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Forward-Lookmg Statements and Factors that May Affect Future Results

In passmg the anate Secuntles ngauon Reform Act of 1995. (the- “Reform Act"), Congress encouraged public companies to
make "forward-looking statements” by creating a "safe harbor” to protect companies from securities law liability in connection
with forward-looking statements. We intend to qualify our written and oral forward-looking statements for protection under the
Reform Act and any other similar safe harbor provisions. Unless the context indicates  otherwise, the words "Company," "we,"

"our,” and "us," when used in this Annual Report on Form 10-K refer co]lecuvely to APAC Customer Serwces, Inc. and its
wholly-owned subs1d1ar1es .

Generally, forward- lookmg statements include expressed expectatlons estimates and pro_]ectlons of future events and financial
performance and the assumptions on which these expressed expectations, estimates and projections are based. Statements that
are not historical facts, including statements about our beliefs -and expectations and those of our management are
forward-looking statements. Sometimes these statements will contain words such as "believes,” "expects,” "anticipates,"
"intends," "estimates," "goals," "would," "could," "should," "plans," and other similar words. All forward-looking statements are
inherently uncertain as they are based on various expectations and. assumptions about future events, and they -are subject to
known and unknown risks and uncertainties that can cause actual events and results to differ materially from historic results and
those projected.

Due to such uncertainties, the investment community is cautioned not to place undue reliance on our written or oral
forward-looking statements, which speak only as of the date on which they were made. If no date is provided, such statements
speak only as of the date of this Annual Report on Form 10-K. We expressly undertake no obligation to publicly update or revise .
any forward-looking statements as a result of changed assumptions, new information, future events or otherwise. :

Forward-looking statements are contained in this Annual Report on Form 10-K, primarily in Items 1, 1A, 3, 7, and 7A.
Moreover, through our senior management, we may from time to time make forward-looking statements about matters described
herein or about other matters concerning us.

There are numerous factors that could prevent us from achieving our goals and cause future results to differ materially from
historic results or those expressed or implied by our forward-looking statements including, but not limited to, the following:

» A large portion of our revenue is generated from a limited number of clients and the loss of one or more of them, or a
reduction in their demand for our services, could materially and adversely affect our financial results.

> Our operating results and financial condition may be affected by the performance of our clients and unfavorable general
economic conditions.

» The failure to effectively manage our production capacity and our workforce could negatively impact our financial results.

»  Our success is subject to the terms of our client contracts and if we are unable to continue operating under existing client
contracts or renew existing client contracts with terms favorable to us, our results of operations and financial condition may
be adversely affected by the loss of clients or by the less favorable terms.

» Our business may be affected by our cash flows from operations and our ability to comply with our debt covenants and
funding requirements under our credit facility.

» Our financial results may be affected by risks associated with international operations and expansion, including, but not
limited to foreign currency fluctuations, tax obligations and changes to laws in other countries.

»  Our principal shareholder can exercise significant control over us and, as a result of such control may be able to exert
considerable influence over our future direction and operations.

»  Our success depends on our ability to recruit and retain a sufficient number of qualified key personnel and the loss of the
services of key personnel without adequate replacement or the inability to attract new qualified personnel could have a
material adverse effect on us.

» We operate in a highly competitive industry and our financial results may suffer if we are unable to adequately address
potential downward pricing pressures and other competitive factors.



» Circumstances outside our control such as typhoons, hurricanes, earthquakes, floods and other acts of God, political
instability, equipment malfunction, telephone or data service interruptions, changes in the telecommunications market, war
and terrorism could seriously harm our domestic or international business operations.

> Unauthonzed disclosure of -sensitive. or conﬁdentlal client and customer data could expose us to proiracted and costly
' litigation, penalties and may cause us to lose clients. :

» Our business and our clients' businesses are subject to federal and state regulation and industry standards and the costs of
compliance with, or liability for v1olat10n of, existing or future regulations or standards could s1gmﬁcantly increase our

costs of doing business.

» The costs and management t1me and attention ass001ated w1th hugatlon could result in a negatlve 1mpact to our financial
results. . X :

» Our business is subject to rapld changes in technology and if.our technology is rendered obsolete or we are unable to
compete effectively, our operating results and financial condition could be materially and adversely affected.

> Volatility in our stock price may result in loss of investment for shareholders, potential litigation and substantial cost
associated with litigation, as well:as diversion of management’s attention. :

More detailed discussions of these risk factors can be found in Items 1A and Ttem 7 of this Annual Repert on Form 10-K.




PARTI
Item 1. Description of Business.
General Overview

We are a leading provider of customer care services and solutions to market leaders in the healthcare, communications, business -
services, media & publishing, travel & entertainment, technology and financial services industries. We deliver highly
customized customer care services and solutions that involve communicating with customers and managing situations that are
unique to each core industry. We provide service through multiple communication channels, including telephone, internet, on-
line chat, email, fax, mail correspondence and automated response generated through technology. We operate ten customer care
centers in the United States, two of which are client-owned facilities, four off-shore customer care centers in the Philippines and
one near-shore customer care center in the Dominican Republic.  As of January 2, 2011, the domestic operations consisted of
approximately 6,300 workstations and the international operations consisted of approximately 4,600 workstations.

Our principal executive office is located at 2201 Waukegan Road., Suite 300; Bannockburn, Tllinois 60015 and the telephone
number at that address is (847) 374-4980.

In 2005, we 1n1tlated a strategic reallgnment to exit our outbound customer acquisition business, focus our resources on mbound
client relationships in a number of key industries and reposition ourselves for long-term growth and profitability. We exited
virtually all of our outbound customer acquisition business which resulted in the closure of 16 centers. We invested heavily in -
the growth of our off-shore capacity in the Philippines and increased our off-shore revenue. In the period from 2006 to 2009, we -
opened three additional centers in the Philippines, bringing our total number of off-shore centers to four. Also, in 2009, we
opened our first near-shore center in Latini America, located in the Dominican Repubhc In 2010, we signed a lease for a fac1hty
in Uruguay and expect to begm operahons there in early 2011.

In September 2010, Kevin Keleghan joined the Company as Pres1dent and Chief Executive Ofﬁcer after serving on our Board of
Directors the previous year. Mr. Keleghan brings broad-based experience and strong strategic capabilities to lead us into the
future. He has more than 25 years of experience in financial and business services, call center management, and outsourcing,
along with a strong track record of operational leadership and of strategically building businesses.

Our Approach and Competitive Strategy

Our focus is to provide customized, high quality customer care services and solutions to market léaders in the communications,
healthcare, business services, media & publishing, travel & entertainment, financial services and:technology industries.
Traditionally, we have focused a majority of our efforts on voice-based interactions with our clients’ customers. In mid-2009,
we dedicated resources to focus more directly on knowledge-based and back office services. We believe the increasing breadth
of related services we provide enables us to build stronger, long-term partnershlps with our chents resultlng in increased client
retention and growth and thereby unprovmg the cons1stency of our revenue flow: :

The services we. provxde are critical to-our clients' success and mvolve 31gmﬁcant 1ntegrat10n with our clients' 1nfonnat10n
technology infrastructure. The applications we integrate into our chents systems are complex, resultmg in implementation and
ramp-up periods that typically take six to twelve months .

We believe that service quality and value are critical factors in a client’s outsourcmg dec1s1on Our sales and client solutJons
teams are dedicated to prospecting and servicing clients in each of ouf core industries. We believe that focusing their time and
expertise on understanding discrete industries enables them to better understand our clients' needs.

We continue to focus on providing customized, high quality customer care services and solutions to market leaders in industries
that place significant value on long-term customer relationships. Our high level growth strategy is to continually provide the
highest level of quality services to our clients. We strive to operate as efficiently as possible, optimizing our capacity and
maximizing our utilization, in order to achieve our target margins. We expect to achieve growth both with existing and new
clients, both domestically and globally: ‘'We will add new centers on the basis of client needs. 'Through growth, we will seek to
diversify our client base and reduce client concentration. We also manage our business with a goal of leveraging our expense
base and increasing cash flow.

Our mission is to help our clients serve their customers better. Each of our clients has developed their own unique view on what
constitutes good service and the resulting levels of customer satisfaction achieved through those services. Our strategy is to

provide a variety of service solutions so that a client can choose options that best fit with their unique view on servicing their
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customers. We advocate solutions that we believe will best meet our clients’ needs, but we believe that the final choice is that of
our clients. Cost and quality are universally important to our clients. With that in mind, we provide choices for location
including domestic, near-shore and off-shore; training developed by us, by our clients or a mix; varying agent experience levels
and hiring criterion; and live operator interaction, self-service or a mix of the two. We provide services from our facilities and
from our clients’ facilities. Service levels, quality criterion and supervisory ratios are always tailored to a clients’ unique needs.
We believe providing customized solutions, which help our clients serve their customers better, creates a long lastmg, mutually
beneficial relationship with our clients. o :

Our Core Industries
Core Industries _ ‘ _ ' tor

Our business model is to partnef with 'robvu_st, grow_iug businesses with leadership positions in their markets that place a premium
on customer loyalty and retentionaud consider high quality, customer care programs an important competitive advantage.

We have focused on the following industries; healthcare, communications, business:services, media & publishing, travel &
entertainment, technology and financial services. In fiscal year 2010, approximately 98% of our revenue was derived from
clients in these key industry verticals and approximately 81% of our revenue was generated from clients in our three largest
industry verticals: healthcare, communications and business services.

Seasonality -

Due to the nature of certain chents busmesses, we experience seasonahty of revenues In partlcular, our healthcare mdustry
clients' call volumes experience seasonality, peaking during open enrollment and plan initiation periods, typically-in the fourth
and first quarter of each fiscal year. Our business services client also experiences peak processing.needs from November
through December coinciding with the holiday season. As healthcare and business services represent a s1gmﬁcant portlon of our
revenue our business is. s1gmﬁcant1y nnpacted by this seasonality.

Our Services

Our services are provided through customer care centers staffed with skilled customer service representatives in domestic,
international and client-owned locations. Our services are highly customized customer care services and solutions that involve
communicating with customers and managing situations that are unique to each core industry. We provide service through
multiple communication channels, including telephone, internet, on-line. chat, email, fax, mail correspondence and automated
Tesponse generated through technology. We offer the following services in each of our core client industries: -

Healthcare

Within the healthcare industry, we offer customer. service support for a wide variety of medical plans, including pharmacy,
medical, dental, vision and Medicare Part D, to plan members and healthcare plan providers alike. Our customer service
representatives answer questions regarding -healthcare members' plan coverage, .including benefits and eligibility, claims
processing, enrollment and plan comparisons, prescription coverage and co-payment determination, and they provide internet
service help desk support and insurance and coverage application assistance. For healthcare providers, our customer service
representatives provide similar information regarding member eligibility and benefits and claims processing. For more complex
programs, we.employ clinical staff such as nurses, pharmacists and pharmacy technicians to handle member and provider
interactions. We also provide :various healthcare clients with internal- help desk support and back’ office functions-for -their
organizations. o .

Communications

Within the communications industry, we provide the following services: product sales, ongoing account maintenance, billing
issue resolution, basic technical support, identifying and remediating product issues; warranty and exchange processes, product
set-up services, pre-paid account mqumes customer. reteéntion activities, number portability, prov131omng and targeted inbound
customer acquisition. :



Business Services

Within the business services industry, we provide a variety of solutions and services including customer care, delivery
scheduling, delivery issue resolution, strategic account management, international services, business to business contact
management and sales, account set-up and maintenance, billing research and resolution, and claims processing.

Media & Pubhshmg

Within the media industry, we provide email support for social networking sites and postings, as well as image review for the
content on those sites. - Additionally, we support cable and broadband subscribers’ inquiries in multiple languages, handling
issues ranging from program and content to installation and.technical support dispatch. Within the publishing industry, we
provide services for account management, subscriber acquisition, verification and retention, and billing and payment support. In
addition to our phone services, we also provide extensive solutions in support of customer correspondence, back-office
document processing and email.

Travel & Entertamment

Within the travel & entertainment mdustry, we provide customer care services 1nc1ud1ng reservation. bookmg for general and
corporate travel, information on hotels, resort properties locations and amenities, car rental and airline policies, cancellations,
billing and account management as well as complaint resolution.

T echnology

Wlthm the. technology mdustry, we provide customer care services that mclude techmcal support for laptops, desktops and
tablets, smartphones and related applications, music -and other devices, as well as services for customer care calls and billing
support inquiries. ' :

Financial Services

Within the financial services industry, our services include assisting customers with card activation, credit inquiries, billing issue
resolution, account maintenance, balance inquiries and transfers, credit line increases, and credit insurance products... We -also
support the insurance, fraud protcction and identity theft products often delivered to the consumer customers of these cards. Our
client-specific teams handle inquiries from plan and program members related to information updates, fraud a.lerts, cross-sell/up-
sell and cancel/save initiatives. ,

Personnel and Training

Our ability to attract, retain and develop our customer service representatives is critical to our success at delivering quality
customer service. We use a hiring' model designed to select employees motivated to previde, high-quality customer care services.
We use our performance mandgement review process and pay-for-performance compensation program to develop: and motivate
our employees. .

We provide each new employee with extensive job skills training delivered in an.interactive environment. Training programs for
customer . service representatives -are customized to client programs. and teach specialized customer service skills. We provide
additional customer care training, empathy training and telephone etiquette for all of our customer service employees. In
addition to training for specific job performance, our teams receive training on our culture and our guiding values of honesty,
integrity and respect for others. In our international facilities we also provide basic skills training, voice inflection and accent
neutralization training and cducauon in Umted States gcography

We also provide coaching, management and leadership traJmng to front lme superv1sors Our use of leading technology enables
our front line supervisors to provide coaching opportunities to representatives by direct observation, as does our centralized
quality function. See "Quality" and "Technology and Telecommunications."-

We had approximately 13,400 employees on January 31, 2011. None of our employees are subject to collective bargaining
agreements. . « : ,



Operations and Capacity Utilization
Cu._vtomer Care Centers

As of January 2, 2011, we operated 15 ‘customer care centers: eight domestic, two domestic client-owned facilities, four
international centers located in the Philippines and one international center located in the Dominican Republic. The United
States operations consisted of approximately 6,300 workstations and the international operations consisted of approximately
4,600 workstations. We expect to begin operations in Uruguay in early 2011.

We operate across multiple shifts in our customer care centers, most having the capability to run 24 hours a day, seven days a
week. Customer care centers can be configured to meet specific client needs and deliver customer care services across multiple
contact channels, including telephone, internet, on-line chat, email, correspondence and facsimile. See Item 2 of this Annual
Report onForm 10-K under the caption “Properties.” .

Capacity and Workforce Management

Our profitability is influenced significantly by our ability to effectively manage our production capacity and our workforce. To
maximize - profitability we need to continually increase our revenue per production seat and our capacity -utilization, and
maximize our workforce productivity. S ' .

We closely monitor the utilization of our production seats and balance the costs associated with maintaining unutilized and
under-utilized seats with the flexibility needed to quickly respond to incremental client demands. We use leading workforce
management platforms which allow us to more effectively manage our employees' time, quickly respond to changing client
needs and maximize workforce productivity. See "Technology and Telecommunications—Operating Systems and Telephony."
In conjunction with client forecasted call volume, we manage our production capacity and workforce to match call arrival
patterns, matching staffing to skill sets to meet application complexity and maintaining strict schedule adherence for our agents.

See Item 1A of this Annual Report on Form 10-K under the caption “The failure to effectively manage our production capacity
and our workforce could negatively impact our financial results.”

Operational Disciplines

We operate our business according to a set of documented core operations practices and procedures. Self-audits of our standard
operating procedures are conducted on a regular basis to ensure consistent implementation of our practices.across all of our
customer care centers.

Program Implementation

We use an integrated team of professionals to manage the implementation and expansion of client programs. This team is led by
a project manager and includes subject matter experts from operations, information technology, human resources, training,
quality, sales, and account management and compliance. The implementation team serves as the primary interface with our
clients’ own implementation resources, is actively involved in the creation of detailed project plans, and is responsible for end-to-
end implementation. In addition, we typically provide additional front line supervisors at the outset of a new program to ensure
smooth program start-up. The progress of each implementation project is reviewed by our.senior executive team on a weekly
basis. . o ' R

Quality

We believe our ability to retain existing clients and to acquire new clients is directly related to the quality of the services we
provide. Our customer service representatives have direct contact with our clients' customers and help form an impression of our

clients' commitment to quality service. We believe these contacts are a critical component to our clients' long-term success and

are committed to optimizing the level of quality service provided to our clients' customers.

We utilize a quality monitoring system across all of our customer care centers, other. than our client-owned facilities where
quality is monitored directly by the client. We have a quality assurance organization which provides independent, ongoing .
assessments of program quality through direct monitoring of our customer service representatives' interactions with customers.
We follow a comprehensive quality calibration process, which helps ensure that our representative monitoring and feedback
stays aligned with our clients' view of quality.



We use a compensation model that rewards customer service representatives on quality and continuous improvement. Managers
at every customer care center are required to monitor every customer service representative regularly and provide coaching
sessions designed to continuously improve performance. Additionally, we utilize verification recording technologies to monitor
selected calls and provide coaching to the customer services representatives.

We also regularly measure the quality of our services by evaluating such factors as client satisfaction, customer service levels,
average handle times, first call resolution, and average speed of answer. We provide site operations management and clients with’
status reports on a real-time basis and can transmit summary data and captured information electronically to our clients. This
data enables us to quickly modify or enhance ongoing services to improve quality and effectiveness.

Technology and Telecommunications

Our technology and telecommunications platform consists of customer care applications, operating systems and telephony. We
partner with industry leaders to provide tools that we believe are necessary to maximize our business performance, including
voice and data switching, customer-relationship management (CRM) development, quality assurance, workforce admlmstratlon
and data storage and retrieval. :

We continue to invest in technology in order to expand our capacity, update and enhance our internal capabilities, and continue
to provide reliable voice and data networks, operational support systems and customized application solutions to our clients. We
also expect to continue to invest in both established and emerging call center technologies in order to fully optimize our
operational performance and quality. We are committed to protecting sensitive customer-.data and utilize mdustry accepted :
technologles and processes to meet our clients’ needs. : . ‘

Customer Care Applications

Our customer care application strategy is to continually upgrade our capabilities within our flexible and robust multi-channel
technology solution. Each application is customized to efficiently manage the unique customer inquiries that occur in our core
industries and meet market specmhzatlon channel specific needs and complex architecture/process 1ntegrat10n

We maintaip.open—system thin—client platforms in which we deyelop customized (multl-channel) apphcatlon solutions for our
clients. Developed on third-party, industry-standard platforms, we maintain a library of redeployable, proprietary code to
develop new client solutions. We have also invested in open-system integration layers (third-party middleware) that allow us to
integrate our solutions with our clients' systems infrastructure. These solutions allow for enhanced information exchange with
our clients which we believe improves overall performance and results in an enhanced customer experience. .-

We have developed a fully integrated web-based repor.ting system tool that provides real-time and historic’ productivity. data.
from a secure site and communicates the data with a comprehensive set of detailed interaction reports.. Reports are also routinely
customized, leveraging internal and client-based data to meet individual clients' requirements.

Operating Systems and Telephony

We have operational support systems that we deploy in each of our customer care centers. We use leading workforce
management platforms to maximize our ability to forecast interaction volumes, schedule customer service representatives,
monitor adherence to scheduled hours.in order to meet fluctuating client needs and maximize agent productivity, and provide
quality assurance. We believe these platforms, in concert with internally developed best practices, improve .our ability to
provide high quality and efficient services to our clients.

We deploy VOIP (voice over internet protocol) technology to support both our domestic and international advanced routing
requirements. The investment in this flexible, scaleable and cost effective technology improves our responsiveness to client
requirements. This technology also enables us to increase capacity utilization by effectively balancing call demands across
multiple call centers.

We continue to use leading technology to support our afHOME™ agent program, which we believe we can enhance workforce
optimization and improve quality on certain programs by using agents that work from their own homes. We have built an
internal infrastructure to support this program and provide all of the necessary equipment to agents we deploy in this fashion. All
supporting systems have been fully integrated to ensure synergy with our customer care center operations.

We also maintain a number of internal systems to support ourvbusioess. Anchored by a commercia]ly available enterprise
financial platform, we use a combination of internally developed and third-party add-on systems to measure our business. We
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have made significant efforts to build and maintain systems and processes that ensure regulatory compliance at all levels of the
organization.: : : ; :

We contract with multiple, well-established leading providers for domestic and international voice and data services. We
currently obtain pricing based on volume and usage commitments obligating us to pay a minimum charge over the term of the
contracts. ‘ o E ' v :

System Architecture and Redundancy

Our total systems architecture incorporates a number of advanced technology solutions such as telephony and network switching
platforms, interactive voice response systems, on-line chat, email, web collaboration, facsimile, customer relationship
management solutions, knowledge-based tools, quality management, workforce management and optimization, training, and
reporting platforms. These tools are used to create specific solutions for our clients offering them a comprehensive set of
customer care solutions. -~ ' s - ' -

All of the above solutions are supported by a number of back-end production systems that consolidate, process, and transfer
data. A technology recovery plan has been developed to address interruptions in voice and data services and equipment
malfunctions and is tested regularly. We also develop and maintain technology continuity plans for clients which are tailored to
their unique requirements. Additionally, we maintain‘fail over voice capacity and a fully redundant data infrastructure as part of
our technology disaster recovery strategy. See Item 1A of this Annual Report on Form 10-K under the caption “Circumstances
outside our ‘control such as typhoons, hurricanes, earthquakes, floods and other acts of God, political instability, equipment
malfunction, telephone or data service interruptions, changes in the telecommunications market, war and ‘terrorism ‘could
seriously harm our domestic or international business operations.”

Client Relationships

We provide services to our clients under written contracts which generally provide for engagements of one to five years. Most
contracts permit clients to terminate for convenience on short notice and some contracts provide us with a similar right to
terminate without cause. Many contracts for customer care services require adherence to a termination schedule allowing for the
gradual reduction of sérvices over three-month to six-month periods. We have, however, historically established long-term
relationships with many of 6ur clients. The duration of our relationships with individual clients who represent more than 10% of
our annual fiscal year 2010 revenue range in duration from eleven to fifteen years. o SRR

Contracts are tailored to the specific requiremeénts of each client and generally require that we bill for our services based on time
worked by customer service representatives, time spent interacting with customers or on a per call or per transaction basis.
Billing for phone minutes of ‘service requires greater customer service representative productivity to achieve an equivalent
hourly rate. Billing on a per call or per transaction basis shifts additional operational risk to us, since managing the duration of
each call is critical to achieving efficiency under this pricing method. s a S

We are generally subject to varying client quality and performance standards, such as average' handle time, -occupancy rate,
abandonment rate, call quality and customer satisfaction. Qur performance against such standards may provide bonus
opportunities or, conversely, may subject us to penalties. e ' S

Overall, the profitability of a particular client contract is impacted by numerous factors including: whether we bill the client
based on time spent for all staff hours, on a per call basis or on a per minute basis; our ability fo effectively implement the
program and reach our anticipated productivity and performance metrics; our ability to efficiently service the clients” business
and perform at the required quality and service levels demanded by the client over the contract term; and whether we are
incurring penalties or being paid a bonus for our performance. See Item 1A of this Annual Report on Form 10-K under the
captions “The failure to effectively manage our prodiction capacity and our workforce could negativély impact our financial
‘results” and "Our success is subject to the terms of our client contracts and if wé are unable to continue operating under existing
client contracts or renew existing client contracts with terms favorable to us, our results of operations and financial condition
may be adversely affected by the loss of clients or by the less favorable terms."

