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FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q and any exhibits to this Report may contain "forward-looking statements" as defined in the Private
Securities Litigation Reform Act of 1995. The words “anticipate,” “believe,” “estimate,” “expect,” “intend,” “will,” “should” and similar expressions,
as they relate to us, are intended to identify forward-looking statements. These statements reflect management's current beliefs, assumptions
and expectations and are subject to a number of factors that could cause actual results to differ materially. As with any projection or forecast,
forward-looking statements are inherently susceptible to uncertainty and changes in circumstances. 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: our ability to successfully manage the leadership transition and the potential for disruptions to our business from the
transition and strategic and operational review; 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 ability to attract and retain necessary technical personnel and
qualified subcontractors; our ability to deliver on our contractual obligations properly and on time; competitive pressures; our significant
indebtedness; changes in interest in outsourced business process services; our ability to obtain adequate pricing for our services and to
improve our cost structure; claims of infringement of third-party intellectual property rights; the failure to comply with laws relating to individually
identifiable information and personal health information and 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 estimate the scope of work or the costs of performance in our contracts; our continuing emphasis on and shift toward technology-led
digital transactions; customer decision-making cycles and lead time for customer commitments; 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; our failure to maintain a satisfactory credit rating; our ability to attract and retain key employees; increases in the
cost of telephone and data services or significant interruptions in such services; our failure to develop new service offerings; our ability to
modernize our information technology infrastructure and consolidate data centers; our ability to comply with data security standards; our ability
to receive dividends or other payments from our subsidiaries; changes in tax and other laws and regulations; changes in government regulation
and economic, strategic, political and social conditions; changes in U.S. GAAP or other applicable accounting policies; 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, our quarterly reports on Form 10-Q for the
quarters ended March 31, 2019 and June 30, 2019, as well as in our 2018 Annual Report on Form 10-K filed with the Securities and Exchange
Commission and any 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 as a result of new information, subsequent events or otherwise.
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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 

September 30,
Nine Months Ended 

September 30,

(in millions, except per share data) 2019 2018 2019 2018

Revenue $ 1,098  $ 1,304  $ 3,368  $ 4,111  

Operating Costs and Expenses
Cost of services (excluding depreciation and amortization) 859  1,005  2,644  3,193  
Selling, general and administrative (excluding depreciation and amortization) 112  139  360  427  
Research and development (excluding depreciation and amortization) 1  2  6  7  
Depreciation and amortization 115  113  342  345  
Restructuring and related costs 8  31  50  68  
Interest expense 20  22  60  92  
(Gain) loss on extinguishment of debt —  108  —  108  
Goodwill impairment —  —  1,351  —  
(Gain) loss on divestitures and transaction costs 3  54  19  9  
Litigation costs (recoveries), net 2  78  15  113  
Other (income) expenses, net (8)  4  (8)  1  

Total Operating Costs and Expenses 1,112  1,556  4,839  4,363  

Income (Loss) Before Income Taxes (14)  (252)  (1,471)  (252)  

Income tax expense (benefit) 2  (15)  (118)  24  

Net Income (Loss) $ (16)  $ (237)  $ (1,353)  $ (276)  

Net Income (Loss) per Share:
Basic $ (0.09)  $ (1.16)  $ (6.52)  $ (1.38)  
Diluted $ (0.09)  $ (1.16)  $ (6.52)  $ (1.38)  

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)(1)

 
Three Months Ended 

September 30,
Nine Months Ended 

September 30,

(in millions) 2019 2018 2019 2018

Net Income (Loss) $ (16)  $ (237)  $ (1,353)  $ (276)  
Other Comprehensive Income (Loss), Net

Currency translation adjustments, net (15)  (4)  (9)  (27)  
Reclassification of currency translation adjustments on divestitures —  36  15  41  
Reclassification of divested benefit plans and other —  61  (1)  64  
Unrecognized gains (losses), net —  —  1  (3)  

Other Comprehensive Income (Loss), Net (15)  93  6  75  

Comprehensive Income (Loss), Net $ (31)  $ (144)  $ (1,347)  $ (201)  

__________
(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) September 30, 2019 December 31, 2018
Assets
Cash and cash equivalents $ 228  $ 756  
Accounts receivable, net 840  782  
Assets held for sale —  15  
Contract assets 165  177  
Other current assets 313  234  

Total current assets 1,546  1,964  

Land, buildings and equipment, net 331  328  
Operating lease right-of-use assets 290  —  
Intangible assets, net 487  651  
Goodwill 2,090  3,408  
Other long-term assets 370  329  

Total Assets $ 5,114  $ 6,680  

Liabilities and Equity
Current portion of long-term debt $ 50  $ 55  
Accounts payable 145  230  
Accrued compensation and benefits costs 140  193  
Unearned income 95  112  
Liabilities held for sale —  40  
Other current liabilities 693  567  

Total current liabilities 1,123  1,197  

Long-term debt 1,468  1,512  
Deferred taxes 181  327  
Operating lease liabilities 245  —  
Other long-term liabilities 87  280  

Total Liabilities 3,104  3,316  

Contingencies (See Note 13)
Series A convertible preferred stock 142  142  

Common stock 2  2  
Additional paid-in capital 3,886  3,878  
Retained earnings (deficit) (1,601)  (233)  
Accumulated other comprehensive loss (419)  (425)  

Total Equity 1,868  3,222  

Total Liabilities and Equity $ 5,114  $ 6,680  

Shares of common stock issued and outstanding 211,364  211,306  
Shares of series A convertible preferred stock issued and outstanding 120  120  

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)

 
Nine Months Ended 

September 30,

(in millions) 2019 2018
Cash Flows from Operating Activities:
Net income (loss) $ (1,353)  $ (276)  
Adjustments required to reconcile net income (loss) to cash flows from operating activities:

Depreciation and amortization 342  345  
Contract inducement amortization 2  2  
Deferred income taxes (148)  (90)  
Goodwill impairment 1,351  —  
(Gain) loss from investments (3)  (1)  
Amortization of debt financing costs 5  9  
(Gain) loss on extinguishment of debt —  108  
(Gain) loss on divestitures and transaction costs 19  9  
Stock-based compensation 19  30  
Changes in operating assets and liabilities:

(Increase) decrease in accounts receivable (84)  (40)  
(Increase) decrease in other current and long-term assets (34)  (116)  
Increase (decrease) in accounts payable and accrued compensation (128)  (36)  
Increase (decrease) in restructuring liabilities 4  16  
Increase (decrease) in other current and long-term liabilities (199)  38  
Net change in income tax assets and liabilities (9)  36  

Other operating, net —  (4)  

Net cash provided by (used in) operating activities (216)  30  
Cash Flows from Investing Activities:

Cost of additions to land, buildings and equipment (109)  (119)  
Proceeds from sale of land, buildings and equipment 2  12  
Cost of additions to internal use software (49)  (31)  
Payments for acquisitions, net of cash acquired (90)  —  
Proceeds from divestitures and sale of assets, net of cash —  672  
Payments from divestitures, including cash sold (7)  —  

Net cash provided by (used in) investing activities (253)  534  
Cash Flows from Financing Activities:

Debt issuance fee payments —  (3)  
Payments on debt (42)  (513)  
Premium on debt redemption —  (95)  
Taxes paid for settlement of stock based compensation (11)  (9)  
Dividends paid on preferred stock (7)  (7)  

Net cash provided by (used in) financing activities (60)  (627)  

Effect of exchange rate changes on cash, cash equivalents and restricted cash —  (9)  

Increase (decrease) in cash, cash equivalents and restricted cash (529)  (72)  
Cash, Cash Equivalents and Restricted Cash at Beginning of Period 765  667  

Cash, Cash Equivalents and Restricted Cash at End of period(1) $ 236  $ 595  

 ___________
(1) Includes $8 million and $9 million of restricted cash as of September 30, 2019 and 2018, respectively, that were included in Other current assets on the 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)

(in millions) Common Stock
Additional Paid-in

Capital
Retained Earnings

(Deficit) AOCL(1)
Shareholders'

Equity

Balance at June 30, 2019 $ 2  $ 3,886  $ (1,583)  $ (404)  $ 1,901  
Cash dividends paid - preferred stock, $20/share —  —  (2)  —  (2)  
Comprehensive Income (Loss):

Net Income (Loss) —  —  (16)  —  (16)  
Other comprehensive income (loss), net —  —  —  (15)  (15)  

Total Comprehensive Income (Loss), Net —  —  (16)  (15)  (31)  

Balance at September 30, 2019 $ 2  $ 3,886  $ (1,601)  $ (419)  $ 1,868  

(in millions) Common Stock
Additional Paid-in

Capital
Retained Earnings

(Deficit) AOCL(1)
Shareholders'

Equity

Balance at June 30, 2018 $ 2  $ 3,865  $ 144  $ (512)  $ 3,499  
Cash dividends paid - preferred stock, $20/share —  —  (2)  —  (2)  
Reclassification of amounts impacted by Tax Reform —  —  5  (5)  —  
Stock option and incentive plans, net —  6  —  —  6  
Comprehensive Income (Loss):

