image: ]

Clifford Skelton

Principal Executive Officer

EXHIBIT 31(b)



CFO CERTIFICATIONS

I, Stephen Wood, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Conduent Incorporated;

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 reasonably 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.

August 2, 2023



/S/ STEPHEN WOOD
[image: ]

Stephen Wood
Principal Financial Officer

EXHIBIT 32



CERTIFICATION OF CEO AND CFO PURSUANT TO 18 U.S.C. § 1350,

AS ADOPTED PURSUANT TO § 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Conduent Incorporated, a New York corporation (the “Company”), for the quarter ended June 30, 2023, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), Clifford Skelton, Chief Executive Officer of the Company, and Stephen Wood, Chief Financial Officer of the Company, each hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, to the best of his/her knowledge, that:

(1) The Report fully complies with the requirements of Section 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.


/S/ CLIFFORD SKELTON
[image: ]

Clifford Skelton
Chief Executive Officer

August 2, 2023


/S/ STEPHEN WOOD
[image: ]

Stephen Wood

Chief Financial Officer

August 2, 2023

This certification accompanies this Report pursuant to § 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by the Company for purposes of § 18 of the Securities Exchange Act of 1934, as amended.

A signed original of this written statement required by § 906 has been provided to Conduent Incorporated and will be retained by Conduent Incorporated and furnished to the Securities and Exchange Commission or its staff upon request.
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