Competition
We operate in a fragmented and highly competitive growing market. Our competitors range in size from small firms offering

specialized applications to large firms that have more financial resources that enable them to invest more substantially in
growing their business. » . ‘ : : :
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We believe that the principal competitive factors in the industry are cost of services, service quality, the ability to develop and
implement quality, customized products and services quickly, technological expertise, performance against client metrics,
strengthi -of relationship and management credibility and reputation. These factors also include scalability, efficiency and
productivity. We believe that the companies that succeed are companies that build strong client relationships and are able to
successfully deliver quality customer services and solutions that prov1de real value, fm'thenng their clients' progress toward
business goals ' - : : - o

In our opinion, several significant factors impact the current competmve environment: (1) increasing competition is puttlng
pressure on clients and prospective clients to provide higher quality customer service while containing costs and improving
margins; (2) outsourcing is becoming more prevalent and accepted in our core industries as threshold concerns regarding
customer: privacy and information security have been addressed; (3) growth in international capacity, which offers lower pricing
than domestic capacity, largely due to the cost -of labor differential; (4) increased competition for labor and (5) technology
advances. Such factors, when combined, are causing clients and prospective clients to demand more competitive pricing and
higher quality setvice. See Item 1A of this Annual Report on Form 10-K under the caption “We operate in a highly competitive
industry and our financial: results may suffer if we are unable to adequately address potentral downward pncmg pressures and
other competmve factors , ~ . S

Govemment Regulatwn and Industry Self Regulation

Our business is subject to varying degrees of governmental regulation. In addition, several of the industries in which our clients
operate are similarly regulated, particularly the healthcare, telecommunications and financial services industries. Federal and
state laws governing consumer privacy, the collection, use and security of consumer data, the use and disclosure of customer
proprietary network:information, the'sale of insurance products, mortgage banking activities'and the operations of healthcare and
pharmaceutical businesses impose regulatory and licensing obligations on us. There are also self-imposed industry-standards that
apply to the use and security of certain consumer data. In addition, both federal and state laws regulate telephone solicitations to
residential customers. Finally, our Part D Medicare enrollment and customer care programs are subject to the rules and
regulatlons of the Center for Medicare Services.

-Consumer anacy and Informatwn Secunty

Key federal laws’. regulating consumer privacy and’ mforrnatton security mclude the Gramm—Leach -Bliley Act, the Health
Insurance Portability and Accountability Act (HIPAA) and the Telecommunications Act of 1996. In addition, the Payment Card
Industry Standards or PCI Standards apply to the capture storage and transmlss1on of certain consumer credlt card 1nformat10n

Our healthcare chents are "covered entities" under H]PAA and are reqmred to comply with: standards for privacy, transactron
and code sets and data security.- Due to the nature of our servicés, we.are a "business associate” under HIPAA. As a "busrness
associate" we aré required to protect the. secunty and privacy of "protected health mformatton" prov1ded to our clients:

Our telecommumcauons chents are subJect to rcgulatlons governing the unauthonzed disclosure of customer propnetary
network information. These regulations limit the disclosure of non-public customer information regarding telephone services
such as the type of service and usage and billing information. In providing services to our telecommunications clients, we are
required to comply with these regulations.

Many of our clients obtain payment for their services with credit cards. To the extent our services to these clients involve
capturing, storing or transmitting consumer credit card information, these activities are governed by the PCI Standards which

require us to maintain certain information security procedures.

There is increasing federal and state interest in privacy protections and information security, some aspects of which could
impose additional regulatory requirements on our clients' businesses and, indirectly, on our business.

Licensing
We and our employees who are involved in certain types of sales activities, such as the sale of insurance or certain healthcare

products, are required to be licensed by various state commissions or regulatory bodies and to comply with regulations enacted
by those entities. Other examples of activities that require licensing include pharmaceutical and mortgage banking activities. .
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Outbound Telemarketing Sales

While the portion of our business dedicated to outbound telemarketing sales is not significant, we are subject to various federal
and state regulations. On the federal level, both the Federal Trade Commission (FTC) and the Federal Communications
Commission (FCC) regulate the initiation of telephone solicitations to residential telephone subscribers. Federal regulations
prohibit the use of deceptive, unfair and abusive telemarketing sales practices. States have also enacted and continue. to enact
leglslatlon governing telephone sohc1tat10ns, which contain similar restrictions, as well as reglslratlon requirements.

Compllance Activities

We have policies and procedures in place which are mtended to.meet the requlrements of all apphcable laws and regulatlons that
are material to our business. Compames that violate any of these laws or regulations may be subject to enforcement actions, civil
actions or private causes of action initiated by consumers, shareholders or employees, as well as adverse publicity which may
damage their reputation. See Item 1A. of this Annual Report on Form 10-K under the captions “Our business and our clients’
businesses are subject to federal and state regulation and industry standards and the costs of compliance with, or liability for
violation of, existing or future regulations or standards could significantly increase our costs of doing business” and
“Unauthorized disclosure of sensitive or confidential client and customer data could expose us to protracted and costly
litigation, penalties and may cause us to lose clients.” : v

Financial Informatwn about Industry Segments

We have one reportable segment and, therefore, in accordance with Aocountmg Standards Codlﬁcauon (ASC) 280 “Segment
Reportifig” on disclosures about segments of an enterprise and related information, all segment-related financial information is
included in the consohdated financial statements. The reportable segment reflects our operatmg and reportmg structure.

Available Informatwn '

We file annual, quarterly and current reports, proxy statements and other information with the Securities and Exchange
Commission (SEC). These filings are available to the public over the internet at the SEC's website at www.sec.gov. The
documents we file with the SEC may also be read and copied at the SEC's public reference room located at 100 F Street, N.E.,
Room 1580, Washmgton D.C.-20549. Information regardmg the SEC's pubhc reference room may be obtained by calhng the
SEC at 1-800-SEC-0330.- :

We maintain a website with the address www.apaccustomerservices.com. We are not including the information contained on our
website.as a part of, or incorporating it by reference into, this Annual Report on Form 10-K. We make available free of charge
(other-than an investor's own internet access charges) through our: website on the "Investors” section our Annual Report on.
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments-to these reports, as soon as
reasonably practicable after we electronically file such material with, or furnish such material to, the SEC.

'
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Item 1A. Risk Factors.
Risk Relating to the Company and its Business

In addition to the risks and uncertainties of ordinary business operations, the following factors.could cause actual results to differ
from expectations or have a material adverse effect on our business, results of operations, liquidity or financial condition:

A large portion of our revenue is generated from a limited number of clients and the loss of one or more of them, or a reduction
in their demand for our services, could materially and adversely affect our financial results..

We derive a substantial portion of our revenue.from a small number of clients. Most of our revenue is concentrated in the
healthcare, communications, business' services, media & publishing, travel & entertainment; technology-and financial services
industries. There can be no assurance that'we will not become more dependent on a few significant clients, that we will be able
to retain any of our larger clients or that we will be able to maintain our current volume or margins with these clients. Should we
lose a client or experience a reduction in demand for our services from, or decline in the profitability of, a large client, we may
not be able to replace such clients or programs with clients or programs that-generate a comparable amount of revenue or profits
or terminate such unprofitable client relationships. ‘Our five largest clients accounted for 72% of our fiscal year 2010 revenue
and our ten largest clients accounted for 89% of our fiscal year 2010 revenue.

The loss of one or more of our significant clients, a significant.-downturn in any of our core industries, a trend in any of these
industries to reduce their outsourced customer care services, a change in the customer relationship strategy of any of these clients
or industries or a change in the volume or profitability of one or more of these client relationships could have a material adverse
effect on our busmess, results of operations, hqmdlty and ﬁnanc1a1 condition.

Our operating results and financial condition may be affected by the performance of our clzents and unfavorable general
economic conditions. : : .

Our business is directly impacted by the performance of our clients and general economic condifions. Unfavorable general
economic-conditions, including the current economic downturn in the United States and the on-going financial crisis affecting
the banking system and financial markets, could negatively -affect our business. :These conditions could adversely affect the
demand for some of our client’s products and services and, in turn, could cause a decline in their demand for our services. A
decline:in our clients’ business or performance, including potential client bankruptcies, could impair their ability to pay for our
services. Our cash flow is significantly impacted by our overall profitability and -our ability to collect our accounts receivable on
a timely basis. To the extent that our business with a single client or small group of clients represents a significant portion of our
revenue, a delay in receiving payment could materially adversely affect the availability ‘of cash to fund operations, thereby
increasing our reliance on borrowings under our current loan agreement. Also, our clients may not be able to obtain adequate -
access to credit, which could affect their ability to make timely payments to us. If these events were to occur, we could be
required to increase our allowance for doubtful accounts. Our business, financial condition, results of operations and cash
flows would be adversely affected if any of our major clients were unable or unwilling, for any reason, to pay for our
services. If the current economic conditions pers1st or decline, this could adversely affect our business, results of operatlons
liquidity, or financial condition.

The failure to:eﬁ‘ectzvely manage our production capacity and our workforce could negatively impact our financial results.

Our profitability is influenced significantly by our ability to effectively manage our production capacity and our workforce. To
maximize profitability we need to continually increase our revenue per production seat and our capacity utilization, and
maximize our workforce productivity. Capacity utilization and workforce productivity may be affected at various times for
numerous reasons including call volume, call arrival patterns, our ability to accurately forecast and staff to anticipated volume
and call arrival patterns, employee attrition and seasonahty We. currently have s1gmﬁca.nt1y higher capacity utilization during
daytime weekday hours. . : . . «

We periodically assess the long-term capacity of our customer care centers, both domestically and internationally, including the
ability to accommodate new and expanded programs and clients, and make strategic decisions regarding the opening or
expansion of customer care centers. We use a workforce administration platform which allows us to more effectively manage
our employees' time, quickly respond to changing client needs and maximize our workforce productivity. There can be no
assurance that we will be able to achieve optimum capacity utilization, maximize the productivity of our workforce or keep pace
with the anticipated growth in demand for our services. If we maintain idle production seats or fail to effectively manage our
workforce productivity, our business, . results of operations, liquidity or financial condition may be materially and adversely
affected. See Item 1 of this Annual Report on Form 10-K under the caption "Operations and Capacity Utilization."
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Our success is subject to the terms of our client contracts and if we are unable to continue operating under existing client
contracts or renew existing client contracts with terms favorable to us, our results of operations and financial condition may be
adversely affected by the loss of clients or by the less favorable terms. . :

Most of our client contracts do not have minimum volume requirements and the profitability of each client program may
fluctuate, sometimes significantly, throughout various stages of a program. Certain contracts have: performance-related bonus
and/or penalty provisions, whereby the client may pay us a bonus or we may have to issue a credit based upon our meeting, or
failing to meet, agreed-upon service levels and performance metrics. OQur objective is to sign multi-year contracts with our
clients. However, our contracts generally enable the clients to terminate the contract for convenience. or reduce customer -
interaction volumes. There can be no assurance that our clients will not terminate their contracts before their scheduled
expiration date, that the volume of services for these programs' will not be reduced or that we will be able to avoid penalties or
eam performance bonuses. In addition, there can be no assurance that each client program will be profitable for us or that we
will be able to terminate unprofitable client relationships. without incurring significant liabilities. The loss of one or more of our
significant clients, the substantial reduction of the amount of services we perform for a significant client, the reduction of
revenues due to penalties for failure to meet performance metrics, an unprofitable client or client program, unfavorable changes
to current contracts, or ‘our inability to terminate an unprofitable client contract could have a material adverse effect on our
business, results: of operations, liquidity, and financial condition. See Item 1 of this.-Annual Report on Form 10-K under the
caption "Client Relationships." BEE e ‘ :

Our business may be affected by our cash flows from operations and our ability to comply with our debt covenants and funding
requirements under our credit facility. , : . - e

Our ability to borrow under our loan agreement depends on the amount of eligible accounts receivable from our clients and there
are limitations on the concentration of these accounts with a single client. In addition, our lender retains certain reserves against
otherwise available borrowing capacity. Our-cuirent loan agreement requires us:to comply with certain financial and other
covenants, including limitations on the amount of our capital expenditures, required maintenance of a minimum fixed charge
coverage ratio, and prohibitions on our incurring additional indebtedness, repurchasing outstanding common shares, permitting

liens, acquiring, selling or disposing of certain assets, engaging in certain mergers and acquisitions, paying dividends or making

certain restricted payments. These limitations may affect our liquidity and limit our ability to make capital expenditures. In
addition, our failure to adhere to the financial and other covenants could give rise to a default under the loan agreement. We
obtained a waiver from our current lender permitting us to execute a stock repurchase program as approved by our Board of
Directors. There can be no assurances that we will be able to meet the financial and other covenants in our loan-agreement or, in
the event of non-compliance, that .we will be able to obtain waivers or amendments from -our lender. .In addition, our current
loan facility expires in May 2011. There can be no assurance that we will be able to obtain alternative financing. Our inability
to obtain a new loan facility could have a material adverse effect on our business, results of operations, liquidity and financial
condition. : - : : -

Our financial results may be affected by risks associated with international operations and expansion, including, but not limited
to foreign currency ﬂuctuatjons, tax obligations and changes to laws in other countries. ' Coe

We intend to continue to expand and pursue opportunities for our customer care centers in the Philippines, the Dominican
Republic and Uruguay, and may consider other international locations. There are certain risks inherent in conducting business
internationally, including exposure to' currency fluctuations, the necessity to comply with foreign laws, unexpected changes in
foreign laws and regulations, difficulties in staffing and managing foreign operations, foreign political instability, changes in
clients' sourcing preferences and potentially adverse tax consequences. oo CL ; :

In particular, we serve an increasing number of U.S. clients from our customer care centers in the Philippines and the Dominican -

‘Republic and we are expanding into Uruguay. - Contracts with these clients are typically priced in U.S. dollars -while costs

incurred in operating the centers are generally denominated in the local currency, which presents a foreign currency exchange
risk to us, the amount of which increases as our international operations continue to grow. We have, from time to time, taken
limited actions, such as using foreign currency forward contracts, to attempt to mitigate our foreign currency exchange exposure.
However, there can be no assurance that we will be able to. take any actions to mitigate such exposure in the future and, if taken,
that such actions will be successful or that future changes in currency exchange rates will not have a material impact on our
future operating results, liquidity and financial condition. oo '

In addition, we benefit from a Philippine income tax holiday as a Philippine Economic Zone Authority (PEZA) registrant. We

are required- to comply with certain financial metrics to continue to qualify:for the income tax holiday. There can also be no
assurance that we will continue to meet the requirements necessary to enjoy the continued benefits of the PEZA income tax
holiday or that the Philippine:government will not eliminate or change these requirements in the future. As a result of our free
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zone status, we are exonerated from income tax and certain other taxes. Our inability to realize continued benefits from this
income tax holiday could have a material adverse effect on our results ’of operations, liquidity and ﬁnan‘cial condition.

Our principal shareholder can exercise significant control over us and as a result of such control, may be able to exert
consrderable influence over our future direction and operattons

Mr. Theodore G. Schwartz, our Chairman, and four trusts and a partnership established by Mr. Schwartz collectively own
approxrrnately 38% of our outstanding common shares. As a result, Mr. Schwartz is able to exercise significant influence over
operations and significant control over the outcome of substantially all matters requiring action by our shareholders Such voting
concentration may: also have the effect of d1scourag1ng, delaying or preventmg a change in control

In his role as Chairman, Mr. Schwartz has been involved in an advisory and oversight capac1ty on certain of our operatrona.l
aspects partlcularly w1th respect to senior management recrurlmg and transmon

Our. success depends on our abzllty to recruit and retain a sufficient number of qualzﬁed key personnel and the loss of the
services of key personnel without adequate replacement or the znabtllty to attract new qualified personnel could have a material
adverse eﬁect on us,

Our growth and success depends in large part upon the abilities and continued service of our executive officers and other key
employees. There can be no assurance that we will succeed in sustaining consistent and improving profitability. The loss of, or
failure to motivate, key ofﬁcers and employees could have a matenal adverse effect on our busmess results of operatlons
liquidity and ﬁnancral condmon

Our industry requlres a large work force which has hrstoncally experienced high personnel turnover. Many of our employees
receive modest hourly wages and a significant portion of our costs consist of wages to hourly workers. An increase in hourly
wages, costs of employee benefits, employment taxes or recruiting and training costs could have a material adverse effect on our
business, results of operations, liquidity and financial condition.

Complex technology-based inbound customer service involvés extensive training and requires specially trained employees.
Growth in our business will require us to recruit and train qualified personnel at an accelerated rate from time to time. A higher
turnover rate among our employees would increase our recruiting and training costs and decrease operating efficiencies and
productivity. There can-be no assurance that we will be able to hire, train and retain a sufficient labor force of qualified
employees. 'See Item 1 of this Annual Report on Form 10-K under the caption "Personnel and T ra.ining.“

We operate in a highly competmve industry and our financial results may suﬁer if we are unable to adequately address potential
downward przcmg pressures and other competmve factors »

The outsourcing of customer care services is a highly competitive, growing market and such competition may intensify in the
future. Our competitors range in size from small firms offermg specialized applications to large firms operating in the broader
business process outsourcing market. Many of our competitors have greater resources and capabrhtres than we do. In addition,
market factors are causing clients and' prospective clients to demand more competitive pricing and higher quality service.
'Furthermore many of our existing or potential clients have their own in-house operations. See Item 1 of this Annual Report on
Form 10-K under the caption "Competition." There ¢an be no assurance that we can successfully compete in this environment:

Our ability to compete will depend on a number of factors, including our ability to initiate, develop and maintain new client
relationships, expand existing client programs, staff and equip suitable customer care facilities in a timely manner, and develop
new solutions and enhance existing solutions we provide to our clients.

-Furth’er, we believe several other factors may affect the demand for our services. The increased use of telephone-based
technologies, such as interactive voice response systems, and increased use of the internet could reduce the demand for certain of
our customer care offerings. In addition, there may be political concern regarding the movement of service jobs off-shore which
could result in potentially adverse legislation, and there can be no assurance that we w1]l be able to anl:1c1pate and successfully
respond to all such trends in a timely manner.-

Competmve pressures from current or future competitors and changing market conditions could cause our services to lose
market share or result in significant price and margin eros1on whrch could have a material adverse effect on our busmess, results
of operatlons hqulthy or financial condition.
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Circumstances outside our control such as typhoons, hurricanes, earthquakes, floods and other acts of God, political instability,
equipment malfunction, telephone or data service interruptions, changes in the telecommunications market, war and terrorism
could seriously harm our domestic or international business operations.

Our success is dependent on the continued operation of our customer care centers. In the event of fire, power loss, typhoon,
earthquake, flood or other natural disaster, political instability, and other similar events, the operalnon of one or more customer
care centers could be temporarily or permanently interrupted. If we experience a temporary or permanent interruption at one or
more of our customer care centers our business could be matenally adversely affected and we may be required to pay contractual
damages to some clients or allow some clients to terminate or renegotiate their contracts. Our international operations are more _
at tisk to adverse weather conditions, including earthquakes, typhoons and hurricanes. We maintain property and business
interruption insurance, however, such insurance may not adequately compensate for any losses we may incur.

In addition, our busmess is materially dependent on telephone and data services provided by various local and long distance
telephone companies as well ‘as our computer equipment, telephone systems and software. Because of our dependence on third
party service providers, any change to the telecommunications market that would disrupt these services or limit our ability to
obtain services at favorable rates could adversely affect our business, results of operations, liquidity and financial condition.
Should we experience a significant increase in the cost of telephone services or a temporary or permanent loss of computer .or
telephone equipinent, systems or services (through casualty or operating malfunction), or should the security of our computer or
telephone systems be compromised or breached, our business, results of operations, liquidity and financial condition could be
matenally and adversely affected

Political and social instability, as demonstrated by terrorist threats, regime change, and civil unrest could cause service
interruptions, or impact our employee base or reduce the quality of services we provide, resulting in a reduction of our revenues.
These activities may also cause our clients to delay or defer. decisions regarding the use of our services and, thus, result in the
loss of additional revenues. In addition, the risks of war and potential terrorist attacks on our operations cannot be estimated.
War and terrorist attacks could disrupt ‘operations and have a material adverse effect on our business, results of operations,
liquidity and financial condition.

Unauthorized disclosure of sensitive or confidential client and customer data could expose us to protracted and costly litigation,
penalties and may cause us to lose clients.

Our business mvolves access to and transmission of mformatlon about our employees our-clients and. customers of our clients.
We are reliant on information technology networks and systems to process, transmit and store such electronic data. Security
breaches of this infrastructure could lead to shutdowns or disruptions of our systems and potential unauthorized disclosure of
confidential information. We are also required at times to manage, utilize and store sensitive or confidential client or customer
data. As a result, we are subject to numerous federal and state laws and regulations designed to protect this information. See
Item 1 of this Annual Report on Form 10-K under the caption “Government Regulation and Industry Self-Regulation.” While
.we take measures to protect the security and-privacy of this information and to. prevent unauthorized access, it is possible that
our security controls over personal data and other practices we follow may not prevent the improper access to or disclosure of
personally identifiable information. If any person, including any of our employees, negligently disregards or intentionally
breaches our established controls with respect to such data or otherwise mismanages or misappropriates that data, we could be
subject to monetary damages, fines and/or criminal prosecution. Unauthorized disclosure of sensitive or confidential client or
customer data, whether through system failuré, employee negligence, fraud or misappropriation, could damage our reputation
and cause us to lose clients. Similarly, unauthorized access to or through our information systems or those we develop for
clients, whether by our employees or third parties, could result in negative publicity, legal liability and damage to our reputation,
busmess financial condmon results of operations and cash flows.

Our business and our clients' businesses are subject to federal and state regulation and industry standards and the costs of
compliance with, or liability for violation of, existing or future regulations or standards could significantly increase our costs of
doing business. :

Our business is subject to varying degrees of governmental regulation. In addition, several of the mdustnes in Wthh our clients
operate are similarly regulated, particularly in the telecommunications, healthcare, and financial services industries. Finally,
certain of our activities are subject to self-regulatory standards established by the industries in which our clients operate.

Federal and state laws govemmg consumer privacy, the collectlon and use of consumer data, the use and disclosure of customer
proprietary network information, the sale of insurance products, mortgage banking activities and the operations of healthcare and
pharmaceutical businesses, and industry standards regarding the security of credit card information, impose regulatory and
licensing obligations on us. In addition, federal and state laws regulate telephone solicitations to consumers. Finally, our Part D
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Medicare enrollment and customer care programs are subject to the rules and regulations of the Center for Medicare Services.
See Item 1 of this Annual Report on Form 10-K under the caption "Government Regulation and Industry Self-Regulation."
There can be no assurance that we will not be subject to agency or state proceedings alleging violation of such laws. We also
could be subject to a variety of enforcement or private actions due to our failure or the failure of our clients to comply with such
regulations or industry standards. :

Future laws, regulations and indusﬁ'y standards may require us to’ medify our operations or service offerings in order to
effectively meet our clients' service requirements, and there can be no assurance that additional regulations would not limit our’
activities or significantly increase the costs of compliance.