Net Income (Loss) —  —  (237)  —  (237)  
Other comprehensive income (loss), net —  —  —  93  93  

Total Comprehensive Income (Loss), Net —  —  (237)  93  (144)  

Balance at September 30, 2018 $ 2  $ 3,871  $ (90)  $ (424)  $ 3,359  

(in millions) Common Stock
Additional Paid-in

Capital
Retained Earnings

(Deficit) AOCL(1)
Shareholders'

Equity

Balance at December 31, 2018 $ 2  $ 3,878  $ (233)  $ (425)  $ 3,222  
Cash dividends paid - preferred stock, $60/per share —  —  (7)  —  (7)  
Cumulative impact of adopting the new lease standard —  —  (8)  —  (8)  
Stock option and incentive plans, net —  8  —  —  8  
Comprehensive Income (Loss):

Net Income (Loss) —  —  (1,353)  —  (1,353)  
Other comprehensive income (loss), net —  —  —  6  6  

Total Comprehensive Income (Loss), Net —  —  (1,353)  6  (1,347)  

Balance at September 30, 2019 $ 2  $ 3,886  $ (1,601)  $ (419)  $ 1,868  

(in millions) Common Stock
Additional Paid-in

Capital
Retained Earnings

(Deficit) AOCL(1)
Shareholders'

Equity

Balance at December 31, 2017 $ 2  $ 3,850  $ 171  $ (494)  $ 3,529  
Cash dividends paid - preferred stock, $60/per share —  —  (7)  —  (7)  

Cumulative impact of adopting the new revenue standard —  —  17  —  17  
Reclassification of amounts impacted by Tax Reform —  —  5  (5)  —  
Stock option and incentive plans, net —  21  —  —  21  
Comprehensive Income (Loss):

Net Income (Loss) —  —  (276)  —  (276)  
Other comprehensive income (loss), net —  —  —  75  75  

Total Comprehensive Income (Loss), Net —  —  (276)  75  (201)  

Balance at September 30, 2018 $ 2  $ 3,871  $ (90)  $ (424)  $ 3,359  

 ___________
(1) AOCL - Accumulated other comprehensive loss.

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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CONDUENT INCORPORATED
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

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 is a global enterprise and leading provider of mission-critical  services and solutions on behalf of businesses and governments –
creating exceptional outcomes for its clients and the millions of people who count on them. Through people, process expertise in transaction-
intensive processing, and technology such as analytics and automation, Conduent solutions and services create value by improving
efficiencies, reducing costs and enabling revenue growth. A majority of Fortune 100 companies and over 500 government entities depend on
Conduent every day to manage their business processes and essential interactions with their end users. The Company's portfolio includes
industry-focused solutions in attractive growth markets such as healthcare and transportation, as well as solutions that serve multiple industries
such as transaction processing, customer care, human resource solutions and payment services.

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). 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, 2018. 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, 2018.

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, 2018. Summarized below are the accounting
pronouncements adopted subsequent to December 31, 2018 that were applicable and material to the Company.

New Accounting Standards Adopted

Leases: The Company adopted the new lease guidance as of January 1, 2019, using the cumulative-effect adjustment transition method,
which applies the provisions of the standard at the effective date without adjusting the comparative periods presented. The Company has
elected the package of practical expedients, which allows the Company not to reassess (1) whether any expired or existing contracts as of the
adoption date are, or contain, leases, (2) lease classification for any expired or existing leases as of the adoption date and (3) initial direct costs
for any existing leases as of the adoption date. The Company did not elect to apply the hindsight practical expedient. Additionally, the Company
has elected not to include short-term leases, with a term of 12 months or less, on its Condensed Consolidated Balance Sheets.
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The impact of adopting this new guidance included the establishment of Operating lease right-of-use (ROU) assets of $387 million, an increase
to Other current liabilities of $103 million, a decrease to Other long-term liabilities of $21 million, the establishment of Operating lease liabilities
of $316 million and a net decrease to opening retained earnings (deficit) of $8 million, as of January 1, 2019. The adoption did not have an
impact on the Company’s Condensed Consolidated Statements of Income (Loss) or Condensed Consolidated Statements of Cash Flows.

Summary of Accounting Policies

Leases
The Company determines if an arrangement is a lease at the inception of the contract and whether that lease meets the classification criteria of
a finance or operating lease. The Company has operating and finance leases for real estate and equipment. Operating leases are included in
Operating lease ROU assets, Other current liabilities, and Operating lease liabilities in our Condensed Consolidated Balance Sheets. Finance
leases are included in Land, buildings and equipment, net, Current portion of long-term debt, and Long-term debt in our Condensed
Consolidated Balance Sheets.

ROU assets represent the Company's right to use an underlying asset for the lease term and lease liabilities represent the Company's
obligation to make lease payments arising from the lease. ROU assets and liabilities are recognized at the commencement date based on the
net present value of lease payments over the lease term using the Company’s incremental borrowing rates or implicit rates. The Company's
lease terms may include options to extend or terminate the lease when it is reasonably certain that the Company will exercise that option based
on economic factors. The Company recognizes operating fixed lease expense and finance lease depreciation on a straight-line basis over the
lease term. Variable lease expense is recognized in the period in which the obligation for those payments is incurred. The Company accounts
for lease and non-lease components separately for its equipment leases, based on the estimated standalone price of each component, and
combines lease and non-lease components for its real estate leases.

The components of lease costs were as follows:

(in millions)
Three Months Ended 
September 30, 2019

Nine Months Ended 
September 30, 2019

Finance Lease Costs:
Amortization of right of use assets $ 2  $ 8  
Interest on lease liabilities —  1  

Total Finance Lease Costs $ 2  $ 9  

Operating lease costs:
Base rent $ 25  $ 85  
Short-term lease costs —  7  

Variable lease costs(1) 8  23  
Sublease income (2)  (4)  

Total Operating Lease Costs $ 31  $ 111  

__________
(1) Primarily related to taxes, insurance and common area and other maintenance costs for real estate leases.

CNDT Q3 2019 Form 10-Q
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Supplemental cash flow information related to leases was as follows:

(in millions)
Nine Months Ended 
September 30, 2019

Cash paid for the amounts included in the measurement of lease liabilities:
Operating cash flows from operating leases $ (93)  
Operating cash flows from finance leases (1)  

Total Cash Flow from Operating Activities $ (94)  

Financing cash flow from finance leases $ (9)  

Supplemental non-cash information on right of use assets obtained in exchange for new lease obligations:
Operating leases $ 27  

Supplemental balance sheet information related to leases was as follows:

(in millions) September 30, 2019
Operating lease assets:

Operating lease right-of-use assets $ 290  
Operating lease liabilities:

Other current liabilities $ 97  
Operating lease liabilities 245  

Total Operating Lease Liabilities $ 342  

Finance lease assets:
Land, buildings and equipment, net $ 16  
Finance lease liabilities:

Current portion of long-term debt $ 7  
Long-term debt 10  

Total Finance Lease Liabilities $ 17  

The Company's leases generally do not provide an implicit rate, therefore the Company uses its incremental borrowing rate as the discount rate
when measuring operating lease liabilities. The incremental borrowing rate represents an estimate of the interest rate the Company would incur
at lease commencement to borrow an amount equal to the lease payments on a collateralized basis over the term of a lease within a particular
currency environment. The weighted average discount rates for operating and finance leases were 5.5% and 4.8%, respectively.

The weighted average remaining lease terms for operating and finance leases at September 30, 2019, were 5 years and 3 years, respectively.

CNDT Q3 2019 Form 10-Q
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Maturities of operating lease liabilities were as follows:

September 30, 2019

(in millions) Operating Lease Payments
2019 (remaining) $ 30  
2020 104  
2021 77  
2022 53  
2023 35  
Thereafter 94  

Total undiscounted operating lease payments 393  
Less imputed interest 51  

Present value of operating lease liabilities $ 342  

Maturities of finance lease liabilities were as follows:

September 30, 2019

(in millions) Finance Lease Payments

2019 (remaining) $ 3  
2020 6  
2021 5  
2022 3  
2023 1  
Thereafter —  

Total undiscounted finance lease payments 18  
Less imputed interest 1  

Present value of finance lease liabilities $ 17  

As of September 30, 2019, the Company had entered into additional operating lease agreements for real estate of $15 million, which have not
commenced and have not been recognized on the Company's Consolidated Balance Sheet. These operating leases are expected to
commence between the fourth quarter of 2019 and the first quarter of 2020 with lease terms of 4 to 10 years.

As previously disclosed in Note 5 to the Consolidated Financial Statements included in the Company's Annual Report on Form 10-K for the
year ended December 31, 2018, under the previous lease accounting standard, future minimum lease payments for operating leases having
initial or remaining non-cancelable lease term in excess of one year were as follows:

December 31, 2018

(in millions) Operating Lease Payments
2019 $ 153  
2020 113  
2021 78  
2022 53  
2023 33  
Thereafter 76  

Total minimum operating lease payments $ 506  
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New Accounting Standards To Be Adopted

Credit Losses: In June 2016, the FASB updated the accounting guidance related to measurement of credit losses on financial instruments,
which requires financial assets measured at amortized cost to be presented at the net amount expected to be collected. This updated guidance
is effective for fiscal years beginning after December 15, 2019, including interim periods within those fiscal years. The Company is currently
evaluating the impact on its Consolidated Financial Statements.
Note 3 – Revenue

Disaggregation of Revenue

During the second quarter of 2019, the Company changed how it presents the disaggregated revenue by major service line for Government
Services and Healthcare and State and local to reflect how the businesses are managed. This change had no impact on disaggregated
revenue by reportable segment or the timing of revenue recognition. All prior periods presented have been revised to reflect this change.

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

Three Months Ended 
September 30,

Nine Months Ended 
September 30,

(in millions) 2019 2018 2019 2018
Commercial Industries:

Omni-channel communications $ 194  $ 209  $ 597  $ 627  
Human resource services 176  183  540  559  
Industry services 207  228  644  714  

Total Commercial Industries 577  620  1,781  1,900  
Government Services:

Government Services and Healthcare 173  182  528  542  
Payment Services 72  80  221  245  
State and Local 61  63  181  187  
Federal 14  13  41  40  

Total Government Services 320  338  971  1,014  
Transportation:

Tolling 83  79  243  222  
Transit 69  54  185  165  
Photo and Parking 47  47  143  141  
Commercial Vehicle 2  4  8  12  

Total Transportation 201  184  579  540  
Other:

Divestitures —  162  36  648  
Education —  —  1  9  

Total Other —  162  37  657  

Total Consolidated Revenue $ 1,098  $ 1,304  $ 3,368  $ 4,111  

Timing of Revenue Recognition:
Point in time $ 38  $ 33  $ 111  $ 103  
Over time 1,060  1,271  3,257  4,008  

Total Revenue $ 1,098  $ 1,304  $ 3,368  $ 4,111  
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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) September 30, 2019 December 31, 2018
Contract Assets (Unearned Income)
Current contract assets $ 165  $ 177  

Long-term contract assets(1) 7  7  
Current unearned income (95)  (112)  

Long-term unearned income(2) (23)  (32)  

Net Contract Assets (Unearned Income) $ 54  $ 40  

Accounts receivable, net $ 840  $ 782  

__________
(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

Revenues of $16 million and $97 million were recognized during the three and nine months ended September 30, 2019, respectively, related to
the Company's unearned income at December 31, 2018. Revenues of $25 million and $128 million were recognized during the three and nine
months ended September 30, 2018, respectively, related to the Company's unearned income at January 1, 2018.

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
September 30, 2019, was approximately $1.8 billion. The Company expects to recognize approximately 66% of this revenue over the next two
years and the remainder thereafter.

Note 4 – Segment Reporting

The Company's reportable segments correspond to how the Company organizes and manages the business and are aligned to the industries
in which the Company's clients operate.

Our financial performance is based on Segment Profit / (Loss) and Segment Adjusted EBITDA for the following three reportable segments:
Commercial Industries, Government Services and Transportation.

Commercial Industries: Our Commercial Industries segment provides business process services and customized solutions to clients in a
variety of industries. Across the Commercial Industries segment, we deliver end-to-end, business-to-business and business-to-customer
services that enable our clients to optimize their key processes. Our multi-industry competencies include omni-channel communications,
human resource management and finance and accounting services.

Government Services: Our Government Services segment provides government-centric business process services to U.S. federal, state and
local and foreign governments for public assistance, program administration, transaction processing and payment services.
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Transportation: Our Transportation segment provides systems and support services to transportation departments and agencies globally.
Offerings include support for electronic toll collection, public transit, parking and photo enforcement.

Other includes our divestitures and our Student Loan business, which the Company exited in the third quarter of 2018.

Selected financial information for our reportable segments was as follows:

Three Months Ended 
September 30,

(in millions)
Commercial
Industries

Government
Services Transportation Other

Shared IT /
Infrastructure &
Corporate Costs Total

2019 Divestitures Other

Revenue $ 577  $ 320  $ 201  $ —  $ —  $ —  $ 1,098  
Segment profit (loss) $ 108  $ 100  $ 38  $ —  $ —  $ (174)  $ 72  
Segment depreciation and
amortization $ 25  $ 6  $ 9  $ —  $ —  $ 15  $ 55  
Adjusted EBITDA $ 133  $ 106  $ 47  $ —  $ —  $ (159)  $ 127  

2018

Revenue $ 620  $ 338  $ 184  $ 162  $ —  $ —  $ 1,304  
Segment profit (loss) $ 128  $ 106  $ 30  $ 15  $ (6)  $ (168)  $ 105  
Segment depreciation and
amortization $ 22  $ 7  $ 9  $ —  $ 1  $ 14  $ 53  
Adjusted EBITDA $ 150  $ 112  $ 39  $ 15  $ (5)  $ (154)  $ 157  

Nine Months Ended 
September 30,

(in millions)
Commercial
Industries

Government
Services Transportation Other

Shared IT /
Infrastructure &
Corporate Costs Total

2019 Divestitures Other

Revenue $ 1,781  $ 971  $ 579  $ 36  $ 1  $ —  $ 3,368  
Segment profit (loss) $ 329  $ 289  $ 89  $ 1  $ —  $ (508)  $ 200  
Segment depreciation and
amortization $ 68  $ 21  $ 26  $ —  $ —  $ 45  $ 160  
Adjusted EBITDA $ 397  $ 310  $ 119  $ 1  $ —  $ (463)  $ 364  

2018

Revenue $ 1,900  $ 1,014  $ 540  $ 648  $ 9  $ —  $ 4,111  
Segment profit (loss) $ 358  $ 314  $ 82  $ 95  $ (13)  $ (516)  $ 320  
Segment depreciation and
amortization $ 75  $ 23  $ 27  $ 4  $ 3  $ 34  $ 166  
Adjusted EBITDA $ 433  $ 335  $ 109  $ 99  $ (10)  $ (482)  $ 484  
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(in millions)
Three Months Ended 

September 30,
Nine Months Ended 

September 30,

Segment Profit (Loss) Reconciliation to Pre-tax Income (Loss) 2019 2018 2019 2018

Income (Loss) Before Income Taxes $ (14)  $ (252)  $ (1,471)  $ (252)  
Reconciling items:

Amortization of acquired intangible assets 61  60  184  181  
Restructuring and related costs 8  31  50  68  
Interest expense 20  22  60  92  
(Gain) loss on extinguishment of debt —  108  —  108  
Goodwill impairment —  —  1,351  —  
(Gain) loss on divestitures and transaction costs 3  54  19  9  
Litigation costs (recoveries), net 2  78  15  113  
Other (income) expenses, net (8)  4  (8)  1  

Segment Pre-tax Income (Loss) $ 72  $ 105  $ 200  $ 320  

Segment depreciation and amortization (including contract inducements) $ 55  $ 53  $ 160  $ 166  
Other adjustments —  (1)  4  (2)  

Adjusted EBITDA $ 127  $ 157  $ 364  $ 484  

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

Note 5 – Assets/Liabilities Held for Sale

In February 2019, the Company completed the sale of a portfolio of select standalone customer care contracts to Skyview Capital LLC. During
the first quarter of 2019, the Company recorded an additional loss, inclusive of transaction costs, of $12 million on the sale of this portfolio,
reflecting certain changes in estimates that were made when recording the initial charge. The revenue generated from this business was $36
million for the three months ended March 31, 2019 and $439 million for the year ended December 31, 2018.

Note 6 – Business Acquisition

In January 2019, the Company completed the acquisition of Health Solutions Plus (HSP), a software provider of healthcare payer
administration solutions, for a total base consideration of $90 million and a maximum contingent consideration payment of $8 million based on
a cumulative achievement over two years. Revenues recorded for the three and nine months ended September 30, 2019, were $6 million and
$15 million, respectively. Pre-tax income for the three and nine months ended September 30, 2019, were $2 million and $4 million, respectively.
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The Company’s purchase price allocation for the HSP acquisition is preliminary and subject to revision as additional information related to the
fair value of assets and liabilities becomes available. The preliminary purchase price based upon the current determination of fair value at
September 30, 2019 was as follows:

(in millions) September 30, 2019
Fair Value of Consideration Transferred:
Cash paid $ 90  
Recorded earn-out payable 7  

Total Consideration $ 97  

Allocation of Purchase Price:
Net tangible assets $ 10  
Developed technology 20  
Costs Assigned to Intangible Assets

Customer relationships 18  
Trademarks and trade names 1  
Goodwill 48  

Total Intangible Assets 67  

Total Assets $ 97  

The weighted average amortization periods are 7 years, 15 years and 1.5 years for Developed technology, Customer relationships and
Trademarks and trade names, respectively. The acquired goodwill is associated with the Company's Commercial Industries segment. This
acquired goodwill, while tax deductible, includes $7 million related to contingent consideration payable that is not tax deductible until it is
earned and paid. The goodwill recognized is attributable primarily to expected synergies and the assembled workforce of HSP. The Developed
technology is classified as Product Software within Other long-term assets on the Condensed Consolidated Balance Sheets.