There is increasing federal and state interest in further regulation of consumer privacy, information security and the regulation of
the movement of service jobs off-shore, some aspects of which could impose additional regulatory pressure on our clients'
businesses and, indirectly, on our business. Additional regulation in these areas could reduce the demand for our services. :

The costs and management time dnd attention associated with litigation could result in a negative impact to our financial
results.

We are subject to lawsuits, claims and governmental investigations arising out of the normal conduct of our business. We
cannot predict whether any material lawsuits, claims, or investigations may arise in the future. Regardless of the outcome of any
future actions, claims, or investigations, we may incur substantial defense costs and such actions may cause a disruption of
management’s attention to the day-to-day operations of the business. Also, it is possible that -we may be required to pay
substantial damages or settlement costs which could have a material adverse effect on our:business, results of operations,
liquidity, or financial condition. See Item 3 of this Annual Report on Form 10-K under the caption “Legal Proceedings.”

Our business is subject to rapid changes in technology and if our technology is rendered obsolete or we are unable to compete
effectively, our operating results and financial condition could be materially and adversely affected. .

Rapid technological advances, frequent new product introductions and enhancements, and changes-in client requirements are
commonplace in the market for outsourced customer contact management services. Our future success depends on our ability to
develop and implement systems technology and outsourcing services and solutions that anticipate and respond to continuing
changes in technology, industry developments, and client needs.

Our ability to develop and implement quality, customized products and services is highly dependent on our computer and
telecommunications equipment and software capabilities. We anticipate that it will be necessary to continue to select, invest in
and develop new and enhanced technology on a timely basis in the future in order to maintain our competitiveness. Our future
success will depend in part on our ability to continue to invest in and develop information technology solutions that keep pace
with evolving industry standards and changing client demands. We must be able to service new products and platforms and -
respond to rapidly changing developments in technology. These factors will require us to provide adequately trained personnel
to address the increasingly sophisticated, complex and evolving needs of our clients. There can be no assurance that we will
have sufficient expertise or capital to meet these challenges or that the technologies developed by our competitors will not render
our products and services obsolete over a period of time. See Item 1 of this Annual Report on Form 10-K under the caption
"Technology and Telecommunications” and Item 7 of this Annual Report on Form 10-K under the caption “Liquidity and
Capital Resources — Future Liquidity.” Any failure by us to anticipate or respond rapidly to technological advances, new
products and enhancements, or changes in client requirements could have a material adverse effect on our business, results of
operations, liquidity, or financial condition.

Volatility in our stock price may result in loss of investment for shareholders, potential litigation and substantial cost associated
with litigation, as well as diversion of management’s attention. '

The trading price of our common stock has experienced considerable volatility over short and long periods of time. The stock
market in general, the NASDAQ Global Market and the market for other companies in our industry have experienced volatility,
which could affect the market price of our common stock regardiess of our financial results or performance. Various factors such
as geneéral economic conditions, changes or volatility in the financial markets, changing market conditions in the -outsourced
customer contact management services industry, quarterly variations in our financial results, and changes in financial estimates
and recommendations by securities analysts could cause the market price of our common stock to fluctuate substantially in the
future. '
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Item 1B. Unresolved Staff Comments.
Not applicable.
Item 2. Properties.

As of January 2, 2011, our corporate headquarters was located in Bannockburn, Illinois in a leased facility consisting of 14,089
square feet of office space rented under a lease that expires in February 2016. Our main data center is located within our 54,600
square foot facility in Cedar Rapids, Iowa. We owned this facility until October 10, 2006 at which time the property was sold in
a sale-leaseback transaction.

We lease all of the other non-client owned facilities on what we believe are commercially reasonable terms. The leases for our
facilities generally have terms ranging from one to ten years and typically contain renewal options. We believe that our existing
facilities are suitable and adequate for our current operations, but additional facilities may be required to support our growth. We
believe that suitable additional or alternative space will be available as needed on commercially reasonable terms.

As of January 2, 2011, we operated customer care centers and workstations in the following locations:

_ . Number of
~ Customer Care Center Locaﬁol;s ' Workstations

Cedar Rapids, Iowa _ : _ 529
Corpus Christi, Texas 425
Davenport, Iowa ' a ' 713
Green Bay, Wisconsin ' : 806
LaCrosse, Wisco_nsin . o 379
Newport News, Virginia (client owned) 717
Tampa, Florida (client owned) : 677
Tuscon, Arizona (East) . 853
Tuscbn, Arizona (West) : 615
Utica, New York : 409
atHOME™ ' 151
Total Domestic - ‘ 6,274
Alabang, Muntilupa City, Philippines ‘ 1,309
Alabang, Muntilupa City, Philippines 442
- Cubao, Quezon City, Philippines ‘ 4 1,831
Palo, Leyte, Philippines 798
Santo Domingo, Dominican Republic - 193
Montevideo, Uruguay ! . -
Total International 4,573
Total all customer care center locations 10,847

(1) In October 2010, we signed a lease for our newest center in Montevideo, Uruguay and we expect to begin operations in
early 2011. '

Item 3. Legal Proceedings.

We are subject to lawsuits, claims and governmental investigations arising out of the normal conduct of our business. We do not
believe that the outcome of any pending claims will have a material adverse effect on our business, results of operations,
liquidity or financial condition. Although we do not believe that any such proceeding will result in a material adverse effect, no -
assurance to that effect can be given.

On May 27, 2009, a purported collective/class action complaint captioned Tiffany Sharpe, et al. v. APAC Customer Services,
Inc. was filed in the United States District Court for the Western District of Wisconsin. On behalf of the named plaintiff, a non-
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exempt call center employee, and other similarly situated individuals, the complaint asserted violations under the Federal Fair
Labor Standards Act (FL.SA) related to overtime compensation and wage records. The complaint also asserted violations under
Wisconsin Wage Payment and Overtime Compensation Laws based upon the same alleged facts. The complaint purported to
allege claims as a nationwide collective action under federal law, as well as a class action under Wisconsin state law. The
complaint sought various forms of relief, including injunctive relief, unpaid overtime wages, liquidated damages, interest, and
attorneys’ fees and costs. On January 8, 2010, the court entered an order ‘which condmona.lly certified the case as a collective
action under the FLSA.

In March 2010, we entered into an agreement to resolve the collective action. On June 16, 2010, the Court entered an order
approving the resolution of all claims under the FLSA collective action. ‘Under the terms of the agreement, we agreed to pay a
maximum amount of $4.0 million to resolve claims. by eligible class members, including payments to class members and
payments for plaintiff attorneys’ fees. As a result, we recorded a liability of $2.4 million for the thirteen weeks ended April 4,

2010 which represented our estimate at the time of the costs to be incurred for-attorneys” fees and claims, based on expected-opt-
in rates for claimants in similar actlons Based on the court’s final order approving the agreement, (including setting the amount
of plaintiffs’ attorneys’ fees) and-a ‘revised estimated rate of participation from eligible class members, we reduced the
previously recorded liability by $0.5 million during the thirteen weeks ended October 3, 2010 to an adjusted recorded liability of
$1.8 million which refiected the revised expectation of the final amount which would ultimately be paid.

On December 21, 2010,. a final order of. dlsmrssal was entered by the Court tnggermg our payment obligations under the
agreement to resolve. the collective action. The final amount paid to class members who participated in the action and to
plaintiff’s attorney was approx1mate1y $1.8 million.

We denied and continue to deny .the. allegatlons in the complaint. and contend that our policies and practices regarding
compensation. were, proper and in. comphance with, the law at all times.. We deny all hablhty and wrongdoing in this case, but
decided to settle this lawsuit in order to avoid the distraction and addmonal legal expenses that would otherw1se be incurred.

Item 4 (Removed and Reserved)
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Executive Officers of the Regfstrant
Qur executive officers are as follows:

Name Age . : Position

Kevin T. Keléghaﬁ 53 | Preéident and Chief Executive Officer
Christopher H. Crowley 40 Seniqr Vice President, Sales
Anhur D..DiBa.ri : . 53. . Senio; Vice 1T'?r_esidem,y Olpefations.f
" Joseph R. Doolan ' 477 Vice President and Controller
- Mark E.chDeIA-mot.t _ 50 » | Vicé Pfésident and Chief -Informat-i'on Officer
Robert B. Nachwalter | _ 40 . Semor Vlce Pres1dent General Counsel and Corporate Secretary

Andrew B. Szafran - :’44 : Semor VICC Pre51dent and Chief Fmanc1a1 Officer.

Kevin T. Keleghan joined us in September 2010 as President and Chief Executive Officer. Mr. Keleghan has been a member of
our Board of Directors since December 2009. From October 2008 through December 2009, Mr. Keleghan was employed by
Axiant, LLC as President and Chief Executive Officer. From 2002 to 2008 Mr. Keleghan was employed by Outsourcing
Solutions, Inc. as President and Chief Executive Officer. ‘ s ‘ - ‘

Chnstopher H. Crowley joined us in March 2009 as Senior Vice President of Sales. 'From January 2009 to February 2009,
Mr. Crowley was employed by Cybemet Software Systems where he served as Senior Vicé President of Sales focusing on IT
Solutions for technology companies.” From May 2008 to‘August 2008, Mr. Crowley was employed by Teletech’ Holdings,
Inc. where he served as Senior Vice President of Sales. From May 1997 to April 2008, Mr. Crowley was employed by
Sutherland Global Services, where he held a variety of positions, most recently, Senior Vice President of Sales.

Arthur D. DiBari joined us in March 2008 as Senior Vice President of Operations. From February 2004 to February 2008, Mr.
DiBari was employed by Affiliated Computer Systems, Inc. where he held a variety of positions, most recently Regional Vice
President for the Emerging Markets Group. From 1997 to 2004, Mr. DiBari was employed by Aegis Communications Group,
Inc. where he was the Senior Vice President of Operations. '

Joseph R. Doolan joined us in January 2006 as Vice President and Controller. From April 2004 to January 2006, Mr. Doolan
was employed by CNH Capital, where he held various positions, most recently Vice President, Controller. Prior to joining CNH
Capital, Mr. Doolan was Controller at GE Healthcare Financial Services from 2002-2003. '

Mark E. McDermott joined us in March 1996 and is currently Vice President and Chief Information Officer. Mr. McDermott
previously served in a number of operational and information technology related positions within the Company.

Robert B. Nachwalter, Senior Vice President, General Counsel and Corporate Secretary, joined us in November 2008. From
April 2006 to November 2008, Mr. Nachwalter served as Senior Vice President, General Counsel and Corporate Secretary for
Whitehall Jewelers Holdings, Inc. From May 2003 to April 2006, Mr. Nachwalter was senior legal counsel with Ryder System,
Inc.

Andrew B. Szafran joined us in May 2008 as Senior Vice President and Chief Financial Officer. From June 2002 to June 2007,
Mr. Szafran was employed by Communications Supply Corp. where he served as the Vice President and Chief Financial -
Officer. From 1995 to 2002, Mr. Szafran was employed by Alliant Exchange, Inc. and its affiliate Alliant Foodservice, Inc.
where he held a variety of financial management positions, most recently, Senior Vice President - Finance.
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PARTII _ :
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities. - ‘

Our common shares are quoted on the NASDAQ Global Market under the symbol "APAC." The following table sets forth, for
the periods indicated, the high and low sale prices of our common shares as reported on the NASDAQ Global Market during’
such periods. - ' - C

High Low

Fiscal Year 2010:

First Quarter ' $6.26 - $5.04

Second Quarter © o $6.64 $5.37

Third Quarter $5.98 $4.61

Fourth Quarter , $6.50 $4.92

_ High Low

Fiscal Year 2009: _ ’

First Quarter $3.30 $0.94

Second Quarter $6.40 $2.55

Third Quarter $6.27 $4.67

Fourth Quarter : $7.02 $5.02

As of February 11, 2011, there were approximately 760 holders of record of our common shares. We did not pay any dividends
on common shares in fiscal years 2010 or 2009. We currently intend to retain a significant portion of future earnings to finance
our growth and development and do not anticipate paying any cash dividends. We do anticipate making purchases of common
shares in accordance with the stock repurchase program authorized by our Board of Directors on August 18, 2010. Although
our revolving loan agreement restricts the payment of cash dividends and the repurchase of common shares, we obtained a
waiver from our current lender permitting us to repurchase up to an aggregate of five million shares of common stock pursuant
to the previously described stock repurchase program. See Item 7 of this Annual Report on Form 10-K under the caption
"Liquidity and Capital Resources —Bank Financing." Payment of any future dividends or purchases of any common shares will
depend upon the future earnings and capital requirements and other factors our Board of Directors- considers appropriate. See
Item 12 of this Annual Report on Form 10-K under the caption "Equity Compensation Plan Information.”

Issuer Purchases of Equity Securities

Total Number of Maximum Number

Total Number Shares Purchased of Shares that May
* . of Shares (or Average Price  as Part of Publicly Yet Be Purchased
Units) Paid per Share  Announced Plans Under the Plans or

Period Purchased ‘ (or Unit) or Programs (1) Pro_g_rams a
7/05/2010 - 8/01/2010 - $ - - 5,000,000
8/02/2010 - 8/29/2010 159,938 5.00 159,938 4,840,062
8/30/2010 - 10/03/2010 - - - 4,840,062
10/04/2010 - 10/31/2010 - - - 4,840,062
11/01/2010 - 11/28/2010 406,677 5.57 406,677 _ 4,433,385
11/29/2010 - 1/02/2011 304,018 5.97 304,018 4,129,367
Total : 870,633 $ 5.60 870,633 4,129,367

(1) On August 18, 2010, we announced that our Board of Directors had authorized the repurchase of up to an aggregate of five
million shares of our common stock. Under the stock repurchase program, purchases will be made from time to time on the
open market at prevailing market prices or in negotiated transactions off the market. The repurchase program is expected to
continue over the next 12 months unless extended or shortened by the Board of Directors. We are not obligated to acquire any
particular amount of common stock as a result of the plan, which may be suspended at any time at our discretion.
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The following graph sets forth a comparison of the cumulative total shareholder return on our common shares for the period
beginning December 31, 2005, and ending December 31, 2010, as compared with the cumulative total return of the S&P 500
Index and a Peer Group Index. The Peer Group consists of: Convergys Corp., StarTek, Inc., Sykes Enterprises, Inc., and
Teletech Holdings, Inc. The total shareholder return for each company in the Peer Group has been weighted according to the
company’s stock market capitalization. This graph assumes an investment of $100 in each of our common shares, the S&P 500
Index and the Peer Group Index on December 31, 2005, including reinvestment of dividends, if any. The stock price
performance shown on the graph below is not necessarily indicative of future stock price performance.

Comparison of 5 Year Cumulative Total Return
Among APAC Customer Services, Inc., The S&P 500 index

and a Self-Determined Peer Group
$350
$300
$250
$200
$150
. $100
-$50
so - . .
12/31/2005 12/31/2006 12/31/2007 12/31/2008 12/31/2009 12/31/2010
. 12/30/2005 12/29/2006 12/28/2007 12/26/2008 12/31/2009 12/31/2010
APAC Customer Services, Ilnc, 100.00 204.92 64.48 55.74 325.68 331.89
S&P 500 Stock Index 100.00 113.62 118.44 69.92 89.33 100.75
Self-Determined Peer Group 100.00 152.87 120.80 57.43 104.17 107.74
—&— APAC Customer Services, Inc. —il— S&P 500 Stock Index s~ Self-Dstermined Peer Group
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Item 6. Selected Financial Data.

The following unaudited selected financial data should be read in conjunction with Item 7 of this Annual Report on Form 10-K
and the Consolidated Financial Statements and the related notes appearing in Item 8 of this Annual Report on Form 10-K.

For the Fiscal Years Ended *
January 2, January 3, December 28, December 30, December 31,
2011 2010 2008 2007 2006
(Dollars in thousands, except share data and notes)
Operating Data: » -
Net revenue » $: 325958 0§ 293,177 $ 248,799 $ 224,683 $ 224,297
Cost of services ' o 257,490 227,845 207,953 203,880 197,881
Gross profit - 68,468 65,332 40,846 20,803 26,416
Selling, general and administrative . v » o ,
expenses . ‘ ' 31,427 30,773 . 30,11 8 28,366 30,794
Legal settlement 1,793 . @D 30. @ 485
Severance, restructuring and other
charges (reversals) 3 ‘ 1,404 7 (56) 3,635 1,632 2,384
Total operating expenses k . 34,624 30,676 33,783 - 29994 - 33,663
Operating income (loss) 33,844 34,656 . 7,Q63 (9,191) (7,247) .
Other (income) expense, net o (138) (36) (347 (249) (101)
Interest (income) expense, net ~(31) (34) . 4358 - .- 3,537 . . 2,013
Income (loss) before income taxes 34,013 34,726 3,052 . (12,479) (9,159)
Income tax expense (benefit) 4 ’ 11,159 -(23,327) 33 o0 (17,568) - 21,380
Net income (loss) ’ , _ $ 22,854 $ 58,053 $ 3019 $ 508 $ (30,539)
Net income (loss) per share: . L )
Basic - o $.. 044 $ - 113 $ 006 $ 010 $ (0.62)
Diluted . ' $ - 042 § 1.09. § - 006 $ . 010 $ (0.62)
Weighted average shares outstanding: g : : ‘ : o
Basic v '52,455 51,570 50,424 - 49,800 49,458
Diluted - 54,706 53,296 50,477 52,019 49,458
Balance Sheet Data: ‘ . i v
Cash and cash equivalents $ 41,399 $ 20557 $ .'618 $ 1426 $ 1,305
Working capital (deficit) - . 75,979 52,145 (1,549) . 645 (16,679)
Capital expenditures, net 12,305 012,102 5,810 - - 12,827 10,713
Total assets 163,165 138,605 76,564 89,926 92,054
Short-term obligations : 696 397 6,100 14,707 14,378
Long-term obligations, less current _ -
maturities 646 667 - 11,600 4,400
Shareholders' equity 121,471 99,748 35,420 33,381 23,306

See accompanying Notes to Selected Financial Data.
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Notes to Selected Financial Data

@

@

€))

@

We operate on a 52/53-week fiscal year that ends on the Sunday closest to December 31. All fiscal years presented
were 52 weeks, except for fiscal year 2009 which ended on January 3, 2010. Fiscal year 2009 was 53 weeks. The
effect of the additional week in fiscal year 2009 was to increase revenues and gross profit by $6.0 rmlhon and $0.9
million, respectively and to increase net income by $0.4 million.

The fiscal years presented are as follows: -

Fiscal Year Fiscal Year End
2006 - o December 31, 2006
2007 December 30, 2007
2008 . December 28, 2008
2009 . : . January 3, 2010
2010 : - " January 2, 2011

During fiscal year 2010, we recorded legal settlement expense of $1.8 million related to the settlement of the T§ iffany
Sharpe, ‘et al. v APAC Customer Services, Inc. suit. See Note 10 of the Notes to Consolidated Financial Statements in
Item 8 of this Annual Report on Form 10-K for more information. '

We recorded severance, restructuring and other charges (reversals) in each of the fiscal yearé presented in the “Selected

~ Financial Data” table noted above. For fiscal years 2010, 2009 and 2008, see Note 7 of the Notes to Consolidated

Financial Statements in Item 8 of this Annual Report on Form 10-K for more information. We recorded $1.6 million of
restructuring and other chatges in fiscal year 2007 related to downsizing space in our Tucson, Arizona customer care
center and eliminating certain administrative and operations positions. Restructuring and other charges related to this

. plan were $1.4 million and included $0.6 million in lease termination and other costs and $0.8 million in severance

costs related to the elimination of six positions. During 2007, we also reversed $0.1 million in lease termination and
other costs associated with the 2006 restructuring initiatives as operating expenses were lower than originally estimated
and recorded $0.3 million in charges related to our July 2005 restructuring as a result of our conclusion that we would
be unable to sublet the remaining unused space in our corporate office in Deerfield, Illinois. We recorded $2.4 million
of restructuring and other charges in fiscal year 2006. During that year, we closed four customer care centers with
approximately 960 workstations. Restructuring and other charges associated with these closures were $1.8 million
comprised of lease termination and other costs of $0.8 million, the write down of property and equipment of $0.5
million net of reductions from the proceeds from the sale of related assets, and severance costs of $0.5 million related
to the elimination of 119 administrative and support positions. We also recorded additional charges of $0.9 million
related to the 2005 restructuring as a result of delays in subletting space in our.corporate office, which charges were
partially offset by a reversal of $0.3 million of prior year charges not utilized

During fiscal year 2009, we reversed $37.9 million of the valuation allowance that had been provided against the
deferred tax assets, which resulted in a deferred income tax benefit of $23.8 million. In 2007, we reversed a $17.6
million tax reserve and related accrued interest, in connection with the Internal Revenue Services' proposed adjustment
to our 2002 tax return, which was favorably resolved in 2007. We provided a valuation allowance of $27.3 million
against deferred tax assets as of December 31, 2006. See Note 8 of the Notes to Consolidated Financial Statements in
Item 8 of this Annual Report-on Form 10-K for more information.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.

Our management's discussion and analysis-of finaricial condition and results of operations should be read in conjunction with the

audited consolidated financial statements and accompanying notes which appear in Item 8 of this Annual Report on Form 10-K.

Our management's discussion and analysis contains certain "forward-looking statements." All forward-looking statements are

inherently uncertain as they are based on various expectations and assumptions about future events and are subject to known and
unknown risks and uncertainties, and other factors that may cause our actual results, performance, or achievements to be

materially different from those expressed or implied by the forward-looking statements. For an explanation of certain factors

that could prevent us from achieving our goals and cause future results to differ materially from historic results or those

expressed or implied by our forward- lookmg statements see Item 1A of this' Annual Report on Form 10-K.

Overview

We are a leading provider of customer care services and solutions to market leaders in the healthcare, communications, business
services, media & publishing, travel & entertainment, technology and financial services industries. As of January 2, 2011, we
operated 15 customer care centers: eight domestic, two domestic client-owned facilities, four international centers located in the
Philippines and one. international facility located in the Dominican Republic. The lease for our newest center in Montevideo,
Uruguay was signed in 2010 and we expect to begin operations in early 2011. - As of January 2, 2011, our United States
operations consisted of approximately 6,300 workstations and our international operations consisted of approximately 4,600
workstations. This compares to approximately 6,200 domestic workstations and approximately 4,200 international workstations

as of January 3, 2010. ‘

In 2005, we initiated a strategic realignment to exit our outbound customer acquisition business, focus our resources on inbound
client relationships in a number of key industries and reposition ourselves for long-term growth and profitability. We exited
virtually all of our outbound customer acquisition business, which resulted in the closure of 16 domestic customer care centers.

We invested heavily in the growth of our off-shore capacity in the Philippines and increased our off-shore revenue. In the period
from 2006 to 2009, we opened three additional centers in the Philippines, bringing our total number of off-shore centers to four.
Also, in 2009, we opened our first near-shore center in Latin America, located in the Dominican Republic. In 2010, we signed a
lease for a facility in Uruguay and expect to begin operations in early 2011. :

During 2008, we implemented cost savings initiatives which resulted in the reduction of overhead costs and headcount,
refinanced our debt, and took steps to improve our operating efficiencies. We realized an immediate impact from these and
other cost savings initiatives resulting in us being profitable on a full year basis for fiscal year 2008. In 2009, we expanded the
sales organization and focused on expanding our service offerings and client base. In 2010, we continued to expand our service
offerings in off-shore locations and increased our capital spending positioning us for future growth. These actions have resulted -
in an increase in revenue of 11.2% to $326.0 million for 2010, and resulted in a gross profit margin of 21.0% for 2010. Fiscal
year 2010 included legal settlement expense, severance charges and accelerated stock compensation expense totaling $3.8
million and fiscal year 2009 included an extra week of earnings totaling $0.4 million. Excluding these items, income before
taxes for 2010 was $37.8 million, a 10.2% increase, as compared to $34.3 million for 2009.

In September 2010, Kevin Keleghan joined the Company as President and Chief Executive Officer after serving on our Board of
Directors during the previous year. Mr. Keleghan brings broad-based experience and strong strategic capabilities to lead us into
the future. He has:more than 25 years of experience in financial and business services, call center management, and outsourcing,
along with a strong track record of operational leadership and of strategically building businesses.

Business Outlook

For 2011, we expect to continue to expand our operations off-shore and maintain efficiencies domestically which we believe
should continue to improve our financial performance. We will continue to focus on providing customized, high quality
customer care services and solutions to market leaders in industries that place significant value on long-term customer
relationships. Our focus is to continually provide the highest level of quality services to our clients. We will strive to operate-as
_ efficiently as possible, optimizing our capacity and maximizing our utilization, in order to achieve our objectives. We expect to
achieve growth both with existing and new clients.” We intend to expand our service offerings globally. ‘We may add new
centers on the basis of client needs. Through growth, we seek to diversify our client base and reduce client concentration. . We
also manage our business with a goal of leveraging our infrastructure and increasing cash flow.
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Results of Operations

The following table sets-forth:selected information about our results of operations for the fiscal years ended Ja.nuary 2, 2011,
January 3, 2010 and December 28, 2008 (fiscal years 2010, 2009 and 2008, respectively). Certain additional components of cost
of services have been included as we believe they enhance an understanding of our results of operations.

_ : For the Fiscal Year Ended * Lo :
January 2, January 3, December 28, 2010 vs 2009 - 2009 vs 2008
2011 = 2010 2008 - % Fav (Unfav) % Fav (Unfav)

(Dollars in thousands, except stahsttcal data and noﬁs)

Net revenue $ 325958 $ 293,177 § 248,799 11.2% 17.8%
Cost of Services: . . o . . o

Direct labor S 175915 158,669 143,500 - . (109) | +(10.6)
Other facility expenses ST 81,575 69,176 - 64,453 < QAT L 1.3)
‘Total cost of services - 257,490 227,845 207,953 @30 ©9.6)
Percentage of revenue - -~ -79.0% -77.71% ' 83.6% . :
Gross profit ~ P 68,468 65332 - 40,846 4.8 © 599,
Gross profit margin . 21.0% 22.3% 16.4% o
Operating Expenses: - '

Selling, general&administrat.ive' o . o ‘ - )

expenses 31,427 30,773 30,118 @D 2.2)
Legal settlement b -~ 1,793 41) : 30 S e 236.7
Severance, restructuring and. . R D I
other charges (reversals) . 1404 (56) 3635 . x 1015

Total operating expenses 34,624 30,676 33,783 (12.9) 9.2
Operating income, ' . 33,844 34,656 7063 . @3) 3907
Other (income) expense, net . - . 38) (36 347) . 2833 (89.6)
Interest (income) expense, net © (31 BG4 - 4358 - (88) 100.8
Income before income taxes 34013 34726 3052 @) 10378
Income tax expense (benefit) 11,159 (23,327) .33 q418) Sk

Netincome - L -~ $ 22854 $ 58053 § 3019 (60.6)% - 1,822.9%

(1) We operate on a 52/53-week fiscal year that ends on the Sunday closest to December 31. All fiscal years presented

’ were 52 weeks, except. for fiscal year 2009 which ended on January 3,:2010. Fiscal yeat 2009 was 53 weeks. The
effect of the additional week in fiscal year 2009 was to increase revenues and gross proﬁt by $6 0: m11hon and $O 9
million, respectively and to increase net income by $0.4 million.

* Percentage change is not meaningful.

Non-GAAP Financial ’Measures

To supplement our consohdated financial statements presented in accordance with GAAP, we present EBITDA adjusted
EBITDA and certain adjusted financial results, which are defined as non-GAAP financial measures: - The presentation of these
non-GAAP financial measures is not intended to be considered in isolation or as a substitute for the financial information
presented in accordance with GAAP. The items excluded from these non-GAAP financial measures are significant components
of our financial statements and must be cons1dered in perfonmng a comprehensive analys1s of our overall financial results. -

We believe these non-GAAP ﬁnanclal measures prov1de meaningful supplemental information and are useful in understanding
our results of operations and analyzing trends because they exclude certain charges that are not part of our ordinary business
operations.
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EBITDA, adjusted EBITDA and non-GAAP adjusted financial results are measures used by our lenders, investors and analysts
to evaluate our financial performance and our ability to pay interest and repay debt. These measures -are also indicative of our
ability to fund the capital investments necessary for our continued growth. We use these measures, together with our GAAP
financial metrics, to assess our financial performance, allocate resources, measure our performance against debt covenants and
evaluate our overall progress towards meeting our long-term financial objectives.

We believe that these non-GAAP financial measures are useful to investors and analysts in allowing for greater transparency
with respect to the supplemental information used by us in our financial and operational decision making. In addition, we
believe investors, analysts and lenders benefit from referring to EBITDA, adjusted EBITDA and non-GAAP adjusted financial
results when assessing our performance and expectations of our future performance. However, this information should not be
used as a substitute for our GAAP financial information; rather it should be used in conjunction with financial statement
information contained in our consolidated financial statements presented in accordance with GAAP. -

Our calculation of EBITDA, adjusted EBITDA and non-GAAP financial results may not be consistent with calculations of

similar measures used by other companies. The accompanying notes have more details on the GAAP financial measure that is
most directly comparable to our non-GAAP financial measure and the related reconciliation between these financial measures.

For the Fiscal Year Ended

January 2, January 3, December 28, 2010 vs 2009 2009 vs 2008
2011 2010 X 2008 . % Fav (Unfav) % Fav (Unfav) ' ‘
(Dollars in thousands, except statistical data and notes)
EBITDA? = $ 45585 § 46562 $ 19477 L @D% 139.1%
Adjusted EBITDA ? 49,350 46,465 23,207 6.2 100.2
Statistical Information:
Number of customer care centers :
Domestic ' 10 " 10 .9 - L 1
International 5 5 4 - 1
Total 15 15 .13 - 2
Number of workstations, end of period o . .
- Domestic 6,274 6,222 4,855 52 1,367
International ' 4,573 4,206 3,467 367 - © 739

Total 10,847 10,428 8,322 419 2,106

Notes to Non-GAAP Financial Measures

(1) We operate on a 52/53- week fiscal year that ends on the Sunday closest to December 31. All fiscal years presented were 52
weeks, except for fiscal year 2009 which ended on January 3, 2010. Fiscal year 2009 was 53 weeks.

(2) We define EBITDA as net income plus income tax expense (benefit), depreciation and amortization, and interest expense.
We define adjusted EBITDA as EBITDA adjusted for legal settlement expense, severance, restructuring and other charges
(reversals) and the acceleration of certain stock compensation expense. '

EBITDA and adjusted EBITDA are measures used by our lenders, investors and analysts to evaluate our financial performance
and our ability to pay interest and repay debt. These measures are also indicative of our ability to fund the capital investments
necessary for our continued growth. We use these measures, together with our GAAP financial metrics, to assess our financial
performance, allocate resources, measure our performance against debt covenants and evaluate our overall progress towards
- meeting our long-term financial objectives.

EBITDA and adjusted EBITDA are not intended to be considered in isolation or used as a substitute for net.income or cash flow
from operations data presented in accordance with GAAP or as a measure of liquidity. The items excluded from EBITDA .and
adjusted EBITDA are significant components of our statements of operations and must be considered in performing a
comprehensive assessment of our overall financial results. '
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EBITDA and adjusted EBITDA can be reconciled to net income, which we believe to be the most directly comparable financial
measure calculated and presented in accordance with GAAP, as follows:

For the Fiscal Year Ended
January 2, January 3, December 28,
2011 2010 2008
. ‘(Dollars in thousands)

Net income: - ' , ) $ 22,854 $ 58,053 $ 3,019
" Interest (income) expense, net ‘ ‘31 . (39 4,358
Income tax expense (benefit) o 11,159 - (23,327) 33
Depreciation and amortization - 11,603 1 1,870 12,067
EBITDA $ 45,585 $ 46,562 $ 19,477
Legal settlement L : 1,793 (41) , 30
Severance, restructuring and other charges (reversals) 1,404 (56) . 3,635
Accelerated stock compensatlon expense (a) 568 - 65

Adjusted EBITDA . ) $ 49,350 $ 46,465 $ 23,207

(a) Accelerated stock compensation expense for fiscal year 2010 was the result of the acceleration of the vesting of stock options
related to the June 2010 retirement of two members of our Board of Directors and the September 2010 severance agreement
with our-former President and CEO. Accelerated stock compensation expense for fiscal year 2008 was the result of the
acceleration of the vesting of stock options related to the June 2008 retirement of one member of our Board of Directors.

Non-GAAP Adjusted Financial Results

Non-GAAP adjusted financial results measure revenue, and profit adjusted for the income tax benefit resulting from the reversal
of the valuation allowance and the financial impact of the additional week of operating results for fiscal year 2009. The
presentation of non-GAAP adjusted financial results is not intended to be considered in isolation or as a substitute for net income
presented in accordance with GAAP. The items excluded from non-GAAP adjusted financial results are significant components
of our financial statements and must be considered in performing a comprehensive assessment of our overall financial results.

We believe this information is useful to investors and analysts in order to provide a better understanding of our operating results
on a comparable basis. We believe that this information provides investors and analysts with a more complete understanding of
underlying operating results and ongoing operations by excluding the effect of infrequent activities. We use this information,
together with our GAAP financial metrics, to assess our financial performance, allocate resources, and evaluate our overall
progress towards meeting our long-term financial objectives.

We recognize that the computation of non-GAAP adjusted financial results may not be consistent with calculations of similar
information used by other companies. The accompanying table has more details on the GAAP financial measures that are most
directly comparable to non-GAAP adjusted financial results and the related reconciliations between this financial information.

Non-GAAP adjusted financial results for the 53 weeks ended January 3, 2010 can be reconciled to revenue, gross profit, income
before taxes, income tax expense (benefit), and net income which we believe to be the most directly comparable financial
measures calculated and presented in accordance with GAAP, as follows:

For the Fiscal Year Ended January 3, 2010

Non-GAAP Adjustments
Valuation Non-GAAP
Actual Allowance Fifty-Third Week Adjusted
(Dollars in thousands) ) )
Revenue $ 2932 $ - $ 6.0) $ 287.2
Gross profit 653 . - 0.9 64.5
Pretax profit IBT) ' - 347 - ©0.4) 344
Income tax expense (benefit) C(233) 23.8 - 0.5
Net income . 58.1 (23.8) 0.4) 33.8
Adjusted EBITDA 46.5 - 0.4) 46.1
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Fiscal Year 2010 Results of Operations Compared to Fiscal Year 2009 Results of Operations

Net revenue increased $32.8 million, or 11.2% to $326.0 million in fiscal year 2010, as compared to $293.2 million in fiscal year
2009. In fiscal year 2010, revenue of $7.3 million was generated from new clients across most verticals who began operations
with us during the year. The $32.8 million increase is primarily driven by growth from existing and new clients of $19.5 million
in the media & publishing vertical, $8.6 million in the business services vertical, $3.7 million in the healthcare vertical, $2.8
million in the technology vertical, $1.6 million in the financial services vertical and $2.4 million of other services, partially offset
by a decline of $4.3 million in the communications vertical and $1.5 million in the travel & entertainment vertical. Fiscal year
2009 included 53 weeks as compared to 52 weeks in fiscal year 2010 and the additional week resulted in $6.0 million of extra
revenue in fiscal year 2009. Excluding the extra week in fiscal year 2009, net revenue for fiscal year 2010 increased $38.8
million or 13.5%. B

Cost of services increased $29.7 million, or 13.0% to $257.5 million for fiscal year 2010, as compared to $227.8 million for
fiscal year 2009. Direct labor increased $17.2 million, or 10.9%, primarily driven by increased volume in the media &
publishing vertical both domestically and off-shore, increased volume in the domestic business services, healthcare, technology
and financial services verticals, higher domestic wage rates and benefits and decreased domestic efficiencies, partially offset by
lower wage rates and benefits off-shore. Total facility and other costs increased by $12.4 million, or 17.9%, primarily due to
$7.1 million of increased facility costs primarily related to the addition of our second customer care center in Tucson, Arizona,’
the opening of our fourth customer care center in the Philippines and the opening of a customer care center in the Dominican
Republic, all of which took place in 2009, and growth in our customer care centers in Green Bay, Wisconsin. and Davenport,

Towa. Other facility expenses increased $5.3 million due to $2.3 million of salaries and wages associated with increased
operational support, $1.0 million of increased information technology costs, $0.4 million of teleccommunication costs associated
with increased volumes domestically and off-shore and $1.6 million of other facility expenses. Cost of services as a percentage
of revenue increased to 79.0% for fiscal year 2010, up from 77.7% in fiscal year 2009, as a result of higher domestic wage rates
and benefits, decreased domestic efficiencies and increased facility and other costs.

Gross profit increased $3.1 million, or 4.8%, to $68.4 million for fiscal year 2010, as compared to $65.3 million for fiscal year
2009, primarily due to increased volume in the media & publishing vertical both domestically and off-shore, increased volume
in the domestic business services, healthcare, technology and financial services verticals and lower wage rates and benefits off-
shore, partially offset by increased facility and other costs, higher domestic wage rates and benefits and decreased domestic
efficiencies. Gross profit margin was 21.0% for fiscal year 2010, as compared to 22.3% for fiscal year 2009 driven by higher
domestic wage rates and benefits, decreased domestic efficiencies and increased facility and other costs.

Selling, general and administrative expenses were $31.4 million for fiscal year 2010, an increase of $0.7 million from $30.7
million for fiscal year 2009. The increase is primarily due to a $2.7 million increase in compensation and benefits primarily
associated with an increase in our sales, human resources and executive teams, a $1.2 million increase in stock compensation
expense resulting from the acceleration of the vesting of stock options related to the June 2010 retirement of two members of our ‘
Board of Directors and the September 2010 severance agreement with our former-President and CEO, and the impact of an’
expense reversal during the first quarter of fiscal year 2009 related to options vesting at that time, but which were forfeited in
earlier periods, a $0.8 millioh increase in travel and entertainment expense and $0.8 million increase in information technology
expenses, partly offset by a $2.3 million decrease in incentive compensation, a $1.5 million decrease in costs associated with the
final amortization of intangible assets and a $1.0 million decrease in professional fees.

Legal settlement expense of $1.8 million in fiscal year 2010 relates to the settlement of the Tiffany Sharpe, et al. v. APAC
Customer Services, Inc. suit which included payments to eligible class members and their attorneys. See Note 10 of the Notes to
Consolidated Financial Statements in Item 8 of this Annual Report on Form 10-K for more information.

Severance, restructuring and other charges increased $1.5 million to $1.4 million in fiscal 2010, as compared to a recovery of
$0.1 million in fiscal 2009. The $1.4 million of severance and other charges recorded in fiscal year 2010 include $1.3 million
related to the September 2010 resignation of the Company’s former President and CEO and $0.1 million related to other
positions. The fiscal year 2009 restructuring reversal was primarily related to adjustments in severance charges and retirement
obligations recorded in fiscal year 2008 and the reversal of the remaining reserve for property taxes associated with the 2006
restructuring initiative. See Note 7 of the Notes to Consolidated Financial Statements in Item 8 of this Annual Report on Form
10-K for more information.

Operating income was $33.8 million for fiscal year 2010, as compared to $34.7 million for fiscal year 2009. The $0.9 million
decrease was the result of the legal settlement of $1.8 million, an increase in severance, restructuring and other charges of $1.5
million and increased selling, general and administrative expenses of $0.7 million, partially offset by the $3.1 million increase in
gross profit, as noted above.
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Net interest income of less than $0.1 million for the fiscal year 2010 was primarily related to $0.5 million from the amortization
of points on forward contracts, partially offset by $0.5 million of fees and interest associated with the Revolving Loan
Agreement with PNC Bank National Association (PNC). Net interest income of less than $0.1 million for fiscal year 2009 was
primarily related to $0.7 million from the amortization of points on forward contracts, partially offset by $0.6 million of fees and
interest associated with borrowings under the Revolving Loan Agreement with PNC.

EBITDA was $45.6 million for fiscal yeair 2010, a decrease of $1.0 million as compared to $46.6 million for fiscal year 2009.
Adjusting for the legal settlement expense, severance, restructuring and other charges and the acceleration of certain stock
compensation expense, adjusted EBITDA improved $2.9 million to $49.4 million for fiscal year 2010 from $46.5 million for .
fiscal year 2009, primarily due to the increase in gross profit, as noted above. More information concerning these non-GAAP
financial measures, including the definition of EBITDA and adjusted EBITDA and a reconciliation of these measures to the
most directly comparable financial measure calculated and presented in accordance with GAAP, can be found under the heading
“Non-GAAP Financial Measures” and the accompanying notes thereto appearing elsewhere in this Management’s Discussion
and Analysis of Financial Condition and Results of Operations. :

Income tax expense was $11.2 million for fiscal year 2010 for an effective tax rate of 32.8%. The effective rate is below the
statutory rate mainly due to the generation of employment credits. The income tax benefit of $23.3 million for fiscal year 2009
was driven by a deferred income tax benefit of $23.8 million resulting from the reversal of substantially all of the valuation
allowance previously provided against the deferred tax assets, partially offset by $0.5 million tax expense related to the gross
income earned tax of 5% on a portion of our Philippine financial results and domestic state income taxes.

Net income was $22.9 million for fiscal year 2010, as compared to $58.1 million for fiscal year 2009. The $35.2 million
decrease’ was primarily due to the $34.5 million incréase in income tax expense and a $0.9 million decrease in operating income
as noted above, partially offset by a $0.1 million increase in other income.

Fiscal Year 2009 Results of Operations Compared to Fiscal Year 2008 Results of Operations

Net revenue increased 17.8% to $293.2 million in fiscal year 2009, as compared to $248.8 in fiscal year 2008. Fiscal year 2009
included 53 weeks as compared to 52 weeks in fiscal year 2008. The additional week results in an increase of $6.0 million in
revenue. The increase in revenue of $44.4 million is primarily driven by growth with existing and new clients of $46.4 million
in the communications vertical, $13.0 million in the healthcare vertical, excluding the seasonal Medicare Part D program, $2.2
million in the media & publishing vertical and $1.0 million in the financial services vertical. This was partially offset by the
decline in revenue of $9.7 million from the seasonal Medicare Part D program, $2.9 million due to the exit of a retail client in
2008, $2.2-million in the business services vertical, $1.5 million in the travel & entertainment vertical and $1.9 million of other
services. :

Cost of services increased $19.9 million, or 9.6%, to $227.8 million for fiscal year 2009, as compared to $208.0 million for
fiscal year 2008. The impact of the additional week in fiscal year 2009 was an increase in cost of services of $5.1 million.
Direct labor increased $15.2 million, or 10.6%, primarily driven by higher volume in the domestic communications vertical and
higher volume off-shore, partially offset by lower wage rates and benefits and improved efficiencies both domestically and
offshore. Total facility and other costs increased $4.7 million, or 7.3%, primarily due to a $4.4 million increase in facility costs
associated with domestic expansion and the build-out of our fourth facility in the Philippines and a $1.4 million increase in
telecommunication costs primarily associated with increased volumes off-shore, partly offset by a $1.0 million decrease in
facility and other costs associated with continued cost savings initiatives both domestically and offshore. Cost of services as a
percentage of revenue declined to 77.7% for fiscal year 2009 from 83.6% in fiscal year 2008, primarily driven by lower wages
and benefits, improved efficiencies and leveraging fixed costs.

Gross profit increased $24.5 million, or 59.9%, to $65.3 million for fiscal year 2009, as compared to $40.8 million for fiscal year
2008, primarily due to higher volume domestically and off-shore, and lower wage rates and benefits and improved efficiencies
both domestically and off-shore. Gross profit margin increased to 22.3% for fiscal year 2009 from 16.4% for fiscal year 2008
due to efficiencies in cost of services as noted above.

Selling, general and administrative expenses were $30.7 million for fiscal year 2009, an increase of $0.6 million from $30.1
million for fiscal year 2008. The increase is primarily due to a $1.8 million increase in compensation and benefits related
primarily to incentive compensation, a $0.7 million increase in salaries and wages primarily associated with an increase in our .
sales personnel and a $0.4 million increase in professional fees, partially offset by a $1.5 million reduction in bad debt expense
related to the specific reserves recorded in 2008 in the publishing vertical and a recovery of a portion of these reserves
recognized in 2009, a $0.6 million reduction in rent and other facility charges resulting from the relocation of our corporate
office in late 2008 and $0.2 million of other cost savings obtained through continued efforts to control expenses.
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Restructuring and other charges decreased $3.7 million to a recovery of $0.1 million in fiscal year 2009, as compared to a charge
of $3.6 million in fiscal year 2008. The fiscal year 2009 restructuring reversal was primarily related to adjustments in severance

‘charges and retirement obligations recorded in fiscal year 2008 and the reversal of the remaining reserve for property taxes

associated with the 2006 restructuring initiative. We recorded $3.5 million of severance charges in fiscal year 2008 related to
changes in our executive team and operational and administrative positions. We recorded less than $0.1 million of restructuring

charges in fiscal year 2008, primarily related to changes in the May 2007 downsizing of our Tucson, Arizona customer care

center as a result of delays in subletting space in the center. See Note 7 of the Notes to Consolidated Fmanc1al Statements in
Item 8 of this Annual Report on Form 10-K for more information.

Operatmg income was $34.7 million for fiscal year 2009, as compared to $7.1 million for fiscal year 2008. The $27 6 million
improvement was the result-of a $24.5 million increase in gross profit and a $3.7 million decrease in restructuring and other
charges, partially offset by a $0.6 million increase in selling, general and administrative expenses as noted above.