The Company has not presented separate results of operations or combined pro forma financial information of the Company and the acquired
interests because the results of operations of the acquired business are considered immaterial.

Note 7 – Restructuring Programs and Related Costs

The Company engages in a series of restructuring programs related to downsizing its employee base, exiting certain activities, outsourcing
certain internal functions and engaging in other actions designed to reduce its cost structure and improve productivity. The implementation of
the Company's strategic transformation program and various productivity initiatives have reduced the Company's real estate footprint across all
geographies and segments resulting in increased lease cancellation 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 $0 million and $18 million for the
three and nine months ended September 30, 2019, respectively. Management continues to evaluate the Company's business, 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 we have either a formal severance plan or a history of consistently providing severance benefits representing a
substantive plan, we recognize employee severance costs when they are both probable and reasonably estimable.
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A summary of the Company's restructuring program activity during the nine months ended September 30, 2019 and 2018 was as follows:

(in millions)
Severance and
Related Costs

Lease Cancellation
and Other Costs Total

Accrued Balance at December 31, 2018 $ 13  $ 36  $ 49  

Restructuring provision 22  34  56  
Adjustments to prior accruals (5)  (3)  (8)  

Total Net Current Period Charges 17  31  48  
Payments and other charges against reserve and currency (17)  (27)  (44)  
Adoption of new lease standard —  (22)  (22)  
Asset impairment —  (11)  (11)  

Accrued Balance at September 30, 2019 $ 13  $ 7  $ 20  

(in millions)
Severance and
Related Costs

Lease Cancellation
and Other Costs Total

Accrued Balance at December 31, 2017 $ 14  $ 30  $ 44  

Restructuring provision 34  33  67  
Adjustments to prior accruals (4)  5  1  

Total Net Current Period Charges 30  38  68  
Payments and other charges against reserve and currency (28)  (27)  (55)  
Other —  3  3  

Accrued Balance at September 30, 2018 $ 16  $ 44  $ 60  

In addition, the Company recorded professional support costs associated with the strategic transformation program in Restructuring and related
costs of $2 million and $0 million for the nine months ended September 30, 2019 and 2018, respectively.

The following table summarizes the total amount of costs incurred in connection with these restructuring programs by segment:

 
Three Months Ended 

September 30,
Nine Months Ended 

September 30,

(in millions) 2019 2018 2019 2018

Commercial Industries $ 3  $ 11  $ 14  $ 25  
Government Services —  1  1  1  
Transportation —  1  1  1  
Other (1)  2  —  5  
Shared IT / Infrastructure & Corporate Costs 6  17  32  36  

Total Net Restructuring Charges $ 8  $ 32  $ 48  $ 68  
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Note 8 – Debt

Long-term debt was as follows:

(in millions) September 30, 2019 December 31, 2018

Term loan A due 2022 $ 667  $ 705  
Term loan B due 2023 827  833  
Senior notes due 2024 34  34  
Finance lease obligations 17  26  

Principal debt balance 1,545  1,598  
Debt issuance costs and unamortized discounts (27)  (31)  
Less: current maturities (50)  (55)  

Total Long-term Debt $ 1,468  $ 1,512  

Note 9 – 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 September 30, 2019 and December 31, 2018, the Company had outstanding forward exchange contracts with gross notional values of $217
million and $167 million, respectively. Approximately 74% of these contracts mature within three months, 10% in three to six months, 12% 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 10 – Fair Value of Financial Assets and Liabilities for additional information regarding the fair value of the Company's foreign
exchange forward contracts.

Note 10 – 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 base 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.

Unless noted herein, the Company's valuation methodologies for assets and liabilities measured at fair value are described in Note 10 to the
Consolidated Financial Statements included in the Company's Annual Report on Form 10-K for the year ended December 31, 2018.
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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 is Level 2. 

(in millions) September 30, 2019 December 31, 2018
Assets:

Foreign exchange contract - forward $ 3  $ 3  

Total Assets $ 3  $ 3  

Liabilities:
Foreign exchange contracts - forwards $ —  $ 1  

Total Liabilities $ —  $ 1  

Summary of Other Financial Assets and Liabilities

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

 September 30, 2019 December 31, 2018

(in millions)
Carrying
Amount

Fair
Value

Carrying
Amount

Fair
Value

Assets:
Assets held for sale $ —  $ —  $ 15  $ 15  

Liabilities:
Long-term debt $ 1,468  $ 1,434  $ 1,512  $ 1,463  
Liabilities held for sale $ —  $ —  $ 40  $ 40  

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 the Assets held for sale and the Liabilities held for sale were measured based on the sales price less estimated transactions
costs (Level 3).

The fair value of Long-term debt was estimated based on the current rates offered to the Company for debt of similar maturities (Level 2).

Note 11 – Employee Benefit Plans

The Company has post-retirement savings and investment plans in several countries, including the U.S., U.K. and Canada. In many instances,
employees from those 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 allowed to contribute a portion of their salaries and bonuses to the plans.
Historically, the Company matched a portion of employee contributions. However, beginning in 2019, the Company has suspended its match to
the 401(k) plan for all U.S. salaried employees.

The Company recognized an expense related to its defined contribution plans of $2 million and $7 million for the three months ended
September 30, 2019 and 2018, respectively, and $7 million and $23 million for the nine months ended September 30, 2019 and 2018,
respectively. As a result of suspending 401(k) match for U.S. employees as indicated above, there was a $3 million and a $9 million reduction
in expense for the three and nine months ended September 30, 2019, respectively.

CNDT Q3 2019 Form 10-Q
19



Table of Contents

Note 12 – Accumulated Other Comprehensive Loss (AOCL)

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

(in millions)

Currency
Translation

Adjustments
Gains (Losses) on
Cash Flow Hedges

Defined Benefit
Pension Items Total

Balance at December 31, 2018 $ (426)  $ 2  $ (1)  $ (425)  
Other comprehensive income (loss) before reclassifications (9)  1  —  (8)  
Amounts reclassified from accumulated other comprehensive loss 15  —  (1)  14  

Net current period other comprehensive income (loss) 6  1  (1)  6  

Balance at September 30, 2019 $ (420)  $ 3  $ (2)  $ (419)  

(in millions)

Currency
Translation

Adjustments
Gains (Losses) on
Cash Flow Hedges

Defined Benefit
Pension Items Total

Balance at December 31, 2017 $ (437)  $ 1  $ (58)  $ (494)  
Reclassification of amounts impacted by Tax Reform —  —  (5)  (5)  

Other comprehensive income (loss) before reclassifications (27)  (3)  64  34  
Amounts reclassified from accumulated other comprehensive loss 41  —  —  41  

Net current period other comprehensive income (loss) 14  (3)  64  75  

Balance at September 30, 2018 $ (423)  $ (2)  $ 1  $ (424)  

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

Note 13 – Contingencies and Litigation

As more fully discussed below, the Company is involved in a variety of claims, lawsuits, investigations and proceedings concerning:
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, regulations and matters. 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
September 30, 2019. 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 in excess of 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 final 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 condensed consolidated financial position or
liquidity. As of September 30, 2019, the Company had accrued its estimate of liability incurred under its indemnification arrangements and
guarantees.
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Litigation Against the Company

State of Texas v. Xerox Corporation, Conduent Business Services, LLC (f/k/a Xerox Business Services, LLC), Conduent State
Healthcare, LLC (f/k/a Xerox State Healthcare, LLC, f/k/a ACS State Healthcare, LLC) and Conduent Incorporated: On May 9, 2014, the
State of Texas, via the Texas Office of Attorney General (the “State”), filed a lawsuit in the 53rd Judicial District Court of Travis County, Texas.
The lawsuit alleged that Conduent State Healthcare LLC (f/k/a Xerox State Healthcare, LLC and ACS State Healthcare) (“CSH”), Conduent
Business Services LLC (“CBS”) and Conduent Incorporated (“CI”) (collectively, CSH, CBS and CI are referred to herein as the "Conduent
Defendants") and Xerox Corporation (together with the Conduent Defendants, the “Defendants”) violated the Texas Medicaid Fraud Prevention
Act in the administration of its contract with the Texas Department of Health and Human Services (“HHSC”) (the “State Action”). In February
2019 a settlement agreement and release was reached among the Defendants, the State and HHSC which was amended in May 2019 ("Texas
Agreement"). Pursuant to the terms of the Texas Agreement, the Conduent Defendants were required to pay the State of Texas $236 million, of
which $118 million was paid in 2019 with a balance of $118 million due in January 2020, which is fully reserved. The Company provided bank
issued letters of credit to the State in the amount of $118 million to secure the payment due in January 2020 which will be released on the 91st
day following the Company’s payment. The case has been dismissed with prejudice with a full release and discharge of the Defendants.

Dennis Nasrawi v. Buck Consultants et al.: On October 8, 2009, plaintiffs filed a lawsuit in the Superior Court of California, Stanislaus
County, and on November 24, 2009, the case was removed to the U.S. Court for the Eastern District of California, Fresno Division. Plaintiffs
allege actuarial negligence against Buck Consultants, LLC (“Buck”), which was a wholly-owned subsidiary of Conduent, for the use of faulty
actuarial assumptions in connection with the 2007 actuarial valuation for the Stanislaus County Employees Retirement Association
(“StanCERA”). Plaintiffs allege that the employer contribution rate adopted by StanCERA based on Buck’s valuation was insufficient to fund the
benefits promised by the County. On July 13, 2012, the Court entered its ruling that the plaintiffs lacked standing to sue in a representative
capacity on behalf of all plan participants. The Court also ruled that plaintiffs had adequately pleaded their claim that Buck allegedly aided and
abetted StanCERA in breaching its fiduciary duty. Plaintiffs then filed their Fifth Amended Complaint and added StanCERA to the litigation.
Buck and StanCERA filed demurrers to the amended complaint. On September 13, 2012, the Court sustained both demurrers with prejudice,
completely dismissing the matter and barring plaintiffs from refiling their claims. Plaintiffs appealed, and ultimately the California Court of
Appeals (Sixth District) reversed the trial court’s ruling and remanded the case back to the trial court as to Buck only, and only with respect to
Plaintiffs' claim of aiding and abetting StanCERA in breaching its fiduciary duty. This case has been stayed pending the outcome of parallel
litigation the plaintiffs are pursuing against StanCERA. The parallel litigation was tried before the bench in June 2018, and on January 24,
2019, the court found in favor of StanCERA, holding that it had not breached its fiduciary duty to plaintiffs. On April 26, 2019, Plaintiffs in the
parallel litigation filed an appeal. Nasrawi remains stayed until the parallel litigation is finally concluded. Absent the court finding that StanCERA
breached its fiduciary duty, plaintiffs’ claim against Buck for aiding and abetting said breach would not appear viable. Buck will continue to
aggressively defend these lawsuits. In August 2018, Conduent sold Buck Consultants, LLC; however, the Company retained this liability after
the sale. 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.
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Conduent Business Services, LLC v. Cognizant Business Services, LLC: On April 12, 2017, Conduent Business Services LLC
(“Conduent”) 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 Conduent and Cognizant, as amended and supplemented (the “Contract”). The
Contract contains certain minimum purchase obligations by Conduent 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 Conduent
under Conduent’s contract with the New York Department of Health to provide Medicaid Management Information Systems. In the lawsuit,
Conduent seeks damages in excess of $150 million. During the first quarter of 2018, Conduent provided notice to Cognizant that it was
terminating the Contract for cause and recorded in the same period certain charges associated with the termination. Conduent also alleges that
it terminated the Contract for cause, because, among other things, Cognizant violated the Foreign Corrupt Practices Act. 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 for termination fees. Conduent has responded to Cognizant’s counterclaims by
denying the allegations. Cognizant filed a second amended counterclaim seeking an additional $43 million to satisfy the minimum revenue
commitment attributable to the years 2017-2020, which increased Cognizant's damages claim to $90 million. Based on Conduent's breach of
contract and termination for cause claims, Conduent does not believe that it has any obligations to Cognizant under the Contract to pay the
minimum revenue commitment penalty. Conduent will continue to vigorously defend itself against the counterclaims but 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.

Other Matters

Since 2014, Xerox Education Services, Inc. ("XES") has cooperated with several federal and state agencies regarding a variety of matters,
including XES' self-disclosure to the U.S. Department of Education (the "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 an inquiry the Illinois Attorney General's Office recently commenced, the Company has resolved the investigations the CFPB and several
state agencies commenced and continues to work with the Department and the U.S. Department of Justice to resolve all outstanding issues,
including a number of operational projects that XES discovered and disclosed since 2014. The Company cannot provide assurance that the
CFPB, another regulator, a financial institution on behalf of which the Company serviced third-party student loans, or another party will not
ultimately commence a legal action against XES in which fines, penalties or other liabilities are sought from XES. 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 current 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 Services and Transportation segments, require the Company to provide a surety
bond or a letter of credit as a guarantee of performance. As of September 30, 2019, the Company had $564 million of outstanding surety bonds
used to secure its performance of contractual obligations with its clients and $229 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 the amount of 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 (including
its Credit Facility) to allow it to respond to future requests for proposals that require such credit support.
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Note 14 – 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 pays 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.

Note 15 – Earnings per Share

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

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

 
Three Months Ended 

September 30,
Nine Months Ended 

September 30,

(in millions, except per share data in whole dollars and shares in thousands) 2019 2018 2019 2018

Net income (loss)  $ (16)  $ (237)  $ (1,353)  $ (276)  
Cash dividend paid - preferred stock  (2)  (2)  (7)  (7)  

Adjusted Net Income (Loss) Available to Common Shareholders  $ (18)  $ (239)  $ (1,360)  $ (283)  

Weighted average common shares outstanding  209,626  206,605  208,741  205,739  
Common shares issuable with respect to:  

Stock options  —  —  —  —  
Restricted stock and performance units / shares  —  —  —  —  

Adjusted Weighted Average Common Shares Outstanding  209,626  206,605  208,741  205,739  

Net Income (Loss) per Share:  
Basic  $ (0.09)  $ (1.16)  $ (6.52)  $ (1.38)  
Diluted  $ (0.09)  $ (1.16)  $ (6.52)  $ (1.38)  

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):

Stock Options —  193  —  193  
Restricted stock and performance shares/units 4,473  5,097  4,473  5,097  
Convertible preferred stock 5,393  5,393  5,393  5,393  

Total Anti-Dilutive Securities 9,866  10,683  9,866  10,683  
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Note 16 – Supplementary Financial Information

The components of Other assets and liabilities were as follows:

(in millions) September 30, 2019 December 31, 2018
Other Current Assets
Prepaid expenses $ 99  $ 87  
Income taxes receivable 40  40  
Value-added tax (VAT) receivable 21  22  
Restricted cash 8  9  
Other 145  76  

Total Other Current Assets $ 313  $ 234  

Other Current Liabilities
Accrued liabilities $ 363  $ 330  
Litigation related accruals 176  147  
Current operating lease liabilities 97  —  
Restructure reserves 13  36  
Income tax payable 7  3  
Other taxes payable 17  15  
Other 20  36  

Total Other Current Liabilities $ 693  $ 567  

Other Long-term Assets
Internal use software, net $ 148  $ 123  
Deferred contract costs, net 83  100  
Product software, net 35  18  
Other 104  88  

Total Other Long-term Assets $ 370  $ 329  

Other Long-term Liabilities
Litigation related accruals $ —  $ 144  
Income tax liabilities 14  29  
Unearned income 23  32  
Restructuring reserves 7  13  
Other 43  62  

Total Other Long-term Liabilities $ 87  $ 280  
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Note 17 – Goodwill

In the first quarter of 2019, the Transportation reporting unit experienced unanticipated losses of certain customer contracts, lower than
expected new customer contracts and higher costs of delivery (all subsequent to February 2019), and as a result, the growth of this reporting
unit decreased resulting in its fair value being below its carrying value by an estimated $284 million. Accordingly, the Company recorded a pre-
tax impairment charge of $284 million for the three months ended March 31, 2019.

In the second quarter of 2019, there were further unanticipated losses of certain customer contracts, lower potential future volumes and lower
than expected new customer contracts (all subsequent to May 9, 2019). This led to actual results being below budget and a further downward
revision of the long-term forecast across all the Company's reporting units (Financial Services & Healthcare, Consumer & Industrial, Europe
(together comprising Commercial Industries), Government Services, and Transportation). As a consequence of the business performance and
the strategy pivot due to changes in management that occurred in the second quarter of 2019, the Company lowered its sales outlook, average
margin expectation for the future years, and increased its weighted average cost of capital.  

Based upon the information identified in the second quarter of 2019, the Company performed an interim goodwill impairment assessment for all
its reporting units which resulted in a pre-tax impairment charge of $1.1 billion for the three months ended June 30, 2019. The cumulative
impairment charge for the nine months ended September 30, 2019 was $1.4 billion.