Net interest income was less than $0.1 million for fiscal year 2009 and was primarily related to $0.7 million from the
amortization of points on forward eontracts, partially offset by $0.6 million of fees and interest associated with borrowings under

‘the Revolving Loan Agreement with: PNC. - Interest expense of $4.4 million for fiscal year 2008 was primarily related to the

acceleration of deferred financing charges and prepayment of fees of $1.8 million due to the early repayment in May 2008 of our
loan facilities with LaSalle Bank National Association (LaSalle) and Atalaya Funding II, L.P. as lender and Atalaya
Administrative, LLC, as agent (Atalaya), $1.5 million of fees and interest associated with borrowings against those loan facilities
and $1.2 million of fees and interest associated with borrowings under the new Revolving Loan Agreement with PNC, partla.lly
offset by $0.1 m11hon from the amortlzatlon of pomts on forward contracts. ‘

EBITDA was $46 6 mﬂhon for ﬁscal year 2009 an increase of $27.1 mﬂhon as'compared to $19.5 million for ﬁscal year 2008.
The increase is driven by higher gross profit, partially offset by an increase in selling, general and administrative expenses.
Adjusting for the legal settlement expense, severance, restructuring and other charges and the acceleration of certain stock
compensation expense, adjusted EBITDA improved $23.3 million to $46.5 million for fiscal year 2009 from $23.2 million for
fiscal year 2008, primarily due to the increase in gross profit, as noted above. More information concerning these non-GAAP
financial measures, including the definition of EBITDA and adjusted EBITDA and a reconciliation of these measures to the
most directly comparable financial measure calculated and presented in accordance with GAAP, can be found under the heading
“Non-GAAP Financial Measures” and the accompanying notes thereto appearing elsewhere in this Management’s Discussion
and Ana]ysm of Financial Condition and Results of Operatlons

"The income tax benefit for fiscal year 2009 was $23 3 mﬂhon driven by a deferred income tax benefit of $23 8 million resulting

from the. reversal of substantially all of the valuation allowance previously provided against the deferred tax assets, partially
offset by $0.5 million tax expense related to the gross income earned tax of 5% on a portion of our Philippine financial results
and domestic state income taxes. For fiscal year 2008, the tax provision associated with the income before iricome taxes of $1.2
million was offset with a corresponding utilization of net operating loss carryforwards. The effective income tax rate for fiscal
year 2008 was 1. 1% due to net operatmg loss carryforwards

Net-income for ﬁscal year 2009 was $58 1. million, as compared to $3.0 rm]hon for fiscal year 2008. The $55.1 million increase
includes a $0.4 million impact from the-additional week in fiscal year 2009 and-a $23.8 million deferred income tax benefit,
resulting from the valuation allowance reversal of $37.9 million in fiscal year 2009. In fiscal year 2010, with no such valuation
allowance reversal we antlc1pate our effective income tax rate to be apprommately 38%.

Liguidity and Capttal Resources o

The following table sets forth our consohdated statements of cash flow data for the fiscal years ended J a.nuary 2 2011 January .
3, 2010 and December 28, 2008, respectively.- : :

" For the Fiscal Year Ended
January2, = = Januvary3, December 28,
" 2011 2010 12008
(Doliars in thousands) ,
Net cash provided by operating activities $ 36,541 § 31937 $ 27,035
‘Net cash used in investing activities T e (11,359) (10,898) (5,753)
Net cash used in financing activities 4,776) <(1,812) (20,849)
Effect of exchange rates on cash 436 712 (1,241)
Net change'in cash - ' . T8 20842 $ 19,939 $ (808)
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.Operating Activities

Net cash provided by operating activities was $36.5 million in fiscal year 2010 and primarily related to $22.9 million of net
income, adjustments for non-cash expenses of $11.6 million for depreciation and amortization, $10.6 million for deferred
income taxes and $2.1 million for stock compensation expense, partially offset by a $7.1 million increase in accounts receivable
due to increased revenue and timing of collections, $2.3 million of excess income tax benefits from stock option transactions and
a $1.3 million net change in operating assets and liabilities. - . : "

Net cash provided by operating activities was $31.9 million in fiscal year 2009 and primarily related to $58.1 million of net _
income, $11.9 million of depreciation and amortization and $0.9 million of stock compensation expense, partially offset by a
$24.8 million increase in deferred tax assets resulting from the reversal of the valuation allowance, a $13.8 million increase in
accounts receivable due to- increased revenue and the timing of collections and $0.4- million net change in operating assets and
liabilities.
Net cash provided by operating activities was $27.0 million in fiscal year 2008 and primarily related to $3.0- million of net
-income, adjustments for non-cash expenses including $12.1 million for depreciation and amortization and $1.3 million for stock
compensation expense, a $7.7 million net-change in operating assets and liabilities and. a $2.9 ‘million decrease in accounts
receivable. ' : : Co g :

1

Investing Activities

Net cash used in investing activities increased $0.5 million to $11.4 million in fiscal year 2010 as compéfed to $10.9 million in
fiscal year 2009. -Cash used in investing activities in 2010 consisted primarily of $6.2 million in capital expenditures related to
client implementations and expansions and $5.2 million in continued investment in operational and information technology
equipment. ' : : : :

Net cash used in investing activities increased $5.1 million to $10.9 million in fiscal year 2009 as compared to $5.8 million. in
fiscal year 2008. Cash used in investing activities in 2009 consisted primarily of $5.7 million in‘ capital expenditures related to
client implementations, $2.8 million in continued investment in operational and information technology equipment and $2.4
million in capital expenditures related to the build-out of our fourth customer care center in the Philippines. :

Net cash used in investing activities was $5.8 million in fiscal year 2008 and consisted ‘primarily of $2.1 million in capital

expenditures related to client implementations; $1.5 million in capital expenditures and build-out related to-our third and fourth
* customer care centers in the Philippines, $1.3 million for the build-out of our Davenport, Iowa customer care center, net of

funding from the landlord, and $1.0 million in continued investment in information technology equipment. :

Financing Activities

Net cash used in financing activities of $4.8 million for fiscal year 2010 is primarily the result of a $4.9 million repurchase of our
common stock, a $3.2 millidn payment to our former CEO resulting from a stock option repurchase agreement and $0.7 million
of payments against capital lease obligations, partially offset by $2.3 million in excess income tax benefits from stock option
transactions and $1.7 million cash received from the exercise of stock.options. : R

Net cash used in financing activities of $1.8 million for fiscal year 2009 is primarily the result of net payments of $6.1 million
against the Revolving Loan Agreement and $0.1 million of payments against capital lease obligations, offset by $4.4 million
cash received from the exercise of stock options, including the excess tax benefit. '

Net cash used in financing activities of $20.8 million for fiscal year 2008 is the result of net payments-of $14.0 million as
repayment in full of our outstanding term loan with Atalaya, net decreased borrowings of $6.2 million under our Revolving
Loan Agreement and $1.0 million in financing costs associated with the debt facility with PNC entered into in May 2008,
partially offset by $0.4 million in cash received from the exercise of stock options.

Bank Financing

As of January 2, 2011, there were no outstanding borrowings under the Revolving Loan Agreement and the Company had cash .
and cash equivalents of $41.4 million. : : : :

During the fifty-two Wéeks ended January 2, 2011, we were party to a Revolving Credit and Security Agreement (Revolving
Loan Agreement) with PNC, as agent, and the financial institutions from time to time parties thereto as lenders. The Revolving

32



Loan Agreement provides us with a $40.0 million revolving loan facility which expires in May 2011. With the upcoming
expiration, we are currently evaluating various financing alternatives and intend to obtain a replacement facility prior to the
maturity of the current Revolving Loan Agreement. We anticipate more favorable terms for a new facility, however there can be
no assurance that we will enter into such an arrangement. The Revolving Loan Agreement contains certain financial covenants
including limits on the amount of capital expenditures and maintenance of a minimum fixed charge coverage ratio. Other
covenants in the Revolving Loan Agreement prohibit us (with limited exceptions) from incurring additional indebtedness,
repurchasing outstanding common shares, permitting liens, acquiring, selling or disposing of certain assets, engaging in certain
mergers and acquisitions, paying dividends or making certain restricted payments. We obtained a waiver from our. current
lender permitting us to execute our stock repurchase program as approved by our Board of Directors. - Our ability to borrow
under the Revolving Loan Agreement depends on the amount of eligible accounts receivable from our clients.

We had no amounts outstanding under our Revolving Loan Agreement and had approximately $32.6 million of undrawn
borrowing capacity under the Revolving Loan Agreement as of January 2, 2011, based upon borrowing base calculations. We
were in compliance with our financial covenants as of January 2, 2011. For more information regarding the Revolving Loan
Agreement, see Note 9 of the Notes to Consolidated Financial Statements in Item 8 in this Annual Report on Form 10-K.

Future Liquidity
We expect that our cash balances of $41.4 million, cash flow from operations and available borrowings of $32.6 million under

our Revolving Loan Agreement will be sufficient to meet projected operating needs, fund any planned capital expenditures, and
repay debt obligations for the next twelve months. ‘

We are nof aware of any issues with our lenders which might cause funds not to be ava.llable for us to draw upon under the terms
of our Rcvolvmg Loan Agreement. - :

Off Balance Sheet Arrangements

We do not have any off balance sheet arrangements other than operating leases.
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Critical Accountmg Policies and Estimates

The preparatlon of ﬁnanc1al statements in conformity with generally accepted accounting pr1n01ples in the United States requires
us to make estimates and judgments that affect the amounts reported in the consolidated financial statements and accompanying
notes. Certain of our accounting policies are considered critical, due to the level of subjectivity and judgment necessary in
applying these policies and because the impact of these estimates and assumptions on our financial condition and operating
performance may be material. Based on the foregoing; we have identified the following accounting policies and estimates that
we believe are most critical in the preparation of our consolidated financial statements: accounting for derivatives, allowance for
doubtful accounts, accounting for employee benefits, revenue recognition, accounting for stock-based compensation and income i
taxes. We have used methodologies that are consistent from year to year in all material respects.

Accounting for derivatives

We use forward contracts to mmgate forelgn currency risk. Our denvatlves are des1gnated as cash flow hedges to the extent that
the instruments qualify for accounting as a hedging instrument and therefore, the effective portion of gains and losses that result
from changes in fair value of the derivative instruments are recorded in accumulated other comprehensive income until the
hedged transaction affects income, at which time gains and/or losses are realized. If the instrument does not qualify for
accounting as a hedge, the change in the value of the instrument during the reporting period is recorded immediately to earnings.
Unrealized gain and unrealized loss in value of outstanding forward contracts was $1.1 million and less than $0.1. million,
respectively; and was recorded in other assets and other liabilities as of January 2, 2011. We expect these' amounts to be
reclassified into earnings over the next eighteen months. :

Changes in the currency exchange rate subsequent to January 2, 2011 will have the 1mpact of increasing or decreasing the
forward contract settlement, which is recorded periodically through earnings. A decrease in the U.S. dollar to the foreign
currency exchange rate would have the effect of reducing earnings and conversely, an increase in the foreign currency exchange
rate would have the effect of increasing earnings. A :

Allowance for doubtful accounts

We recorded an allowance for doubtful accounts of $1.1 million as of J anuary 2, 2011 based on our assessment of the probable
estimated losses in trade accounts receivable. This estimate is based on specific allowances for certain identified receivables
with balances outstanding generally greater than 90 days. An additional allowance for estimated losses on all other receivables
is based on their age and our collection history. The collection history is determined based on a range of the average losses
incurred in our receivables portfolio over the prior three years. If the financial condition of one or more of our customers were
to deteriorate significantly, resulting in a reduced ability to make payments, or our collection history were to materially
deteriorate, additional allowances would be required which would have the effect of reducing earnings.

Accounting for employee benefits and obligations

We recorded a liability for group health claims of $1.5 million as of January 2, 2011 and workers' compensation claims of $0.4
million as of January 2, 2011 based on an estimate of claims incurred, but not reported, as well as known claims at the end of the
period. The estimate for group health claims is derived from an analysis prepared by an experienced third party actuary. The
estimate is based on the number of participants in the medical plan at an estimated average claim per participant. The estimated
claim per participant is determined with reference to our average medical costs incurred per participant over the prior two years
and other relevant factors. Should actual claims incurred exceed our estimates, we would record an additional liability which
results in a charge to earnings. The estimate for workers compensation claims is derived from an analysis performed by an

experienced third party actuary. The reserve is based upon outstanding claims from the prior years. Unforeseen claims or .

claims exceeding estimates provided by the actuary could result in an adjustment to the estimated liability and an additional
charge to earnings. Conversely, should favorable trends result in a reduction in the estimates provided by the actuary, we would
reduce our estimated liability which would benefit earnings.

Revenue recognition
We provide customer care services according to each client’s contract. We recognize revenues only when there is evidence of
an arrangement, services have been provided, the pnce is fixed and determinable, and collection is considered probable. Client

contracts generally require that we bill for our services based on time spent by customer service representatives or on a per call
or per transaction basis.
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Delivery of services to our clients generally entails an initial implementation effort during which costs are incurred in connection
with information and telephony systems implementation, establishment of operating processes and hiring and training of
employees. Certain of our client contracts provide for payment of fees in connection with some of these activities and, in such
instances, related costs are expensed as incurred. ' Revenue for training and other implementation services is recognized based on
the transactional services delivered. The initial implementation effort is not considered a separate element, but rather, these
implementation activities, together with the ongoing service delivery, constitute a single unit of accountmg Revenue
recognized is limited to the amount which we are contractually entitled to collect from our clients. -

Certain client contracts do not provide for separate payment of fees for implementation activities; rather such fees are
implicitly included within the rates associated with the ongoing service delivery. For these arrangements, no revenue is
recognized related to the implementation activities and specific -direct and incremental costs associated with the
implementation activities are deferred and amortized over the period the related ongoing service revenue is recognized.
Deferred costs were $0.4 million at January 2, 2011. Should the contract with our client terminate before its expected
termination period any deferred costs associated with the terminated client would be immediately recorded as a charge to
earnings.

In many cases, we are subject to varying client quality, service level, and performance standards, such as average handle time,
occupancy rate, abandonment rate, call quality, and customer satisfaction. Our performance against such standards may provide
bonus opportunities or conversely, may subject us to penalties, which are recognized as earned or incurred.

Accountzng for stock-based compensatzon

We account for stock-based compensation usmg the modified prospecuve transition method to apply fau' value estimates. Under
the modified prospective transition method, compensation expense is recognized for all share-based payment awards granted
prior to, but not yet vested as of January 2, 2006 based on' the grant-date estimated fair value. In addition, stock-based
compensation expense for all share-based payment awards newly awarded after January 2, 2006 is based on the grant-date
estimated fair value. Compensation expense related to share-based awards, net of a forfeiture rate, is amortized on a straight-line
basis over the requisite employees' service period in selling, general and administrative expenses in the Consolidated Statements
of Operations in accordance with the classification of the related employees' compensation and benefits.

There are several assumptions used in calculating the fair value of options and common share awards. The assumptions used in
calculating the fair value of options include expected volatility, risk-free interest rate, expected life, and annualized forfeiture
rate. The annualized forfeiture rate is also used in calculating the value of common share awards. We estimated the forfeiture
rate of 5.4%,-volatility ranging between 78% to 90% and expected life for all awards ranging from 3.1 years to 3.4 years based
on our experience during the preceding fiscal years. The risk-free interest rate of .63% to 1.7% is based on the three year
treasury bond. Any changes in the assumptions used or future significant awards granted or forfeited will change the future
stock compensation expense recorded. An increase in compensation expense will have the effect of reducmg earnings, and

conversely, a-decrease in compensation expense will increase earnings.

)

Income taxes

We account for income taxes using the asset and liability approach. Under the asset and liability method, deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases. A valuation allowance is recorded when we believe it is
more likely than not that some portion or all of the deferred tax assets will not be realized in the near term. We record a reserve
for tax contingencies unless we believe it is probable that the deductions giving rise to these contingencies will be sustained if
challenged by taxing authorities.

On a quarterly basis, we review the likelihood that deferred tax assets will be realized in future tax periods under the more-
likely-than-not criteria. In making this judgment, all available evidence, both positive and negative, is considered in determining
whether, based on the available evidence, a valuation allowance is required. Due to the uncertainty in the ability to realize
forecasted earnings, a full valuation allowance of $39.0 million existed as of December 28, 2008 to fully offset our net deferred
tax assets. Pretax earnings increased substantially in 2009 to $34.7 million and we expected to be profitable in future periods as
well. Because we believed it was more-likely-than-not that the deferred tax assets will be realized in future tax periods, we
reversed substantially all of the valuation allowance in fiscal year 2009. The remaining valuation allowance of $0.4 million
relates to state net operating loss carryforwards where realization of the net operating loss carryforward is uncertain. '
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New Accounting Pronouncements
Fair Value -

In January 2010, the Financial Accounting Standards Board (FASB) issued guidance amending ASC Topic 820 “Fair Value
Measurements and Disclosures”. ASC Sub-topic 820-10 and related guidance was amended to require disclosure of the
transfers in and out of Levels 1 and 2 and a schedule for Level 3 that separately identifies purchases, sales, issuances and
settlements and requires more detailed disclosures regarding valuation techniques and inputs. This update is effective for interim
and annual reporting periods beginning after December 15, 2009 except for the disclosures about purchases, sales issuances and .
settlements in the roll forward of activity in Level 3 fair value measurements. Those disclosures are effective for fiscal years
beginning after December 15, 2010, and for interim periods within those fiscal years. We adopted this guidance, as it relates to
transfers in and out of Levels 1 and 2, effective January 4, 2010, the beginning of our 2010 fiscal year with no material impact
on our consolidated financial statements. We have evaluated the impact of this guidance, as it relates to disclosures regarding
Level 3 and determined it will not have a material impact on our consolidated financial statements. For more information
regarding fair value disclosures see Note 16 of the Notes to Consolidated Financial Statements in Item 8 in this Annual Report
on Form 10-K.

Revenue Recognition

In October 2009, the FASB issued guidance on revenue arrangements with multiple deliverables which revises the criteria for
separating, measuring, and allocating arrangement consideration to each deliverable in a multiple element arrangement. The
guidance requires companies to allocate revenue using the relative selling price of each deliverable, which must be estimated if
the company does not have a history of selling the deliverable on a stand-alone basis or third-party evidence of selling price.
This guidance is effective prospectively for revenue arrangements entered into or materially modified in fiscal years beginning
on or after June 15, 2010, with early adoption permitted. We have evaluated the impact of this guidance and determined it will
not have a material impact on our consolidated financial statements. : , :

Contractual Obligations and Commitments

We have the following contractual obligations and commercial commitments:

Payment due by period
Less than 1 Over § )
Year 2to3 Years 4to5 Years Years Total
- ) ' (Dollars in thousands)
Contractual Obligations: ’ : ’ o
Operating leases $ 6861 $ 11860 $ 10,667 $ 11,687 $ 41,075
Capital leases ' 696 529 151 - 1,376
Total contractual obligations $ 7,557 $12389 $ 10,818 $ 11,687 $ 42,451
—_—— s e e—— e
Other Commercial' Commitments:
Telecommunications commitments $ 4221 $ 5165 $ . - $ - $ 9386
Letters of Credit » 3,090 - - - 3,090
Total other commercial commitments $ 7311 $ 5165 $ - . $ - - $ 12,476

—_————— —— ————— ———— E——————————
e e ———— =———————
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk, -~ -

We are exposed to the impact of U.S. interest rate changes directly related to our normal operating and funding activities and
foreign currency exchange risk related to our operating costs in international locations. Our Revolving Loan Agreement bears
interest at floating rates, subjecting us to interest rate risk. To date, the impact from interest rate fluctuations has not been
material.

The impact from foreign currency exchange rates has become significant due to the change in the U.S. dollar relative to the
Philippine peso and the increase in cost of services due to our expanded operations in international locations. We maintain a
currency rate hedging program with the objective of mitigating the impact of significant fluctuations in the U.S. dollar /
Philippine peso exchange rate. The objective of the hedge transaction is to mitigate the. variability in cash flows and expenses
over the period of the hedge contracts due to the foreign currency risk associated with the repayment of the. intercompany
accounts payable from the U.S. operations to the Philippines representing the Philippines’ share of revenue. As of January 2,
2011, forward contracts to purchase 1,235 million Philippine pesos at a U.S. dollar potional of $27.3 million were outstanding.

We prepared a sensitivity analysis of our foreign currency exposure for the fiscal year ended January 2, 2011, assuming a one
point adverse change in the foreign exchange rates. Holding all other variables constant, the hypothetical adverse change would
result in less than a $1.0 million impact on our financial results.

As we continue to expand operations in the Dominican Republic and Uruguay, the impact fro‘mv foreign currency exchange rates
will become more significant.” We will evaluate the use of derivatives to mitigate this exposure as deemed necessary.
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Item 8. Financial Statements and Supplementary Data.
The following financial information is included in this Annual Report on Form 10-K:

Report of Independent Registered Public Aecounting Firm for the Fiscal Years Ended
January 2, 2011, January 3, 2010 and December 28, 2008

Consohdated Statements of Operations for the Fiscal Years Ended January 2, 2011,
January 3, 2010 and December 28, 2008 '

Consolidated Balance Sheets as of January 2, 2011 and January 3, 2010

Consolidated Statements of Shareholders' Equity for the Fiscal Years Ended January 2,201 1,.< '

January 3, 2010 and December 28, 2008
Consolidated Statements of Cash Flows for the Fiscal Years Ended J. anuary 2, 2011
January 3, 2010 and December 28, 2008
Notes to Consolidated Financial Statements :
Quarterly Results of Operations for the Fiscal Years Ended J anuary 2 2011 and
January 3, 2010 :
Management's Report on Internal Control over Financial Reportlng as of January 2, 2011
Report of Independent Reglstered Pubhc Accountmg Firm as of J; anuary 2, 201 1
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and
Shareholders of APAC Customer Services, Inc.

We have audited the accompanying consolidated balance sheet of APAC Customer Services, Inc. as of January 2, 2011 and
January 3, 2010, and the related consolidated statements of operations, cash flows and shareholders’ equity for each of the
three years in the period ended January 2, 2011. Our audits also included the financial statement schedule listed in the Index
at Item 15(a). These financial statements .and schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion. :

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial
position of APAC Customer Services, Inc. at January 2, 2011 and Januwary 3, 2010, and the consolidated results of its
operations and its cash flows for each of the three years in the period ended January 2, 2011, in conformity with U.S:
generally accepted accounting principles. Also, in our opinion, the related financial statement schedule, when considered in
relation to the basic financial statements taken as a whole, presents. fairly in all material respects the information set forth
therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
APAC Customer Services, Inc.’s internal control over financial reporting as of January 2, 2011, based on criteria established
in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission and our report dated February 18, 2011, expressed an unquahﬁed opinion thereon.