The following table presents the changes in the carrying amount of goodwill, by reportable segments:

 (in millions) Commercial Industries Government Services Transportation Total

Balance at December 31, 2017 $ 1,399  $ 1,310  $ 657  $ 3,366  
Foreign currency translation (10)  —  (16)  (26)  
Assets held-for-sale (12)  —  —  (12)  

Other(1) 14  66  —  80  

Balance at December 31, 2018 $ 1,391  $ 1,376  $ 641  $ 3,408  

Foreign currency translation (5)  (8)  (1)  (14)  
Acquisition 48  —  —  48  
Impairment (565)  (226)  (560)  (1,351)  

Other(1) (1)  —  —  (1)  

Balance at September 30, 2019 $ 868  $ 1,142  $ 80  $ 2,090  

__________
(1) Represents true-up to 2018 and 2017 Assets held for sale, respectively.

There was no impairment identified in the third quarter of 2019 for any of our reporting units.
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Note 18 – Related Party Transactions

During the third quarter of 2019, Carl C. Icahn and his affiliates (shareholders) increased their ownership interest in the Company. 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 / Selling, General and administrative, respectively, on the Company's Condensed Consolidated Statements of
Income (Loss).

Transactions with related parties were as follows:

Three Months Ended 
September 30,

Nine Months Ended 
September 30,

 (in millions) 2019 2018 2019 2018

Revenue from related parties $ 7  $ 10  $ 25  $ 32  
Purchases from related parties $ 6  $ 6  $ 18  $ 23  

The Company's receivable and payable balances with related party entities were not material as of September 30, 2019 and December 31,
2018.
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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 help the reader understand the results of operations and financial
condition of Conduent Incorporated and its consolidated subsidiaries. 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

We are a global enterprise and leading provider of mission-critical  services and solutions on behalf of businesses and governments – creating
exceptional outcomes for its clients and the millions of people who count on them. Through people, process expertise in transaction-intensive
processing, and technology such as analytics and automation, Conduent solutions and services create value by improving efficiencies,
reducing costs and enabling revenue growth. A majority of Fortune 100 companies and over 500 government entities depend on Conduent
every day to manage their business processes and essential interactions with their end users. The Company's portfolio includes industry-
focused solutions in attractive growth markets such as healthcare and transportation, as well as solutions that serve multiple industries such as
transaction processing, customer care, human resource solutions and payment services.

We create value for our clients through efficient service delivery combined with a personalized and seamless experience for the end-user. We
apply our expertise, technology and innovation to continually modernize our offerings for improved customer and constituent satisfaction and
loyalty, increase process efficiency and respond rapidly to changing market dynamics. Our strategy is to drive portfolio focus, operational
discipline, sales and delivery excellence and innovation, complemented by tightly aligned investments. Our differentiated services and solutions
improve experiences for millions of people every day. Conduent’s solutions deliver exceptional outcomes for its clients, including $16 billion in
medical bill savings, $11 billion in child support payments processed more efficiently, up to 40% efficiency increase in HR operations, and up to
40% improvement in processing costs, while driving higher end-user satisfaction.

Headquartered in Florham Park, New Jersey, we have a team of approximately 68,000 people as of September 30, 2019, servicing customers
from service centers in 23 countries.
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Financial Review of Operations

Three Months Ended 
September 30, 2019 vs. 2018

($ in millions) 2019 2018 $ Change % Change

Revenue $ 1,098  $ 1,304  $ (206)  (16)%

Operating Costs and Expenses
Cost of services (excluding depreciation and amortization) 859  1,005  (146)  (15)%
Selling, general and administrative (excluding depreciation and amortization) 112  139  (27)  (19)%
Research and development (excluding depreciation and amortization) 1  2  (1)  (50)%
Depreciation and amortization 115  113  2  2 %
Restructuring and related costs 8  31  (23)  (74)%
Interest expense 20  22  (2)  (9)%
(Gain) loss on extinguishment of debt —  108  (108)  (100)%
(Gain) loss on divestitures and transaction costs 3  54  (51)  (94)%
Litigation costs (recoveries), net 2  78  (76)  (97)%
Other (income) expenses, net (8)  4  (12)  

Total Operating Costs and Expenses 1,112  1,556  (444)  

Income (Loss) Before Income Taxes (14)  (252)  238  
Income tax expense (benefit) 2  (15)  17  

Net Income (Loss) $ (16)  $ (237)  $ 221  

Nine Months Ended 
September 30, 2019 vs. 2018

($ in millions) 2019 2018 $ Change % Change

Revenue $ 3,368  $ 4,111  $ (743)  (18)%

Operating Costs and Expenses
Cost of services (excluding depreciation and amortization) 2,644  3,193  (549)  (17)%
Selling, general and administrative (excluding depreciation and amortization) 360  427  (67)  (16)%
Research and development (excluding depreciation and amortization) 6  7  (1)  (14)%
Depreciation and amortization 342  345  (3)  (1)%
Restructuring and related costs 50  68  (18)  (26)%
Interest expense 60  92  (32)  (35)%
(Gain) loss on extinguishment of debt —  108  (108)  (100)%
Goodwill impairment 1,351  —  1,351  
(Gain) loss on divestitures and transaction costs 19  9  10  111 %
Litigation costs (recoveries), net 15  113  (98)  (87)%
Other (income) expenses, net (8)  1  (9)  

Total Operating Costs and Expenses 4,839  4,363  476  

Income (Loss) Before Income Taxes (1,471)  (252)  (1,219)  
Income tax expense (benefit) (118)  24  (142)  

Net Income (Loss) $ (1,353)  $ (276)  $ (1,077)  
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Revenue

Revenue for the three and nine months ended September 30, 2019 decreased, compared to the prior year periods, primarily due to the impact
from divestitures completed in 2018 and 2019, pricing pressure, contract losses and currency fluctuations. Partially offsetting these declines
were increases from the ramp of new business.

Cost of Services (excluding depreciation and amortization)

Cost of services for the three and nine months ended September 30, 2019 decreased, compared to the prior year periods, mainly driven by
divestitures completed in 2018 and 2019, reductions in real estate, information technology and labor costs from our strategic transformation
initiatives, lost business, strategic contract actions taken by management as part of portfolio management and lower volumes.

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

Lower SG&A for the three and nine months ended September 30, 2019, compared to the prior year periods, was reflective of the impact of our
strategic transformation initiatives, primarily due to reductions in labor costs, including reductions in 401(k) costs, other variable compensation
costs, sub-contracting and negotiated IT contract costs.

Depreciation and Amortization

Depreciation and amortization for the three months ended September 30, 2019 increased, compared to the prior year period, primarily due to
the HSP acquisition and increased capitalized software amortization for new projects placed in service.

Depreciation and amortization for the nine months ended September 30, 2019 decreased, compared to the prior year period, primarily due to
the divestitures in 2018, partially offset by the HSP acquisition and increased capitalized software amortization for new projects placed in
service. Refer to Note 6 – Business Acquisition to the Condensed Consolidated Financial Statements for additional information regarding the
HSP acquisition.

Restructuring and Related Costs

Restructuring and related costs for the three months ended September 30, 2019 include $1 million of severance costs and $7 million of lease
cancellation and other costs as part of our effort to consolidate our real estate footprint.

Restructuring and related costs for the nine months ended September 30, 2019 include $17 million of severance costs due to headcount
reductions worldwide, $18 million of costs related to data center migration, $13 million of lease cancellation and other costs as part of our effort
to consolidate our real estate footprint, and $2 million of strategic transformation costs.

Restructuring and related costs for the three months ended September 30, 2018 include $11 million of severance costs due to headcount
reductions worldwide and $21 million of lease cancellation and other costs as part of our effort to consolidate our real estate footprint.

Restructuring and related costs for the nine months ended September 30, 2018 include $30 million of severance costs due to headcount
reductions worldwide and $38 million of lease cancellation and other costs as part of our effort to consolidate our real estate footprint.

Management continues to evaluate the Company's business, 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.

Refer to Note 7 – Restructuring Programs and Related Costs to the Condensed Consolidated Financial Statements for additional information
regarding our restructuring programs.
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Interest Expense

Interest expense represents interest on long-term debt and the amortization of debt issuance costs. Decreases in Interest expense for the three
and nine months ended September 30, 2019, compared to the prior year periods, were driven primarily by lower average debt balances
resulting mostly from the tender offer in 2018 and repricing. Refer to Note 8 – Debt in the Condensed Consolidated Financial Statements for
additional information.

Goodwill Impairment

The goodwill impairment for the nine months ended September 30, 2019 related to the write-down of the carrying values of the Financial
Services & Healthcare (FS&H), Consumer & Industrial (C&I), Europe, Government Services and Transportation reporting units. Refer to Note
17 – Goodwill to the Condensed Consolidated Financial Statements and the MD&A – Critical Accounting Policies – Goodwill for additional
information regarding these impairment charges.

(Gain) Loss on Divestitures and Transaction Costs

The three months ended September 30, 2019, was related to a loss on sale of assets and transaction costs. The nine months ended
September 30, 2019, consists of $5 million of changes in estimates related to losses on divestitures, $2 million related to a loss on sale of
assets and $12 million of transaction and related costs, $4 million of which relates to costs to remediate Payment Card Industry Data Security
Standards compliance issues related to the sale of select standalone customer care contracts to Skyview Capital LLC.

Litigation Costs (Recoveries), Net

Net litigation costs for the nine months ended September 30, 2019, consist primarily of the recognition of the $13 million discount on the fair
value of the Texas litigation liability established in 2018 due to the acceleration of the settlement in 2019. The prior year period expenses were
primarily due to the increases in reserves for the Texas litigation and establishment of reserves for the Cognizant terminated contracts.

Refer to Note 13 – Contingencies and Litigation to the Condensed Consolidated Financial Statements for additional information.

Income Taxes

The effective tax rate for the three months ended September 30, 2019 was (14.3)%, compared to 6.0% for the three months ended September
30, 2018. The September 30, 2019 rate was lower than the U.S. statutory rate of 21%, primarily due to pre-tax loss and tax from the
geographic mix of income and the inclusion of Global Intangible Low Tax Income (GILTI). The effective tax rate for the three months ended
September 30, 2018 was lower than the U.S. statutory tax rate of 21%, primarily due to tax impacts from the divestitures.

Excluding the impact of the divestitures, amortization and restructuring, the normalized effective tax rate for the three months ended September
30, 2019 was 28.8%. The normalized effective tax rate of 25.6% for the three months ended September 30, 2018, was predominantly impacted
by the exclusion of the divestitures, the Texas litigation reserve, the loss on extinguishment of debt, amortization of intangible assets,
restructuring and divestiture related costs.

The effective tax rate for the nine months ended September 30, 2019 was 8.0%, compared to (9.5)% for the nine months ended September 30,
2018. The September 30, 2019 rate was lower than the U.S. statutory rate of 21%, primarily due to the goodwill impairment charge being
partially non-deductible for tax and the geographic mix of income, partially offset by U.S. federal tax credits and tax benefits recognized on the
sale of a portfolio of select standalone customer care contracts to Skyview Capital LLC. The September 30, 2018 rate was lower than the U.S.
statutory tax rate of 21%, primarily due to pre-tax loss and tax from the divestitures, partially offset by U.S. foreign tax credits.
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Excluding the impact of the goodwill impairment, divestitures, the Texas litigation reserve, amortization and restructuring, the normalized
effective tax rate for the nine months ended September 30, 2019 was 31.3%. The normalized effective tax rate of 23.9% for the nine months
ended September 30, 2018, was predominantly impacted by the exclusion of divestitures, the Texas litigation reserve, the loss on
extinguishment of debt, amortization of intangible assets, restructuring and divestiture related costs.

The Company believes it is reasonably possible that unrecognized tax benefits of approximately $13 million will reverse within 12 months due
to an anticipated audit settlement.

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 Industries,
• Government Services, and
• Transportation.

Other includes our divestitures and our Student Loan business, which the Company exited in the third quarter of 2018.

We are modernizing a significant portion of our information technology infrastructure with new systems and processes and consolidating our
data centers as part of our transformation initiatives. We expect that these changes will provide greater strategic and operational flexibility and
efficiency and better control of our systems and processes. Based on our continuing review of our cybersecurity, we are making additional
investments to enhance our cybersecurity protection. There is a risk, however, that our modernization efforts and data center consolidations
could materially and adversely disrupt our operations. See Part I, Item 1A – Risk Factors of our Annual Report on Form 10-K for the year ended
December 31, 2018 for additional information.

Results of financial performance by segment were:
Three Months Ended 

September 30,

(in millions)
Commercial
Industries

Government
Services Transportation Other

Shared IT /
Infrastructure &
Corporate Costs Total

2019 Divestitures Other

Revenue $ 577  $ 320  $ 201  $ —  $ —  $ —  $ 1,098  
Segment profit (loss) $ 108  $ 100  $ 38  $ —  $ —  $ (174)  $ 72  
Segment depreciation and
amortization $ 25  $ 6  $ 9  $ —  $ —  $ 15  $ 55  
Adjusted EBITDA $ 133  $ 106  $ 47  $ —  $ —  $ (159)  $ 127  

% of Total Revenue 52.6 % 29.1 % 18.3 % — % — % — % 100.0 %
Adjusted EBITDA Margin 23.1 % 33.1 % 23.4 % — % — % — % 11.6 %

2018

Revenue $ 620  $ 338  $ 184  $ 162  $ —  $ —  $ 1,304  
Segment profit (loss) $ 128  $ 106  $ 30  $ 15  $ (6)  $ (168)  $ 105  
Segment depreciation and
amortization $ 22  $ 7  $ 9  $ —  $ 1  $ 14  $ 53  
Adjusted EBITDA $ 150  $ 112  $ 39  $ 15  $ (5)  $ (154)  $ 157  

% of Total Revenue 47.6 % 25.9 % 14.1 % 12.4 % — % — % 100.0 %
Adjusted EBITDA Margin 24.2 % 33.1 % 21.2 % 9.3 % — % — % 12.0 %
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Nine Months Ended 
September 30,

(in millions)
Commercial
Industries

Government
Services Transportation Other

Shared IT /
Infrastructure &
Corporate Costs Total

2019 Divestitures Other

Revenue $ 1,781  $ 971  $ 579  $ 36  $ 1  $ —  $ 3,368  
Segment profit (loss) $ 329  $ 289  $ 89  $ 1  $ —  $ (508)  $ 200  
Segment depreciation and
amortization $ 68  $ 21  $ 26  $ —  $ —  $ 45  $ 160  
Adjusted EBITDA $ 397  $ 310  $ 119  $ 1  $ —  $ (463)  $ 364  

% of Total Revenue 52.9 % 28.8 % 17.2 % 1.1 % — % — % 100.0 %
Adjusted EBITDA Margin 22.3 % 31.9 % 20.6 % 2.8 % — % — % 10.8 %

2018

Revenue $ 1,900  $ 1,014  $ 540  $ 648  $ 9  $ —  $ 4,111  
Segment profit (loss) $ 358  $ 314  $ 82  $ 95  $ (13)  $ (516)  $ 320  
Segment depreciation and
amortization $ 75  $ 23  $ 27  $ 4  $ 3  $ 34  $ 166  
Adjusted EBITDA $ 433  $ 335  $ 109  $ 99  $ (10)  $ (482)  $ 484  

% of Total Revenue 46.2 % 24.7 % 13.1 % 15.8 % 0.2 % — % 100.0 %
Adjusted EBITDA Margin 22.8 % 33.0 % 20.2 % 15.3 % (111.1)% — % 11.8 %

Commercial Industries Segment

Revenue

Commercial Industries revenue for the three months ended September 30, 2019 decreased, compared to the prior year period, primarily driven
by contract losses and price pressure, partially offset by revenue from new contracts.

Commercial Industries revenue for the nine months ended September 30, 2019 decreased, compared to the prior year period, primarily driven
by contract losses, strategic exits and volume and price pressure, partially offset by revenue from new contracts.

Segment Profit and Adjusted EBITDA

Decreases in the Commercial Industries segment profit and adjusted EBITDA margin for the three months ended September 30, 2019,
compared to the prior year period, were mainly driven by overall revenue declines.

Decreases in the Commercial Industries segment profit and adjusted EBITDA margin for the nine months ended September 30, 2019,
compared to the prior year period, were mainly driven by overall revenue declines, partially offset by reductions in IT, real estate and labor
costs from our strategic transformation initiatives.

Government Services Segment

Revenue

Government Services revenue for the three and nine months ended September 30, 2019, decreased compared to the prior year periods,
primarily driven by contract losses and pricing and scope changes associated with a large renewal. These declines were partially offset by
ramp of new business.
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Segment Profit and Adjusted EBITDA

Decrease in the Government Services segment profit and adjusted EBITDA margin for the three and nine months ended September 30, 2019,
compared to the prior year periods, were mainly driven by lower revenue, partially offset by lower IT and delivery costs.

Transportation Segment

Revenue

Transportation revenue for the three and nine months ended September 30, 2019 increased, compared to the prior year periods, primarily
driven by ramp of new business and volume increases, partially offset by client losses.

Segment Profit and Adjusted EBITDA

Transportation segment profit and adjusted EBITDA margin for the three and nine months ended September 30, 2019 increased, compared to
the prior year periods, mainly driven by increased revenue and reduced IT platform spend as well as reductions in real estate and labor costs
from our strategic transformation initiatives.

Other

Revenue

Other revenue for the three and nine months ended September 30, 2019 decreased, compared to the prior year periods, driven mainly by the
divestitures completed in 2018 and 2019 and the run-off of our Student Loan Services business.
Segment Profit (Loss) and Adjusted EBITDA

Decrease in Other segment profit and adjusted EBITDA for the three and nine months ended September 30, 2019, compared to the prior year
periods, were primarily due to divestitures completed in 2018 and 2019 and the run-off of our Student Loan Services business.