/s/ Ernst & Young LLP

Chicago, Illinois
February 18, 2011
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APAC CUSTOMER SERVICES, INC. v
CONSOLIDATED STATEMENTS OF OPERATIONS

(Dollars and shares in thousands, except net income per share data)

For the Fiscal Year Ended
""" January 2, January 3, December 28, .
2011 2010 2008
Net revenue o , $ 325958 $ 293,177 $ 248,799
Cost of services | 257490 227845 207953
Gross profit R 68,468 65,332 40,846
" Operating expenses: l _ '
' - - Selling, general and adminis-trative‘expenses : '. : 31,427 30,773 30,118
Legal settlement 1,793 A1) 30
" Severance, restructuring and other charges (reversals) v 1,404 (56) © 3,635
" Total operating expenses | 34,624 30,676 33,783
Operating income o , 33,844 ' 34,656 7,063
Other (income) expense, net | ' (138) ‘ | (36) (347)
Interest (income) expense, net , (31) (34) 4,358
Income before income taxes ’ ‘ : ' 34,013 34,726 3,052
Income tax expense (benefit) 11,159 (23,327) -33
Net income ; $ 22,854 $ 58,053 $ 3,019
Net income per share: '
Basic $ 0.44 $ 1.13 § 0.06
Diluted $ 042§ 1.09 - $ 0.06
Weighted average shares outstanding: ,
Basic 52,455 51,570 50,424
Diluted ‘ 54,706 53,296 50,477

See Notes to Consolidated Financial Statements.
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APAC CUSTOMER SERVICES, INC.
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands, except share data)

January 2, January 3,

2011 2010
ASSETS
Current assets:
Cash and cash equivalents $ 41,399 $ 20,557
Accounts receivable, less allowances of $1,065 and $1,144, respectively 52,483 45,358
Deferred tax assets, current 11,051 14,593
Other current assets . 8,204 6,323
Total current assets . 113,137 86,831
Property and equipment, net 128,030 25,653
Goodwill : 13,338 13,338
Other intangible assets, net 425 1,028
Deferred tax assets, non-current 5,387 110,170
Other assets ' 2,848 " 1,585
Total assets . $ 163,165 $ 138,605
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Capital leases - current portion , $ 696 % 397
Accounts payable - 4,964 2,770
Income taxes payable o 93 365
Accrued payroll and related items 22,205 21,964
Accrued liabilities 9,200 9,190
Total current liabilities 37,158 34,686
Other non-current liabilities 4,536 4,171
Commitments and contingencies - -
Shareholders' equity:
Common Shares, $0.01 per share; authorized 200,000,000 shares;
53,359,090 shares issued and 52,488,457 shares outstanding at January 2, 2011, ‘
and 52,318,726 shares issued and outstanding at January 3, 2010 533 . 523
Additional paid-in capital ' _ . 112,668 109,818
Accumulated earnings (deficit) ' 11,166 (11,688)
Accumulated other comprehensive income 1,980 1,095
Treasury shares: 870,633 and O shares at cost at January 2, 2011
and January 3, 2010, respectively (4,876) -
Total shareholders' equity 121,471 99,748
Total liabilities and shareholders' equity $ 163,165 $ 138,605

See Notes to Consolidated Financial Statements.
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Balance, December 30, 2007
Net income
Foreign currency translation adjustment, net of tax
Unrealized loss on derivative contracts, net of tax
Total comprehensive income '
Issuance of warrants
Purchase of treasury stock
Exercise of employee stock options,
including related ex;:ess income tax benefits
Stock compensation expense

Balance, December 28, 2008

Net income

Foreign currency translation adjustment, net of tax

Unrealized gain on derivative contracts, net of tax
Total comprehensive income

Purchase of treasury stock

Exercise of employee stock options,
including related excess income tax benefits

Stock compensation expense

Balance, January 3, 2010
Net income R
Foreign currency translation adjustment, net of tax
Unrealized gain on derivative contracts, net of tax
Total comprehensive income
Purchase of treasury stock
Exercise of employee stock options
Option settlement obligation
Excess tax benefit from share-based payments
Stock compensation expense

Balance, January 2, 2011

APAC CUSTOMER SERVICES, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(Dollars in thousands, except share data)

Common Common Additional Accummlated  Accumulated Other Total :
Shares Share Paid-In Earnings Comprehensive Treasury Shareholders'
Issued Amount Capital (Deficit) Income Stock Equity
50,379,296 $ 504 $ 102,647 $ (72,760) $ 2,990 - - s 33,381
- - 3,019 - - 3,019
- - - (1,315) - (1,315)
- - - (1,539) - (1,539)
165
- 215 - - S - 215
- - - - (49) 49)
404,016 5 350 - - 48 403
- 1,305 - ' - - 1,305
50,783,312 § 509 §$ 104,517 § (69,741) $ 136 1) $ . 35,420
- - 58,053 - - 58,053
' . . - 25 - 25
- - - 934 - 934
59,012
- - - - 6 ©
1,535,414 14 4,441 - - - 7 4,462
- 860 - - - 860
52,318,726  $ 523 § 109,818 § (11,688) $ 1,095 - $ 99,748
- - 22,854 - - 22,854
- - - 583 - 583
- - - 302 - 302
23,739
- - - - (4,876) (4,876)
1,040,364 10 1,641 - - - - 1,651
- (3,186) - - - (3,186)
- 2,307 - - - 2,307
- 2,088 - - - 2,088
53,359,090 $ 533 § 112,668 $ 11,166 $ 1,980 § 4,876) $ 121,471

See Notes to Consolidated Financial Statements.
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APAC CUSTOMER SERVICES, INC.
- CONSOLIDATED STATEMENTS OF:CASH FLOWS -

(Dollars in thousands) :
______ For the Fiscal Year Ended
January 2, January 3, December 28,
2011 2010 2008
Operating Activities: = | ) . : . - o, C - .
Net income . . , -8 22,854 . $ 58,053 . $ 3,019
Adjustments to reconcile net income to net cash » . A
provided by operating activities ‘ _ : AT L
Depreciation and amortization . , 11,603 - 11,870 12,067
Deferred income taxes - . . » - ;10,632 . (24,76.3‘),7___, -
Non-cash restructuring charges : - - 14
Stock compensation expense 2,088 860 1,305
Excess income tax benefits from stock option transactions s (2,307) ~ - -
Non-cash warrant issuances - - 215
Loss on sale of property and equipment 2 38 . 193
Amortized gain on sale leaseback (133) %4 (118)
Changes in operating'asséts and liabilities: o o : BE : .
Accounts receivable, net - - S ST 41,125) (13,811 2921
Other current assets - co o ST (1,880) 0 - (2,782) T 2,955
Accounts payable ' ' e 104 1,129 - - (646)
“Accrued payroll and related items R 241 ©3237 0 0 2773
Income taxes (receivable) payable (272) 112 33
ST Accrued liabilities 306 (1,310) 2471
BRI Other assets and liabilities . , , ] (1,662) (602) . (167)
L  Net cash provided by operating activities S 36,541 31,937 27,035
Investing Activities: . . N
Purchase of property and equipment, net (11,360) (10,899) (5,810)
Net proceeds from sale of property and equipment 1 1 . .57
Net cash used in investing activities (11,359) (10,898) (5,753)
Financing Activities: L S T e , S
Borrowings under revolving credit facility : L SR 326,021 - 324,936
Payments under revolving credit facility _ ‘ - (332121 (331,143) -
Payments on long-term debt ‘ e T T 1 (14,000)
Payment of capital lease obligations (672) (139) -
Payment of financing costs . ’ - ©(29) - '(996)
Payment of stock option repurchase obligation . . o (3,186) A oo
Stock option transactions R - 1,651 4,462 © 403
Excess income tax benefits from stock option transactions . . . - 2,307 - -
'Purchase of treasury stock . o T (4,876) (6 - (49)
Net cash used in financing activities =~ ' (4,776) (1,812) . (20,849)
Effect of exchange rates on cash 436 712 (1,241)
Net increase (decrease) in cash and cash equivalents RO 20,842 19,939 . . -(808) .
Cash and Cash Equivalents: _ a : o I o
‘Beginning of year T S 20,557 - 618 1,426
End of year T 8 41399 8 20557 § 618
_ Supplemental Disclosures: R o T T ‘ S
Cash payments for interest T s 2317 $ 393§ 2,39
Cash payments for income taxes ' . ' 1441 227 T -
Capital expenditures funded by others 624 295 1,413
""" Property and equipment purchases acquired under capital leases 945 1,203 -

See Notes to Consolidated Financial Statements.
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APAC CUSTOMER SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in thousands, except share data and as otherwise indicated)
1. Description of Business

APAC Customer Services, Inc. (Company) is a leading provider of customer care services and solutions to market leaders in the

healthcare, communications, business services, media & publishing, travel & entertainment, technology and financial: services_
industries. As of January 2, 2011, the Company operated 15 customer care centers: eight domestic, two domestic client-owned

facilities, four international centers located in the Philippines and one international center located in the Dominican Republic.

The domestic operations consist of approximately 6,300 workstations and the international operations consist of approximately

4,600 workstations. The Company consists of a single operating segment that offers customer care services and solutions to its

clients. ' )

2. Basis of Presentation and Pfihciples of Consolidation
Consolidation

The consolidated financial statements include the accounts of the Company and its. wholly-owned subsidiaries. All of the
Company’s subsidiaries ate wholly-owned and are included in the consolidated financial statements. The Company’s
international customer care centers use their local currency as their functional currency. Assets and liabilities of international
customer care centers have been translated at period-end exchange rates, and income and expenses have been translated using
average exchange rates for the period. All inter-company transactions and balances have been eliminated in consolidation.

Use of estimates
The preparation of financial statements in conformity with U.S. generally accepted z_x_ccounting'principleé ‘requjres ménagement

to make estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual
results could differ from those estimates. '

_Fiscal Year

The Company operates on a 52/53-week fiscal year that ends on the Sunday closest to December 31. All fiscal years presented
were 52 weeks, except for fiscal year 2009 which ended on January 3, 2010. Fiscal year 2009 was 53 weeks. -

3. Summary of Significant Accounting Policies and Estimates

Revenue recognition

'

The Company provides customer care services according to each client’s contract. Each contract is evaluated to determine
the appropriate treatment for revenue recognition. The Company recognizes revenues only when there is evidence of an
arrangement, services have been provided, the price is fixed and determinable, and collection is considered probable. Client

- contracts generally require that the Company bill for its services based on time spent by customer service representatives or on a
--per eall or per transaction basis.

Delivery of services to the Company’s clients generally entails an initial implementation effort during which costs are incurred. -
in connection with information and telephony systems implementation, establishment of operating processes and hiring and
training of employees. Certain of the Company’s client contracts provide for payment of fees in connection with some of these

* activities and, in such instances, related costs are expensed as incurred. Revenue for training and other implementation services

is recognized based on the transactional services delivered. The initial implementation effort is not considered a separate
element, but rather, these implementation activities, together with the ongoing service delivery, constitute a single unit of
accounting, Revenue recognized is limited to the amount which the Company is contractually entitled to collect from its
clients.



APAC CUSTOMER SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Dollars in thousands, except share data and as otherwise indicated)

Certain client contracts do not provide for separate payment of fees for implementation activities; rather such fees are
implicitly included within the rates associated with the ongoing service delivery.. For these arrangements, no revenue is
recognized related to the implementation activities and specific direct and incremental costs associated with the
implementation activities are deferred and amortized over the period the related ongoing services revenue is recognized.
Should the contract with the Company’s client terminate before its expected termination period any deferred costs associated
with the terminated client would be immediately recorded as a charge to earnings.’ )

In many cases, the Company is subject to varying client quality, service level, and performance standards, such as average
handle time, occupancy rate, abandonment rate, call quality, and customer satisfaction. The Company’s performance against
such standards may prov1de bonus. opportumhes or conversely, may subject us to penalties, which are recognized as earned
or mcurred :

Cost of services -

The Company generally recognizes costs associated with its customer care services as they are incurred in accordance with
guidance on the reécognition ahd measurement in financial statements of business enterprise. Cost of services include direct -
Tabor, telephone and other facrhty expenses dlrectly related to providing customer care services to its clients. '

Delivery of services to the Company’s clients generally entails an initial implementation effort during which costs are incurred
in connection with information and telephony systems implementation, establishment -of operating processes and hiring and
training of employees. Certain of the Company’s client contracts provide for payment of fees in connection with some of these
activities and, in such instances, related costs are expensed as incurred. Certain client contracts do not provide for separate
payment of fees for implementation activities. For these arrangements specific direct and incremental costs associated with
the implementation activities are deferred and amortized over the period the related ongoing services revenue is recognized.

Accounting for derivatives

The Company uses forward contracts to mitigate foreign currency risk. The Company’s derivatives are designated as cash flow
hedges to the extent that the instruments qualify for accounting as a hedging instrument; therefore, the effective portion of gains
and losses that result from changes in fair value of the derivative instruments are recorded in accumulated other comprehensive
income until the hedged transaction affects income, at which time :gains and/or losses are realized. The Company expects these

amounts to be reclassified into earnings over the next eighteen months. If the instrument does not qualify for accounting as a ‘

hedge, the change in the value of the instrument during the reporting period is recorded immediately to earnings. The Company
assesses hedge effectiveness each reporting period. See Note 17 for more information.-

Allowance for doubtful accounts

The Company records an allowance for doubtful accounts based on a quarterly assessment of the probable estimated losses in
trade accounts receivable. This estimate is based on specific allowances for certain identified receivables with balances
outstanding generally greater than 90 days and an additional allowance for estimated losses on all other receivables based on
their age and collectlon h1story The Company charges off uncollectible accounts when it has exhausted all possible collection
efforts.

'Accountmg for employee benefits and oblzgatwns

’I‘he Company records a liability for group health and workers' compensallon claims based on an estimate of claims incurred, but
not reported, as well as known claims at the end of the reporting period. The estimate for workers’ compensation claims is
derived from an analysis performed by an experienced third party actuary. The reserve is based upon outstanding claims from
the prior years. The estimate for group health claims is also derived from an analysis prepared by an experienced third party
actuary. The estimate for group health claims is based on the number of participants in the medical plan at an estimated average
claim per participant. The estimated claim per participant is determined with reference to the Company’s average medical costs
incurred per participant over the prior two years and other relevant factors.
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APAC CUSTOMER SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Dollars in thousands, except share data and as otherwise indicated)

The Hability recorded for these accounts, which are included in accrued- payro]l and related items and accrued habllmes at
January 2, 2011 and January 3, 2010, were:

- 2010 2009 -
Group Health Insurance 0§ 148 $ 1,170
Workers' Compensation $ 431 § 929

Income taxes

The Company accounts for income taxes using the asset and liability approach Under the asset and hablhty method, deferred tax
assets and liabilities are recognized for the future tax consequences attributable to differences between the ﬁnanmal statement
carrying amounts of ex1$t1ng assets and liabilities and their respective tax bases. A valuation allowance is recorded when the
Company believes it is more likely than not that some portion or all of the deferred tax assets will not be realized in the near
term. The Company records a reserve for tax contingencies unless it believes it is probable that the deductions giving rise to
these contmgenmes will be sustained if challenged by taxmg authorities.

In applying the criterion that an md1v1dua1 tax posxtlon would have to meet for some or all of the beneﬁt of that posmon to be
recognized in an entity's financial statements, the Company is required to evaluate a tax position using a two-step process. First,

the Company evaluates the position for recognition. The Company recognizes the financial statement benefit of a tax position if
it determines that it is more likely than not that the position will be sustained on examination. Next, the Company measures the
amount of benefit that should be recognized for those tax positions that meet the more-likely-than-not test.

Cash equivalents
Cash equivalents c,onsisf of highly ]iqﬁid, short-term investments readily convertible to cash,
Accounting for long-lived assets

The Company's long-lived assets consist primarily of property and equipment, including cap1ta1 leases and intangible assets. In

addition to_the original cost of these assets, the recorded value is impacted by a number of policy elections made by. the

Company, including estimated useful lives and salvage values.. Any decision by the Company to reduce capacity by closing

customer care centers or to abandon assets may result in a write-off of the net book value of the affected assets. The Company
records impairment charges on long-lived assets used in operations when events and circumstances indicate that the assets may

be impaired and the undiscounted cash flows estimated to be generated by those assets are less than the carrying amount of those

assets. In this circumstance, the impairment charge would be determined based upon the amount by which the net book value of

the assets exceeds their fair-market value. In making these determinations, the Company utilizes certain assumptions, including,

but not limited to, the estimated fair market value of the assets, which are based on additional assumptions such as asset

utilization, length of time the asset will be used in the Company's operations and estimated salvage values.

Property and Equtpment

Property and equipment are recorded at cost-and depreciated on a stralght-hne basis, using estimated useful lives of up to
15 years for buildings, the life of the lease for leasehold improvements, 3 to 7 years for telecommunications equipment, and 3 to
7 years for workstations and office equipment. The Company also capitalizes certain costs associated with the leasing of various
computer equipment, which is included in property and equipment. As of January 2, 2011, the gross carrying value of capital

leases was $2.2 million. Amortization of capital leases is provided on a straight line basis over the term of each lease, which is

generally three to five years. The Company had $1.4 million of unamortized capital lease costs as of January 2, 2011. - See Note

9 for information regarding long-term lease obligations and future minimum capital lease payments.
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APAC CUSTOMER SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Dollars in thousands, except share data and as otherwise indicated)
Excluding capitalized software, the total depreciation expense for property and equipment, including amortization of capital
leases for fiscal years 2010, 2009 and 2008 was $8.8 million, $8.0. million and $8.3 million, respectively. No interest cost was

capitalized as a component of building and leasehold improvements for the fiscal year ended January 2, 2011. Interest cost of
less than $0.1 million was capitalized for the fiscal year ended J anuary 3, 2010.

January 2, '_  January 3,
2011 . 2010

Building and leasehold improvements - $ 23,833 $ - 22,677
Telecommunications equipment a 44,736 39,691
Workstations and office equipment 13,770 12,435
Capitalized software _ __ 22,117 18,972

- Construction in progress ’ 4,861 2,151
Accumulated depreciation and amortization (8 1',287) (70,273)
Property and equipment, net $ 28,030 $ 25,653

Net property and equipment located at the Compa.ny s international customer care centers totaled $9.1 million and $10.5 million
as of January 2, 2011 and January 3, 2010, respectlvely ,

Capitalized Software

The Company capitalizes certain costs related to the purchase and installation of computer software and for internally developed
software for internal use. Amortization is provided on a straight-line basis over estimated useful lives of up to 5 years. The
Company had $3.6 million of unamortized capitalized software costs as of January 2, 2011 and $1.7 million of unamortized
capitalized software costs as of January 3, 2010. Amortization expense for capitalized software costs was $1.9 million in fiscal
year 2010 and $1.5 million in fiscal years 2009 and 2008.

.Gooadwill -

Under the provisions of FASB ASC 250, goodwﬂl is not amortized, but mstead the Company is required and it is its pohcy to
‘test all existing goodwill for impairment at least annually and more frequently if circumstances require. The Company tested the
goodwill for impairment in the third quarter of 2010 and 2009, resultlng in no impairment being recorded. As of January 2,

2011, the Company had $13.3 million of goodwill.

Financial Information about Industry Segments

The Company has one reportable segment and therefore, in accordance with FASB ASC 280 “Segment Reporting”, all segment-
related financial information is included in' the consolidated financial statements. The reportable segment reflects the
Company’s operating and reporting structure.

Accounting for Stock-Based Compensation

At January 2, 2011, the Company had a share-based incentive compensation plan for employees and non-employee directors,
which authorized the granting of various equity-based incentive awards, including stock options and non-vested common shares.
- The total number of common shares authorized for issuance under the plan was 11.8 million at:January 2, 2011, of which
-1.1 million shares are available for future grants.

Options to purchase common shares are granted at the closing price of the common shares on The NASDAQ Global Market on

the date of the grant. Substantially all of the options become exercisable between one to five years after the grant date and
generally expire ten years from the grant date. : .
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APAC CUSTOMER SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(Dollars in thousands, except share data and as otherwise indicated)

The Company accounts for stock-based compensation using the modified prospectlve transition method to apply fair value
estimates. Under the modified prospective transition method, compensation expense is recognized for all share-based payment
awards granted prior to, but not yet vested as of January 2, 2006 based on the grant-date estimatedfair value.. In addition,
stock-based compensation expense for all share-based payment awards newly awarded after January 2, 2006 is based on the .
grant-date estimated fair value. Compensation expense related to share-based awards, net of a forfeiture rate, is amortized on a
straight-line basis over the requisite employees' service periods in selling, general and administrative expenses in the
Consolidated Statements of Operations in accordance with the classification of the related employees' compensation and
benefits. The Company estimated the forfeiture rate, volatility and expected life for all awards based on its experience during the
preceding fiscal years. The interest rate is based on the three year treasury bond. :

Total stock-based compensation expense was $2.1 million, $0.9 million and $1.3 million for the fiscal years ended January 2,
2011, January 3, 2010 and December 28, 2008, respectively. As of January 2, 2011, there was $5.9 million of unrecognized
compensation cost related to unvested awards that is expected to be recogmzed overa welghted-average penod of approximately
3.4 years.

During the fiscal year ended January 2, 2011, the Company awarded 250,000 non-vested common shares at a weighted average
value per share of $5.23 that vest ratably five years from the grant date. The Company did not award non-vested common shares
during the fiscal year ended January 3, 2010. During the fiscal year ended December 28, 2008, the Company awarded 50,000
non-vested common shares to employees at a weighted average value per share of $1 10 that vest ratably two years from the
grant date.

ConcentratwnsofCredttandOtherRlsk . L :'« o : ' o

.Financial instruments that potentxa]ly subject the Company to- s1gn1ﬁcant concentratlons of credit risk consist pnn01pa11y of cash
and cash equivalents, receivables and foreign currency forward contracts. The Company places its cash and cash eqmvalents
with major financial institutions and limits the amount of financial exposure to any one msututlon :

The Company’s accounts receivable arise from sales to clients in a variety of industries. The Company performs continuing
credit evaluations of its clients, maintains allowances for potential credit losses and generally does not require collateral. The
Company makes judgments as to its ability to collect outstanding receivables based primarily on management’s evaluation of the
customer’s financial condition, past collection history and overall aging of the receivables. . The top five clients accounted for-
approximately 72%, 76% and 78% of total revenue in fiscal years 2010, 2009 and 2008, respectlvely Three of the Company’s
clients were each responsible for 10% or more of its revenues in fiscal year 2010:" See Note 5 for more information about
significant client concemratlon

The counterparties to the Company’s foreign currency contracts are three major financial institutions. The Company has not
experienced non-performance by any of its counterparties nor does the Company expect there to be significant non-performance
risk associated with its counterparties for derivative contracts outstanding as of January 2, 2011.

New Accounting Pronouncements
Fair Value

In January 2010, the FASB issued guidance amending ASC Topic 820 “Fair Value Measurements and Disclosures”. ASC:Sub-
topic 820-10 and related guidance was amended to require disclosure of the transfers in and out of Levels 1 and 2 and a schedule
for Level 3 that separately identifies purchases, sales, issuances and settlements. and requires more detailed disclosures regarding
valuation techniques and inputs. This update is effective for interim and annual reporting periods beginning after December 15,
2009 except for the disclosures about purchases, sales issuances and settlements in the roll forward of activity in Level 3 fair
value measurements. Those disclosures are effective for fiscal years beginning after December 15, 2010, and for interim periods
within those fiscal years. The Company adopted this guidance, as it relates to transfers in and -out of Levels 1 and 2, effective -
January 4, 2010, the beginning of its’ current fiscal year with no material impact on its consolidated financial statements. The
Company has evaluated the impact of this guidance, as it relates to disclosures regarding Level 3 and determined it will not have
a material impact on its consolidated financial statements. See Note 16 for more information about fair value disclosures.
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Revenue Recognition

In October 2009, the FASB issued guidance on ASC Topic 605 “Revenue Recognition” related to revenue arrangements with
multiple deliverables which revises the criteria for separating, measuring, and allocating arrangement consideration to each
deliverable in a multiple element arrangement. The guidance requires companies to allocate revenue using the relative selling
price of each deliverable, which must be estimated if the Company does not have a history of selling the deliverable on-a stand-
alone basis or third-party evidence of selling price. This guidance is effective prospectively for revenue arrangements entered
into or materially modified in fiscal years beginning on or after June 15, 2010, with early adoption permitted. The Company has
evaluated the impact of this guidance and determined it will not have a material impact on its consolidated financial statements..

4. Comprehensive Income

Comprehensive inébme for fiscal years 2010, 2009 and 2008 is as follows:

2010 2009 2008
Net income , $ 22854 $ 58,053 $ 3,019
Foreign currency translation adjustment ' ‘ 583 25 (1,315)
Unrealized gain (loss) on derivative contracts 302 934 (1,539)
Total comprehensive income _ $ 23,739 $ 59,012 $ 165

(€Y The foreign currency translation ad_]ustments in fiscal year 2010, 2009 and 2008 relate to the unpact of the change in
exchange rates on net assets located outside of the United States.