Shared IT / Infrastructure & Corporate Costs

Shared IT/Infrastructure and Corporate costs for the three months ended September 30, 2019 increased, compared to the prior year period.
This was primarily driven by an increase in shared IT, partially offset by reduced corporate overhead.

Shared IT/Infrastructure and Corporate costs for the nine months ended September 30, 2019 decreased, compared to the prior year period.
This was primarily driven by corporate cost reductions.
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Metrics

Signings

Signings are defined as estimated future revenues from contracts signed during the period, including renewals of existing contracts. Total
Contract Value (TCV) is the estimated total contractual revenue related to signed contracts. The amounts in the following table exclude
divestitures.

Three Months Ended 
September 30, 2019 vs. 2018

($ in millions) 2019 2018 $ Change % Change

New business TCV $ 234  $ 264  $ (30)  (11)%
Renewals TCV 512  474  38  8 %

Total Signings $ 746  $ 738  $ 8  1 %

Recurring revenue signings(1) $ 71  $ 65  $ 6  9 %

Non-recurring revenue signings(2) $ 43  $ 63  $ (20)  (32)%

Nine Months Ended 
September 30, 2019 vs. 2018

($ in millions) 2019 2018 $ Change % Change

New business TCV $ 787  $ 977  $ (190)  (19)%
Renewals TCV 1,724  2,941  (1,217)  (41)%

Total Signings $ 2,511  $ 3,918  $ (1,407)  (36)%

Recurring revenue signings(1) $ 207  $ 225  $ (18)  (8)%

Non-recurring revenue signings(2) $ 124  $ 177  $ (53)  (30)%

___________
(1) Recurring revenue signings are current period revenue for new business contracts longer than one year.
(2) Non-recurring revenue signings are for contracts shorter than one year.

Signings for the three months ended September 30, 2019 increased, compared to the prior year period, mainly due increased renewals,
partially offset by decreased new business due to sales headcount challenges and a continued focus on strategic wins with acceptable
margins.

Signings for the nine months ended September 30, 2019 decreased, compared to the prior year period, mainly due to sales headcount
challenges and a continued focus on strategic wins with acceptable margins, longer lead times and delays in signings.

Renewal Rate

Renewal rate is defined as the annual recurring revenue (ARR) on contracts that are renewed during the period as a percentage of ARR on all
contracts for which a renewal decision was made during the period, excluding any contracts that were not renewed and where a strategic
action to improve the risk or profitability had been initiated.

Excluding our strategic decision not to renew certain contracts, renewal rates for the three months ended September 30, 2019 and 2018 were
93% and 90%, respectively, and for the nine months ended September 30, 2019 and 2018 were 83% and 96%, respectively.
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Critical Accounting Policies - Goodwill

In the second quarter of 2019, there were further unanticipated losses of certain customer contracts, lower potential future volumes and lower
than expected new customer contracts (all subsequent to May 9, 2019). This led to actual results being below budget and a further downward
revision of the long-term forecast across all the Company’s reporting units (FS&H, C&I, Europe, Government Services, and Transportation). As
a consequence of the business performance and the strategy pivot due to changes in management that occurred in the second quarter of
2019, we lowered our sales outlook, average margin expectation for the future years, and increased our weighted average cost of capital.  
  
The table below summarizes key factors (by reporting unit) impacting our revised forecast within the second quarter of 2019 goodwill
assessment.

Key Factors FS&H C&I Europe
Government

Services Transportation
Lower anticipated new business X X X X X
Potential higher than anticipated contract losses X X X X
Potential volume pressures X X X
Strategic pivot X X X X X

Based upon the information identified in the second quarter of 2019, we performed an interim goodwill impairment assessment for all our
reporting units which resulted in a pre-tax impairment charge of $1.1 billion for the three months ended June 30, 2019. The cumulative
impairment charge for the nine months ended September 30, 2019 was $1.4 billion. There was no impairment identified in the third quarter of
2019 for any of our reporting units.

Capital Resources and Liquidity

As of September 30, 2019, and December 31, 2018, total cash and cash equivalents were $228 million and $756 million, respectively. The
Company also has a $750 million revolving line of credit for its various cash needs, of which $79 million has been utilized for letters of credit.

In February 2019 a settlement agreement and release was reached among the Company, the State of Texas ("State") and the Texas
Department of Health and Human Services, which was amended in May 2019 ("Texas Agreement"). Pursuant to the terms of the Texas
Agreement, the Company was required to pay the State $236 million, of which $118 million was paid in 2019 with a balance of $118 million due
in January 2020, which is fully reserved. The Company provided bank issued letters of credit to the State in the amount of $118 million to
secure the payment due in January 2020 which will be released on the 91st day following the Company’s payment. The case has been
dismissed with prejudice with a full release and discharge of the Company.

As of September 30, 2019, there were $1.5 billion outstanding borrowings under our Credit Agreement of which $50 million was due within one
year. Refer to Note 8 – Debt in the Condensed Consolidated Financial Statements for additional debt information.

We expect our operating cash flows combined with cash on hand and financing activities to be sufficient to fund expected operating and
anticipated capital and other funding requirements for at least the next twelve months.
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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:

 
Nine Months Ended 

September 30,

(in millions) 2019 2018 Better (Worse)

Net cash provided by (used in) operating activities $ (216)  $ 30  $ (246)  
Net cash provided by (used in) investing activities $ (253)  $ 534  (787)  
Net cash provided by (used in) financing activities $ (60)  $ (627)  567  

Operating activities

Net increase in cash used in operating activities of $246 million was primarily related to $131 million in payments for the Texas and other
litigation and higher accounts payable payments of $136 million due to timing.

Investing activities

The increase in cash used in investing activities of $787 million for the nine months ended September 30, 2019, compared to the prior year
period, was primarily due to the absence of the proceeds from divestitures and assets sales in 2018, acquisition of HSP and increased
spending for capital expenditures related to modernizing our information technology infrastructure for both customer-facing and internal
functions in 2019.

Financing activities

The decrease in cash used in financing activities for the nine months ended September 30, 2019, compared to the prior year period, was
related to lower debt payments.

Market Risk Management

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 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 9 – Financial Instruments in the Condensed Consolidated Financial Statements for additional
discussion on our financial risk management.

ITEM 3 — QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information set forth under the “Market Risk Management” section in Item 2 of this Quarterly Report on Form 10-Q is hereby incorporated
by reference in answer to this Item.
 

CNDT Q3 2019 Form 10-Q
36



Table of Contents

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 report. 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
report, 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 Conduent Incorporated, 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

Beginning January 1, 2019, we implemented the new lease accounting standard. Although the adoption of this standard did not have a
material impact on our Condensed Consolidated Statements of Income (Loss) or Condensed Consolidated Statements of Cash Flows for
the nine months ended September 30, 2019, we did implement changes to our internal controls related to the implementation of the new
lease accounting standard. These changes included performing a comprehensive lease scoping analysis to identify, disaggregate and
evaluate each of our lease categories and implementing a new information technology application to calculate ROU assets and lease
liabilities values for our leases. There were no other changes in our internal control over financial reporting during our most recently
completed fiscal quarter that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

PART II — OTHER INFORMATION

ITEM 1 — LEGAL PROCEEDINGS

The information set forth under Note 13 – Contingencies and Litigation in the Condensed Consolidated Financial Statements of this Quarterly
Report on 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 2018 Annual Report on Form 10-K. There have been no material
changes to our risk factors as previously reported in our 2018 Annual Report on Form 10-K.

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

(a) Sales of Unregistered Securities during the Quarter ended September 30, 2019

During the quarter ended September 30, 2019, the Company did not issue any securities in transactions that were not registered under
the Securities Act of 1933, as amended.

(b) Issuer Purchases of Equity Securities during the Quarter ended September 30, 2019

None.
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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 Registrants 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 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 XBRL Taxonomy Extension Calculation Linkbase.
101.DEF XBRL Taxonomy Extension Definition Linkbase.
101.LAB XBRL Taxonomy Extension Label Linkbase.
101.PRE XBRL Taxonomy Extension Presentation Linkbase.
101.SCH 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/ MARIO A. POMPEO

 

Mario A. Pompeo
Vice President and
Chief Accounting Officer
(Principal Accounting Officer)

Date: November 6, 2019
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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.

November 6, 2019
 
/S/ CLIFFORD SKELTON
Clifford Skelton
Principal Executive Officer



EXHIBIT 31(b)

CFO CERTIFICATIONS

I, Brian J. Webb-Walsh, 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.

November 6, 2019

/S/ BRIAN J. WEBB-WALSH
Brian J. Webb-Walsh
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 Form 10-Q of Conduent Incorporated, a New York corporation (the “Company”), for the quarter ended September 30,
2019, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), Clifford Skelton, Chief Executive Officer of the
Company, and Brian J. Webb-Walsh, 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
Clifford Skelton
Chief Executive Officer            
November 6, 2019

/S/  BRIAN J. WEBB-WALSH
Brian J. Webb-Walsh
Chief Financial Officer
November 6, 2019

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.