The following is a summary of the Company’s accumulated other comprehensive income activity for the years ended January
2, 2011, January 3, 2010 and December 28, 2008

Cash Flow Accumulated

Hedges - Other
Currency Derivative Comprehensive
: : Translations Contracts Income _
Balance, December 30, 2007 $ 2,197 $ 793 $ 2,990
Depreciation on current period hedging transactions - ‘ (2,260) (2,260)
Realized loss reclassified to earnings - 721 721
Foreign currency translation adjustment (1,315) .- (1,315)
Tax effect - - -
Balance, December 28, 2008 $ 882 § (746) $ 136
Appreciation on current period hedging transactions - 1,012 1,012
Realized loss reclassified to earnings - 161 161
Foreign currency translation adjustment 176 - - 176
Tax effect (151) , (239) (390)
Balance, January 3, 2010 . $ 907 $ 188 $ 1,095
Appreciation on current period hedging transactions - 1,879 1,879
Realized gain reclassified to earnings - (1,412) (1,412)
Foreign currency translation adjustment 674 - 674
Tax effect 91) (165) (256)
Balance, January 2, 2011 : $ 1,490 $ 490 §$ 1,980
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5. Significant Clients

The Company's ten largest clients collectively accounted for approximately 89% of the Company's revenue in fiscal year 2010
and 90% in fiscal years 2009 and 2008. Clients that were md1v1dually responsible for 10% or more of the Company's revenues .
for fiscal years 2010, 2009 and 2008 were as follows:

2010 2009 _ . 2008
Verizon Wireless 21.6 % 277 % 21.0 %
United Parcel Services, Inc. 21.0 206 25.1
Medco Health Solutions, Inc. 13.9 135 11.5
WellPoint, Inc. 5.8 6.9 12.5

Total 623 % 68.7 % 70.1 %

Accounts receivable related to these significant clients as a percentage of net accounts receivable at the end of fiscal year 2010
and 2009, respectively, were:

. Percent of Net
Accounts Receivable
2010 2009
Verizon Wireless 19.1 % 34.7 %
Medco Health Solutions, Inc. . 136 124
United Parcel Services, Inc ' 54 99 .
WellPoint, Inc. 3.9 . 8.8

Total 42.0 % 65.7 %

6. Supplemental Balance Sheet Data

The components of other current assets and other accrued liabilities included in the consolidated balance sheets are as follows:

January 2, January 3, -

Consolidated Balance Sheet 2011 . 2010
Prepaid expenses and other assets $ 4365 $ 2,931
Non-qualified retirement plan 2,375 1,931
Unrecognized gain on forward contracts 1,109 657
Non-trade receivables 355 804
Other current assets $ 8,204 $ 6,323
Non-qualified retirement plan obligation $ 2,375 $ 1,931
Accrued capital expenditures 1,901 890
Accrued professional fees 654 719
Accrued severance 536 261
Accrued temporary labor 476 839
Deferred rent 473 - 1,134
Accrued workers' compensation 431 929
Accrued telecom 424 961
Other accrued liabilities 1,930 1,526
Accrued liabilities $ 9,200 $ 9,190
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7. Severance, Restructuring and Other Charges
Severance and Other Charges
The Company recorded $1.4 million in severance and other ch;u'ges for fiscal year 2010, of which $1.3 million related to the

September 2010 resignation of Michael Marrow as the Company’s President and Chief Executive Officer. Cash payments of
$0.5 million for severance and other charges have been made through January 2, 2011 and remaining cash payments of $0.9

million are payable through December 2012.

An additional $0.3 million of aeccelerated stock compensation expense was recorded directly in selling, general and
administrative expense as part of overall stock compensation expense and was the result of the immediate vesting of all
remaining unvested options included in Mr. Marrow’s February 25, 2008 option grant.

The Cdmpany had a repurchase obligation of $3.2 million related to these vested stock options as part of the Company’s
severance agreement with Mr. Marrow. The full amount of this repurchase obligation was charged to equity in-accordance with
ASC 718-20-35-1 “Repurchases or Cancellations of Awards of Equity Instruments”. The repurchase obligation was paid in -
October 2010

The Company recorded a reversal of severance charges of less than $0.1 million for fiscal year 2009 _primarily related to
adjustments in severance charges and retirement obligations recorded in fiscal year 2008. - ‘

The Company recorded $3.5 million of severance charges in fiscal year 2008 related to changes in the Company’s executive
team and operational and administrative positions. During fiscal year 2008, several changes in the executive team occurred and
the Company also eliminated approximately 130 operational and administrative positions throughout the company. All
payments related to 2008 severance charges have been made through January 2, 2011.

Restructuring Charges

The Company did not record any restructuring charges in fiscal year 2010. The Company recorded a reversal of restructuring
charges of less than $0.1 million in fiscal in fiscal year 2009, primarily related to adjustments to severance charges resulting
from the 2007 restructuring initiative and the reversal of the remaining reserve for property taxes associated with the 2006 .
restructuring initiative.

The Company recorded less than $0.1 million of restructuring charges in fiscal year 2008, primarily related to incremental costs
resulting from delays in subletting space in the Company’s Tucson, Arizona customer care center.

8. Income Taxes

The income tax expense (benefit) for fiscal years 2010, 2009 and 2008 consisted of the following:

} 2010 2009 2008

Current foreign provision $ 336 $ 275 $ -
Current state provision _ 423 236 33

Total current provision 759 511 - 33
Deferred federal provision (benefit) 10,180 (23,108) -
Deferred state provision (benefit) 220 (730) -

Total deferred provision (benefit) 10,400 (23,838) -

Total income tax expense (benefit) $ 11,159 $  (23327) $ 33
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A reconciliation of the statutory federal income tax expense (benefit) to the actual effective income tax expense (benefit) for
fiscal years 2010, 2009 and 2008 is as follows:

) 2010 2009 . 2008
- U.S. Statutory tax expense - rate (35%) . . $ 11,905 $ = 12,154 § 1,068
U.S. State taxes, net of U.S. Federal benefit and state credits - 625 . 790 63
Work Opportunity Tax Credits (1,880) - (558) (246)
Work Opportunity Tax Credits add back to income 771 - -
- Other, including permanent items , 90 411 ~ 30
Decrease in state NOL S 231 993 -
Deferred tax -asset adjustment _ ’ ‘ - 783 (2,418)
Valuation allowance (reversal) : (583) (37,900) . 1,536
Actual tax expense (benefit) 0§ 11,159 $ (23327) $ 33

The valuation allowance decreased by $37.9 million during fiscal year 2009, due primarily to 2009 earnings and by a $23.8
million reversal due to the Company’s improved ﬁnanc1a1 performance and the expectation that generating future proﬁts will
enable it to fully utilize these deferred tax assets. -

The significant components of deferred income tax assets and liabilities are as follows:

J ahuary 2, January 3,

» 2011 2010
Deferred tax assets: ,
Net operating loss and credit carryforwards $ 10,030 $ 20,270
Payroll related items 2,228 1,480
Depreciation _ _ 1,899 550
Stock compensation expense 1,263 - 925
Deferred rent 1,206 1,498
Self-insurance related costs B 713 781
Other ‘ ) - 788 900
Total deferred tax assets ‘ 18,127 26,404
Deferred tax liabilities:
Foreign exchange adjustment on ﬁxed assets (242) (151)
Derivative contracts : 404) (239)
Intangible assets : (646) (271)
Total deferred tax liabilities (1,292) (661)
Net deferred tax assets before valuation allowance 16,835 . .25,743
Valuation allowance (397) (980)
Net deferred tax assets $ 16,438 % 24,763
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The Company accounts for income taxes using the asset and liability method. Under the asset and liability method, deferred tax
assets and liabilities are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and Habilities and their respective tax bases. In accordance with FASB ASC740 “Income
Taxes”, the Company assesses the realizability of its deferred tax assets. A valuation allowance must be established when, based
upon the evaluation of all available evidence, it is more-likely-than-not that all or a portion of the deferred tax assets will not be-
realized. . In making this determination; the Company, analyzed, among. other thmgs its recent - history of earnings and cash
flows, the nature and timing of future deductions and benefits represented by the deferred tax assets and its cumulative earnings
for the last twelve quarters. After considering both the positive and negative evidence, the Company determined that it was
more-likely-than-not that it would not realize the full value of a portion of its deferred tax assets related to certain state net
operating loss carryforwards. As a result, a valuation allowance of $0.4 million and $1 .0 million was established as of January
2,2011 and January 3, 2010. v . .

The Company’s net, deferred tax assets are $16.4 mill_ion as of January 2, 2011, of which $0.6 million relates to state net
operating losses incurred in the prior years. The Company has no federal net operating loss carryforwards as of January 2, 2011,

State tax net operat:mg loss carryforwards of $20.0 m11110n expire.over the followmg periods:

Net Operatmg Loss .
Expiration .  Carryforward

2011 - $¢ . 246

2012 : 402

2013 ' 4

2014 406
2015 .0
Thereafter 18913

$ 19,971

The Company ‘has Work :Opportunity Tax Credits and Alternative M1mmum Tax Credits of $7.7 million and $1 3 million,
respectively, as of January 2, 2011. The Work Opportunity Tax Credits expire at various periods between 2018 and 2030. The
Alternative Mlmmum Tax Credit is available 1ndeﬁn1tely :

In applying the FASB criterion that an individual tax position would have to meet for some Or. all of the benefit of that position
to be recognized in an entity's financial statements, an entity is required to evaluate a tax position using a two-step process. First,
the entity should evaluate the position for recognition. An entity should recognize the financial statement benefit of a tax
position if it determines that it is more-likely-than-not that the position will be sustained on examination. Next, the entity should
measure the amount of benefit that should be recogmzed for those tax posmons t.hat meet the more-hkely—than—not test.

The Company beneﬁts from an income tax hohday asa Ph1hpp1ne Econormc Zone Authority (PEZA) reglstrant The Company
is required to comply with certain financial metrics to qualify for the income tax holiday. The tax holiday for the Alabang
facilities expired in April 2009. The tax holiday for the Cubao, Philippines facility expires in 2012. The tax holiday for the
Leyte, Philippines facility explres in 2013. As a result of its free zone status, the Company is exonerated from income tax and
certain other taxes :

The U.S. federal statute of limitations remains open for the years of 2007 and forward. Foreign and U.S. state jurisdictions have
statutes ranging from three to four years.
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9. Long-term Obligations
Debt

The Company did not have any long-term debt outstanding as of January 2, 2011 and January 3, 2010. As of January 2, 2011,
there were no outstanding borrowings under the Revolving Loan Agreement and the Company had cash and cash equivalents of
$41.4 milljon. ‘ 2 ‘ ‘ ' I - ’

On May 5, 2008, the Company entered into a Revolving Credit and Security Agreement (Revolving Loan Agreement) with PNC
Bank National Association-(PNE), as agent, and the financial institutions from time to time parties thereto as lenders. The
Revolving Loan Agreement provides the Company with a $40.0 million revolving loan facility which expires in May 2011.
With the upcoming expiration, the Company is currently evaluating various financing alternatives and intends to obtain a
replacement facility prior to the maturity of the current Revolving Loan Agreement. The Company anticipates more favorable
terms for a new facility, however there can be no assurance that it will enter into such an arrangement. '

The Company’s ability to borrow under the Revolving Loan Agreement depends on the amount of eligible accounts receivable
from its clients. The Revolving Loan Agreement contains certain financial covenants including limits on the amount of capital
expenditures and maintenance of a minimum fixed charge coverage ratio. Other covenants in the Revolving Loan Agreement
prohibit (with limited exceptions) the Company from incurring additional indebtedness, repurchasing outstanding common
shares, permitting liens, acquiring, selling or disposing of certain assets, engaging in certain mergers and acquisitions, paying
dividends or making certain restricted payments. The Company obtained a waiver from PNC permitting it to repurchase
common shares under the program approved by the Company’s Board of Directors.

Borrowings under the Revolving Loan Agreement incur a floating interest rate based on the LIBOR index rate or an alternate
base rate which approximates the prime rate defined in the Revolving Loan Agreement, subjecting the Company to interest rate
risk, and may require up to a $5.0 million interest rate hedge. '

The Revolving Loan Agreement is secured prihcipally by a grant of a first priority security interest in all of the Company’s
personal property, including its accounts receivable. In addition, the Company pays a commitment fee on the unused portion of
the Revolving Loan Agreement as well as fees on outstanding letters of credit. R

The Company was in compliance with its financial covenants as of January 2, 2011. At the end of fiscal year 2010, the
Company had approximately $32.6 million in undrawn borrowing capacity under its Revolving Loan Agreement, based upon
borrowing base calculations, .

Capital Leases

Long-term obligations as of January 2, 2011 and January 3, 2010 consisted of capital leases and are included as a component of
other liabilities. : : :

: o . January 2,2011  January 3, 2010
Obligations under capital leases , $ 1,376 $ 1,064

Less: current portion of capital leases 696 397
Long-term obligations of capital leases ‘ $ 680 $ 667
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The Company entered into capital leases for the acquisition of computer hardware which are included in property and
equipment. Amortization of capital lease assets is provided on a straight-line basis over the term of each lease, which is
generally three to five years, and is recorded as a component of depreciation and amortization expense. The Company’s capital
leases as of January 2, 2011 and January 3, 2010, are as follows:

January 2,2011  January 3, 2010

Capital leases ' $ 2,151 $ 1,203
Less: accumulated axnonization v 790 150
Net capital leases . . . 8 1,361 $ 1,053

The present value of future net minimum lease payments (included in long term obligations and current portion shown above)
as of January 2,2011, are as follows:

; , . . S Capital Leases
2011 ‘ o $ 781 -
2012 C o 418
2013 , . ‘ _ D : 131

2014 S ' 105
2015 3 61 .
Total minimum lease payments B ‘ 1,496

Less: amount representing estimated executory costs = 73
Net mmlmum lease payments’ - - : SR ’ 1,423

Less: amount representing interest 47
Present value of net minimum lease payments $ - 1,376

10. ‘Commitments and Contingencies
Lease C_‘ommi'iments

The Company leases its customer care centers, administrative offices and certam eqmpment under operating leases Rent
expense for fiscal years 2010, 2009 and 2008 was $7,324, $6,853 and $7,038, respectively. -

On October 10 2006 the Company sold its Cedar Raplds Iowa facxhty in a sale-leaseback transaction that resulted in a net gain
of $0.8 million. The gain has been deferred and is being amortized over terms based on the individual lease agreements.

Future minimum rental payments for real estate and equipment at January 2, 2011, are as follows:

Operating

' Leases
2011 I 3 6,861
12012 T . 6,269 .
2013 » e . 5,591
2014 : 5,336
2015 5,331
Years thereafter 11,687

Total payments _S_—W
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Telecommunications Commitments

The Comipany has contracts with its telecormnumcatlons prov1ders that require certain minimum usage each year of the contract.
At January 2, 2011, the commitments under these contracts are as follows:

Total
-7 2011 $ 4,221
2012 4,221
2013 . 944
" Total commitments $ 9,386

Legal Proceedings

The Company is subject to lawsuits, claims and governmental investigations arising out of the normal conduct of its business.
Management does not believe that the outcome of any pending claims will have a material adverse effect on the Company's
business, results of operations, liquidity or financial condition. Although management does not believe that any such proceedmg
will result in a material adverse effect, no assurance to that effect can be given. - .

On May 27, 2009, a purported collective/class action complaint captioned Tiffany Sharpe, et al. v. APAC Customer Services,
Inc. was filed in the United States District Court for the Western District of Wisconsin. On behalf of the named plaintiff, a non-
exempt call center employee, and other similarly situated individuals, the complaint asserted violations under the Federal Fair
Labor Standards Act (FLSA) related to overtime compensation and wage records. The complaint also asserted violations under
Wisconsin Wage Payment and Overtime Compensation Laws based upon the same alleged facts. The complaint purported to
allege claims as a nationwide collective action under federal law, as well as a class action under Wisconsin state law. The
complaint sought various forms of relief, including injunctive relief, unpaid overtime wages, liquidated damages, interest, and
attorneys’ fees and costs. On J. anuary 8, 2010, the court entered an order which condmonally certified the case as a collective
action under the FLSA.

In March 2010, the Company entered into an agreement to resolve the collective action. On June 16, 2010, the Court entered an
order approving the resolution of all claims under the FLSA collective action. Under the terms of the agreement, the Company
agreed to pay a maximum amount of $4.0 million to resolve claims by eligible class members, including payments to class
members and payments for plaintiff attorneys’ fees. As a result, the Company recorded a liability of $2.4 million for the thirteen-
weeks ended April 4, 2010 which represented its estimate at the time of the costs to be incurred for attorneys’ fees and claims,
based on expected opt-in rates for claimants in similar actions. Based on the court’s final order approving the agreement,
(including setting the amount of p]amtlffs attomeys fees) and a revised estimated rate’ of participation from eligible class
members, the Company reduced the previously recorded liability by $0.5 million during the thirteen weeks ended October 3,
2010 to an ad_]usted recorded hablhty of $1 8 rm]hon whlch reflected its rev1sed expectatlon of the final amount which would
ultimately be paid.

On December 21, 2010, a final order of dismissal was entered by'thé Court uiggering the Company’s payment obligations under
the agreement to resolve the collective action. The final amount paid to class members who participated in the action and to
plaintiff’s attorney was approximately $1.8 m]]hon

The Company denied and continues to deny the allegatxons in the complaint and contends that its policies and practices
regarding compensation were proper and in compliance with the law at all times. The Company denies all liability and
wrongdoing in this case, but decided to settle this lawsuit in order to avoid the distraction and additional legal expenses that
would otherwise be incurred. :
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11. Shareholders' Equity

The authorized capital stock of the Company consists of 200 million common shares, $.01 par value per share, of which
53,359,090 were issued as of January 2, 2011, and 50 million preferred shares, $.01 par value per share, of which no shares have
been issued. During fiscal year 2010, the Company repurchased a total of 870,633 shares at a cost of $4.9 million under a stock
repurchase program authorized by the Board of Directors in August 2010. Under the approved program, the Company can
repurchase up to an aggregate of five million shares of its common stock on the open market at prevailing market prices or in
negotiated transactions off the market. The Company is not obligated to acquire any paltlcular amount of common stock as a
result of the plan, which may be suspended at any tlme at its discretion.

In fiscal years 2009 and 2008 treasury shares of 959 and 46,234 were issued through the Company s IncenUVe Stock Plan. No
treasury shares have been issued through the Plan in fiscal year 2010.

12. Earnings Per Share

Basic earnings per share are computed by dividing the Company’s net income (loss) by the weighted average number of B
common. shares outstanding. Diluted earnings per share are computed by dividing the Company’s net income by the weighted
average number of shares plus the effect of dilutive potential common shares outstanding and non-vested common shares using
the treasury stock method. The following table sets forth the computations of basic and diluted earnings per share:

Netincome - - $ 22854 $ 58053 $ - 3,019
Weighted average common shares outstanding ‘ ' 52,455 51,570 50,424 .
Income per share—basic- : ‘ o $ 044 § 113 $ 006
Effects of dilutive securities | , o 2,251 1,726 53
Weighted average common and common equivalent shares outstanding 54,706 53,296 50,477
Income per share—diluted S $ 042 3 1.09 $ 006

Options to purchase 1.4 million, 1.0 million and 3.7 million shares of common stock for the fiscal years 2010, 2009 and 2008,
respectively, were outstandmg, but not included in the computation of diluted net income per share because the effect would
have been anti-dilutive. : :

13. Stock Awards

The Amended and Restated 2005 Incentive Stock Plan (Plan) adopted on April 4, 2007 replaced and superseded the 2005
Incentive Stock Plan. Under the Plan, directors, officers, key employees and non-employee consultants may be granted
non-qualified stock options, incentive stock options, stock appreciation rights, performance shares and stock awards, as
determined by the Compensation Committee of the Board of Directors. Options to purchase common shares are granted with an
exercise price equal to the closing price of the common shares on The NASDAQ Global Market on the date of the grant. A total
of 11.8 million shares have been authorized for grant under the Plan. At January 2, 2011, 1.1 million shares were available for
future grant under the Plan. The exercise price of stock options granted under the Plan may not be less than 100% of the fair
market value of the common shares on the date of grant. Options under the Plan expire no later than 10 years after date of grant.

Each non-employee director receives four quarterly grants of an equal number of options. The number of options granted is
determined once each year by dividing $90 by the average fair market value of the stock for the previous year. The exercise
price is the fair market value of the underlying stock on the date of the grant. In fiscal years 2010, 2009 and 2008, non-employee
directors received an aggregate of 211,165, 299,614 and 256,852 options, respectively.
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The Company estimated the fair value of its new option grants during fiscal years 2010, 2009 and 2008 using the Black-Scholes

optlon-pncmg model w1th the fol]owmg assumpuons

5 For the Flscal Year Ended L
. J anuary 2, I anuary '3,  December 28,
) , , , . 2011 2010 2008
Expected volatility -~ - .. 18-90% 87-91% ..  81-93%
Risk-free interestrate =~ .. - g e 0663 170% . 1.27 -1.70% 2.14 -3.99%
Expected life in years Coo314-342: -0 296-3.29 - 2.11-240
Annualized forfeiture rate 5.4% 13.3% 14.4%
- “Weighted average grant date fairvalie -~ -~ - $ - 311 % 260 $ - 0.56
Stock Option Activity
Stock optlon act1v1ty under the Plan for ﬁscal years 2010, 2009 and 2008 was as follows:
: S BT Weighted -
e Grant Price - Average Exercise - Aggregate
- Ao ,_ - “. " Range - Price Intrinsic
Descripion - ° 7 - Shares - - PerShare Per Share " Value
Outstanding as of December 30, 2007 6,944,019 $0.85 - $11.63 $ 2.22
Granted 2,859,352 079 - 215 1.19
Exercised . . (450,250) 0.85 - 1.35 0.90
Forfeited E v (1,140,501) 079 - - 4.60 . . 166 -
Expired _ (1,697,981) 135 - 11.56 259
Outstanding as of December 28 2008 6,514,639 $0.79 - $11.63 $ 198
Granted 1,216,114 138 - 605 442
Exercised o (1,268,502) 086 - 564 2.47
Forfeited S (191224) 138 584 - © 398
Expired ' : (134,350) 1.35 - 1097 4,79
Outstanding as of January 3 2010 6,136,677 $0.79 - $1163 $ 224
Granted S 1490,165 491 - 643 5.45
Exercised R T (790,364) 086 - 5.53 2.09
Forfeited (256,500) 149 - 575 5.35
Expired (935,500) 1.21 - 11.63 1.48
Outstanding as of January 2, 2011 5644478 $079 - $ 643 § 309 $ 16,832
Stock options exercisable oo . o
~ atJamuary2,2011 . . ... . 2636975 $ 231 $. 9920

The weighted average grant date falr value of optlons granted in ﬁscal years 2010 2009 and 2008 was $3.11, $2. 60 and $0.56

per share, respectively.
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The following table summarizes information concerning stock options outstanding as of January 2, 2011:

Per Share Exercise Price Ranges , Total
$0.79-$1.62 $1.64-$5.23 $5.31-$6.43
Outstanding as of January 2, 2011 2,182,078 2,518,445 . 943,955 5,644,478
Weighted average remaining term 6.52 6.87 - 8.19 6.96
Weighted average exercise price $ 125 3 372§ 567 $ 3.09
Exercisable as of January 2, 2011 1,263,824 1,163,809 209,342 2,636,975
Weighted average remaining term . ' : 5.10

Weighted average exercise price - $ 131 § 279 $ 567 $ 2.31
Non-vested Common Share Activity
Non-vested common share grant activity for fiscal year 2010 was as follows:

Description Shares

Outstanding as of January 3, 2010 25,000
Granted , - 250,000
Issued (25,000)
Cancelled -
Outstanding as of January 2, 2011 250,000

In fiscal year 2010, the Company awarded 250,000 non-vested common shares at a weighted average value per share of $5.23.

14. Benefit Plans

Employees meeting certain eligibility requirements may contribute up .to 25% of pretax gross wages, subject to certain
restrictions, to the 401(k) savings plan. The Company also sponsors a non-qualified retirement plan (Select Plan) for senior
employees. Those employees meeting the eligibility requirements as defined therein may contribute up to 25% of their base
wages across the 401(k) plan and the Select Plan, subject to certain restrictions. The Company makes matching contributions of
50% of the first 6% of an employee's wages contributed to these plans. Company matching contributions vest 20% per year over
a five-year period. For fiscal yéars 2010, 2009 and 2008 the Company made matching contributions to the plans of $547, $499
and $553, respectively. As of January 2, 2011, the fair value of investments in the Select Plan totaled $2.4 million and are
reflected on the Company’s balance sheet in other current assets. The offsetting obligation to employees participating in the
Select Plan, which will always equal the fair value of the investments in accordance with the plan documents, are recorded on
the Company’s balance sheet in other current liabilities.

15. Related Party Transactions

In connection with the Revolving Loan Agreement with PNC, the Company had a $9.0 million letter of credit (Credit
-Enhancement Letter of Credit) which was provided by TCS Global Holdings, L.P. (TCS), an affiliate of Theodore G. Schwartz,
the Company’s Chairman and principal shareholder. On March 20, 2009, PNC released the Credit Enhancement Letter of -
Credit based on the Company having achieved certain financial ratios' and EBITDA and having met certain minimum
availability thresholds under the Revolving Loan Agreement. '

In connection with the issuance. of the Credit Enhancement Letter of Credit, the Company and TCS had also entered into a

Reimbursement and Security Agreement, dated May 5, 2008 (Reimbursement Agreement). The Company paid $0.3 million in
2008 to TCS for fees related to the Credit Enhancement Letter of Credit and the Reimbursement Agreement.
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16. Fair Value Measurements

Fair value is defined as the price that would be received-to sell an asset or paid to transfer a liability in the principal or most
advantageous market for the asset or liability in an orderly transaction between market participants at the measurement date. -
The accounting standards establish a fair value hierarchy, which prioritizes the inputs used in measuring fair value into three
broad levels as follows:

o Levell - Quoted'prices in active markets for identical assets or liabilities.
e Level 2 - Inputs, other than the quoted prices in active markets, that are observable either directly or indirectly.
®  Level 3 — Unobservable inputs based on the Company’s own assumptions.

The following table presents the fair value hierarchy for those assets and liabilities measured at fair value on a recurring basis
as of January 2, 2011:

Fair Value Measurements as of.January 2,2011

Level 1 Level 2 : Level 3

Assets: .

Cash equivalents * - $ 38,465 $ - $ -

Non-qualified retirement plan 2,375 - -

Foreign currency contracts - 1,109 -

Non-current investments * 1,179 - -
Liabilities: :

Foreign currency contracts > 3 - $ 22§ -

Non-qualified retirement plan obligation > 2,375 - -

(1) Cash equivalents: The carrying amount of these items approximates fair value at period end.

(2) Non-qualified retirement plan: The Company maintains a non-qualified retirement plan (Select Plan) for highly
compensated employees who are limited in the amount of contributions that they can make in the Company’s 401K plan. As
of January 2, 2011, the fair value of investments in the Select Plan totaled $2.4 million and is reflected on the Company’s-
balance sheet in other current assets. The offsetting obligation to employees participating in the Select Plan, which will
always equal the fair value of the investments, are recorded on the Company’s balance sheet in other current liabilities.

3) Foreigh currency contracts: The carrying amount of these items is based on the market valuation approach which is provided
by the counter-party institutions and uses the closing or mid-market rate and forward points obtained from external sources on
the date of valuation. There are no guaranteed selling prices for these forward currency contracts.

(4) Non-current investments: The carrying amount of these items, which represent Philippine treasury bills, approximates fair
value at fiscal year-end and is recorded as a component of other assets on the Company’s balance sheet.

The carrying amounts of accounts receivable, accounts payable and short-term debt approximate fair value.
There were no transfers of assets or liabilities between Level 1 and Level 2 during fiscal year 2010.
17. Derivative Instruments

The Company uses forward contracts to mitigate foreign currency risk. The derivatives are designated as cash flow hedges to
the extent that the instruments qualify for accounting as a hedging instrument; therefore, the effective portion of gains and losses
that result from changes in fair value of the derivative instruments are recorded in accumulated other comprehensive income -
(OCD) until the hedged transaction affects income, at which time gains and/or losses are realized. The Company expects these
amounts to be reclassified into earnings over the next eighteen months. If the instrument does not qua]jfy for accounting as a
hedge, the change in the value of the instrument during the reporting period is recorded immediately to earnings. _The Company
assesses hedge effectiveness each reporting period.
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The objective of the foreign currency hedge contract is to mitigate the variability in cash flows and expenses over the period of
the hedge contracts due to the foreign currency risk associated with the repayment of the intercompany accounts payable from -
the U.S. operations to the Philippines representing the Philippine’s share of revenue. The Company currently engages in forward

contracts with three major financial credit institutions. As of January 2, 2011, forward contracts to purchase 1,235 million
Phﬂlppme pesos ata U S. dollar nouonal of $27 3 million were outstandmg

Each contract is des1gnated to a hedged item which is settled periodically. The hedged item represents the change in the U.S.

“dollar cash flow necessary to’ settle the accounts payable balance at penodlc intervals over the next eighteen months. The

settlement timing corresponds with the payroll and rent cycles in the Philippines. No ineffectiveness is anticipated because the
notional amount of the contracts is no more than 95% of the anticipated payable balance and declines steadily over the course of
the next eighteen months. Also, the maturity date of the forward contract coincides with the timing of the effective repayment of
the intercompany payable. The Company had no gain or loss recognized in income related to ineffectiveness for fiscal years
2010, 2009 and 2008.

" The Cdmpény had entered into an interest rate swap with the objective of mitigating the variability in cash flows resulting from

changes in the underlying interest rate index or changes in the LIBOR rate. As of December 28, 2008, a pay fixed / receive
floating interest rate swap for a $5.0 million notional amount was outstanding. The interest rate swap had a maturity date of -
May 2011. ‘The interest rate swap did not meet the criteria to be accounted for as a hedge and therefore; the unrealized loss of

Jess than $0.1 million and $0.3 million for the fiscal years ended January 3, 2010 and December 28, 2008, respectively, was

recognized as a component of interest expense in the Company’s Statement of Operations. The contract was terminated in June
2009 due to the elimination of outstanding borrowings.

At January 2, 2011 and January 3, 2010 the fair value carrying amount of the Companys derivative mstruments was
recorded as follows:

Asset Derivatives ’ ' Liability Derivatives
' Fair Value R  Fair Value
Balance Sheet January 2, January 3, Balance Sheet Januaryiz, ‘ January 3,
Location 2011 2010 Location 2011 - 2010

Derivatives designated as
hedging instruments : ‘ .

Foreign currency contracts Other Current Assets $ 1,109 $ 657 Accrued Liabilities $ 22§ 15
Derivatives not designated as
hedging instruments:

NA ,Other Current Assets - - - Accrued Liabilities - -
Total derivatives $ 1,109 $ 657 $ 22 % 15
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The effect of derivative instruments on the Consolidated Statement of Operations for fiscal'years 2010, 2009 and 2008 was as
follows: - ' S ' : LA : » 4

st

Amount of Gain (Loss) Recognized in OCI Gain (Loss) Reclassified from Accumulated OCI into

‘ on Derivatives (Effective Porti(m) . Income (Effective Poition)
Designated as Cash. . 7 c. . . o .
- Flow Hedging -January 2,  January 3, December 28, - January2, January3, December 28,
Instruments =~ - 2011 2000 . 2008 Location .. - 2011 2010 2008
Foreign currency ) o . Cost of R S
contracts - T 302 $ 934 § (1,539) Services - $ 1412 $< -(@161) $ . -(721) -
Amount of Gain (Loss) Recognized in Income on
o , R i ' Derivative B
Derivatives not Designated.  Location of Gain (Loss) Recognized in January 2, January 3, December 28,
as Hedging Instruments ‘Income on Derivative 2011 2010 - 2008 -
" Interest rate swap-- - Interest income (expensé) . $ - $ (18) - $ (278)

18. Subsequent Events

On February 14, 2011, the Company entered into an amendment to its existing Vendor Agreement, dated October 4, 2004,
with Medco Health Services, Inc. ("Medco"). The amendment has an effective date of December 29, 2010. Pursuant to the
amendment, the Company agreed to continue to provide call-center services to Medco on the revised terms set forth in the
amendment. A copy of the amendment is being filed as an Exhibit to this Form 10-K.

62



APAC CUSTOMER SERVICES, INC.
NOTES TO CONSOLIDATED FINAN CIAL STATEMENTS (Contlnued)

(Dollars in thousands, except share data and as otherwnse indicated)

19. Quarterly Data (Unaudited)

The following is a summary of the quarterly results of operations, including income per share, for the Company for the quarterly
periods of fiscal years 2010 and 2009:

. First  Second . Third _ Fourth - Full

Fiscal year ended January2 2011 ; o R s -
Netrevenue, =~ .. % 85254 % 7138 $ 76878 $ 86440 $ 325958
Gross profit o 20,446 16,377 14,846 16,799 . = 68,468
Operating-income ; O © 9,899 - 8,267 - 6,704 8,974 - 33,844

. Netincome B ' L 16,560 _»5,329 4644 6,321 22,854
Netmcomepershare ' e P o

Basic $ 013 $. 010 $ 009 $ 012 $ 044

Diluted = $ 012§ 0100 $ - 008 $  012-$% - 042

Fiscal year ended January 3, 2010: L
Net revenue » $ 73246 $ 66042 $ 68360 $ 85529 $ 293,177

""" Grossprofit . . . 18,550 15404 . 14165 . 17213 65332

‘Operating income : o 10,852 7801 - 6656 9,347 - 34,656
Netincome' o , © 10619 7,736 6588 33,110 58,053
Net income per share: - . - EE -

' Basic | s 0208 015§ 013§ 063 $ - 113
Diluted | | % 020 8 0148 012 8 061 $ 109 ..

The Company operates on a 52/53-week fiscal year. All fiscal quarters presented were 13-weeks, except for the fourth quarter
of fiscal year 2009 which ended on January 3, 2010. The fourth quarter of fiscal year 2009 was 14 weeks. The effect of the
additional week in. the fourth quarter of 2009 was to increase revenues and gross.profit by $6.0 million and $0.9 million,
respectively, and to increase operating income and net income by $0 4 million. -

Total quarterly earnings per common share may not equal the full year amount because net income per common share is
calculated independently for each quarter. Common share equivalents can change on a quarter-to-quarter basis due to their
dilutive impact on each quarterly earnings per share calculation.
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Item 9. Changes in and Disagreements with Accountants-on Accounting and Financial Disclosure.

We have not had disagreements with our independent-registered‘ public accou_nﬁng firm regarding accounting or financial
disclosure matters. :

Item 9A. Controls and Procedures.
Disclosure Controls and Procedures

As of January 2, 2011, under the direction of our Chief Executive Officer and Chief Financial Officer, we evaluated the
effectiveness of our disclosure controls and procedures. The term “disclosure controls and procedures,” as defined in Rules 13a-
15(e) under the Securities Exchange Act of 1934, as amended, means controls and other procedures of a company that are
designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the
Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the Securities and Exchange
Commission’s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures
designed to ensure that information required to be disclosed by a company in the reports that it files or submits-under the
Securities Exchange Act is accumulated and communicated to the company’s management, including its principal executive and
principal financial officers, as appropriate to allow timely decisions regarding required disclosure. Management recognizes that
any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving
their objectives and management necessarily applies its judgment in evaluating the cost-benefit relatioriship of possible controls
and procedures. Based on the evaluation of our disclosure controls and procedures as of January 2, 2011, our Chief Executive -
Officer and Chief Financial Officer concluded that, as of such date, our disclosure controls and procedures were effective at the
reasonable assurance level.

Management's Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting (as such term
is defined in Exchange Act Rules-13a-15(f) and 15d-15(f)). Under the supervision and with the participation of our management,
including our principal executive officer and principal financial officer, we conducted an evaluation of the effectiveness of our
internal control over financial reporting based on the framework in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. Based on our evaluation under the framework in
Internal Control—Integrated Framework, our management concluded that our internal control over financial reporting was
effective as of January 2, 2011. The effectiveness of our internal control over financial reporting as of January 2, 2011 has been
audited by Emst & Young LLP, an independent registered public accounting firm, as stated in their report which is included
elsewhere in this Annual Report on Form 10-K. : : '

Internal Control Ot{er Financial Reporting
There have been no changes in our internal control over financial reporting (as such term is defined in Rules 13a-15 (f) and 15d-

15(f) under the Exchange Act) that occurred during the fourth fiscal quarter ended January 2, 2011 that have materially affected,
or are reasonably likely to materially affect, our internal control over financial reporting.



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and
Shareholders of APAC Customer Services, Inc.

We have audited APAC Customer Services, Inc.’s internal control over financial reporting as of January 2, 2011, based on
criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (the COSO criteria). APAC Customer Services, Inc.’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting included in the accompanying management s Report on Internal Control Over Financial Reporting. Our
responsibility is to express an opinion of the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit prov1des a reasonable basis for our opinion.

A company’s internal control over ﬁnancial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparauon of financial statements. for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial feporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. -

In our oplmon APAC Customer Services, Inc. maintained, in all material respects, effective internal control over financial
reporting as of January 2, 2011 based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheets.of APAC Customer Services, Inc. as of January 2, 2011 and January 3, 2010, and the related

consolidated statements of operatlons shareholders’ equity and cash flows for each of the three years in the period ended
January 2, 2011 and our report dated February 18, 2011, expressed an unqualified opinion thereon.

/s/ Emnst & Young LLP
Chicago, Illinois
February 18, 2011
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Item 9B. Other Information.

Not applicable.

PART III
Item 10. Directors, Executive Officers and Corporate Governance.

Except as set forth below, the information required by this Item (except for the information regarding executive officers required
by Item 401 of Regulation S-K which is included in Part I under the caption "Executive Officers of Registrant") will be set forth
in our Proxy Statement for the Annual Meeting of Shareholders to be held on June 7; 2011 under the capnon "Electron of
Directors," which information is incorporated herein by referénce.

We have adopted a financial code of ethics that applies to ‘our Chief Executive Officer and senior financial and accounting
officers. *This financial code of ethics is posted on our website. The internet addréss for our website
is http://www.apaccustomerservices.com and the financial code of ethics: may ‘be found in the Investor Relations pornon of that
website. We intend to satisfy-the disclosure requirement under Item 10 of Form 8-K tegarding -an-amendment to, or waiver
from, a provision of this code of ethics by posting ! such 1nformanon on our websrte at the address and locat10n spec1ﬁed above

Information concerning compliance with Section 16 of the Exchange Act will be set forth in our Proxy Statement for the Annual
Meeting of Shareholders to be held on June 7, 2011 under the caption "Sectlon 16(a) Beneficial - Ownershlp Reportmg
Compliance," wh10h information is hereby mcorporated by reference

Item 11 Executrve Compensatlon.

The information required by this Item will be set forth in‘our Proxy Statement for the Annual Meetmg of Shareholders to be held
on June 7, 2011 under the captions “Election of Directors — Compensation Committee Interlocks and Ins1der Partlc1pat10n” and
“Executive Compensation,” which mformanon is 1ncorporated herem by reference.

Item 12. Security Ownershlp of Certam Beneﬁcnal Owners and Management and Related Stockholder Matters

(@ The information concerning the security ownership of certain beneficial owners required by this Item w111 be set forth
in our Proxy Statement for the Annual Meeting of Shareholders to be held on June 7, 2011 undeér the caption "Common
Shares Beneficially Owned by Prrnmpal Shareholders and Management " which 1nformat10n is hereby mcorporated by
reference.

(b) - The information concerning security ownership of management required by this Item will be set forth in our Proxy

. Statement for the Annual Meeting of Shareholders to be held on June 7, 2011 under the caption "Common Shares

Beneficially Owned by Pnnelpal Shareholders and Management " whrch mformatron is hereby mcorporated by
reference.

Equity Compensation Plan Information

The following table summarizes the status of common shares authorized for issuance under our Amended and Restated 2005 :
Incentive Stock Plan as of January 2, 2011.

Number of Securities to Be Number of Securities Remaining Available
Issued Upon Exercise of Weighted Average Exercise for Future Issuance Under Equity
Outstanding Options, Price of Outstanding Options, Compensation Plans (Excluding Securities

Plan Category Warrants, and Rights Warrants, and Rights Reflected in the First Column)
Equity compensation plans .
approved by security holders 5,644,478 $3.09 1,127,766

Equity compensation plans not :
approved by security holders - - -
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Item 13. Certain Relationships and Related Transactions, and Director Independence.
The information required by this Item will be set forth in our Proxy Statement for the Annual Meeting of Shareholders to be held
on June 7, 2011 under the captions “Election of Directors” and "Certain Relationships and Related Transactions," which
information is hereby incorporated by reference.
Item 14. Principal Accounting Fees and Services.
The information required by this Item will be set forth in our Proxy Statement for the Annual Meeting of Shareholders to be held
on June 7, 2011 under the caption "Relationships with Independent Registered Public Accountlng Firm," which information is
incorporated herein by reference.
PARTIV

Item 15. Exhibits and Financial Statement Schedules.
(a) (1) Financial Statements

The following financial statements of the Company are included in Part II, Item 8 of this Annual Report on Form 10-K:

@ Report of In&ependent Registered Public Accounting Firm for the Fiscal Years Ended January 2, 2011, .
January 3, 2010, and December 28, 2008

(ii) Consolidated Statements of Operations for the Fiscal Years Ended January 2, 2011, January 3, 2010, and
December 28, 2008

(iii) Consolidated Balance Sheets as of January 2, 2011 and January 3, 2010

@iv) Consolidated Statements of Shareholders' Equity for the Fiscal Years Ended January 2, 2011, January 3, 2010,
and December 28, 2008

) Consolidated Statements of Cash Flows for the Fiscal Years Ended January 2, 2011, January 3, 2010, and
December 28, 2008

(vi) Notes to Consolidated Financial Statements

(vii) Quarterly Results of Operations for the Fiscal Years Ended January 2, 2011 and January 3, 2010
(2) Financial Statement Schedules

The following financial statement schedule is submitted as part of this Annual Report on Form 10-K:

@) Schedule II—Valuation and Qualifying Accounts

All other schedules are not submitted because they are not applicable or are not required under Regulation S-X or
because the required information is included in the financial statements or notes thereto.

(3) Exhibits
The exhibits required by Item 601 of Regulation S-K are listed in the Exhibit Index attached hereto.
(b) Exhibits

The response to this portion of Item 15 is submitted as a separate section of this Annual Report on Form 10-K. See
Item 15(a) (3) above. .
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(c) Financial Statement Schedules

The response to this portion of Item 15 is submitted as a separate section of this Annual Report on Form 10-K. See
Item 15(a) (2).above. '
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SIGNATURES

report to be signed on its behalf by the undersigned, thereunto duly authorized.

Dated: February 18, 2011

APAC CUSTOMER SERVICES, INC.

By: /s/ ANDREW B. SZAFRAN
"~ Andrew B. Szafran
Senior Vice President and
Chief Financial Officer

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Actof 1934, the registrant has duly caused this

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons
on behalf of the registrant and in the capacities and on the dates indicated:

Signéture

Title

Date

/s/ THEODORE G. SCHWARTZ*

Theodore G. Schwartz

/s/ KEVIN T. KELEGHAN
S Kevin T. Keleghan

/s/ ANDREW B. SZAFRAN

Andrew B. Szafran

/s/ JOSEPH R. DOOLAN

Joseph R. Doolan

/s/ KATHERINE ANDREASEN*

Katherine Andreasen

/s/ JOHN J. PARK *

John J. Park

/s/ SAMUEL K. SKINNER*

Samuel K. Skinner

s/ JOHN L. WORKMAN *

John L. Workman

Chairman of the Board of Directors

Director, President and Chief Executive Officer
(Principal Executive Officer)

Senior Vice President and Chief Financial Officer
(Principal Financial Officer)

Vice President and Controller
(Principal Accounting Officer)

Director

Director

Director

Director

Andrew B. Szafran, as attorney in fact for each person indicated.
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Schedule IT

VALUATION AND QUALIFYING ACCOUNTS

(Dollars in thousands)
Column A ~ Colamn B Column C Column D Column E
Balance at Charged to Balance at
Beginning of Costs End of
Description Period - . and Expenses Deductions (a) Period
Allowance for doubtful accounts: o o o
"Fiscal Year ended December 28, 2008 : 1,097 2,203 - 1,865 1,435
Fiscal Year ended January 3, 2010 © 1435 - 888 1,179 1,144
Fiscal Year ended January 2, 2011 1,144 427 506 1,065
(@ Represents charges for which the allowance account was ére}ated.'
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“Exhibit

Number :

Exhibit Index

Description

31

32

4.1

*10.1
102
*10.3
#10.4
*10.5

*10.6

*10.7

*10.8
*109
*10.10

*10.11

*10.12

*10.13

*10.14.

10.15

10.16

Articles of Incorporahon of APAC Customer Servrces Inc 1ncorporated by reference to APAC Customer Services,
Inc.’s Annual Report on Form 10-K for the fiscal year ended January 1, 2006. -

Second Amended and Restated By-laws of APAC Customer Services, Inc., mcorporated by reference to APAC
Customer Services, Inc.’s Current Report on Form 8-K, dated August 22, 2007.

Specimen Common’ Stock Certrﬁcate 1ncorporated by reference to APAC Customer Servrces Inc.’ s Annual Report
on Form 10-K for the fiscal year ended December 28, 2008.

APAC Customer Services, Inc. Amended and Restatéd 2005 Incentive Stock Plan incorporated by reference into
APAC Customer Services, Inc.’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 1, 2007.

Form of Non-Employee Director Stock Option Agréeement (revised 2007); 1ncorporated by reference to APAC
Customer Services, Inc.'s Quarterly Report on Form 10-Q for the fiscal quarter ended April 1, 2007.

Form of Employee ‘Stock Option Agreement (revised 2007), mcorporated by reference to APAC Customer Services
Inc.’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 1, 2007.

Form of Restrrcted Stock Award Agreement (rev1sed 2007), incorporated by reference to APAC Customer Services,
Inc.’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 1, 2007.

APAC Customer Services, Inc. Retirement Plan for Senior Employees, incorporated by reference to APAC Customer
Services, Inc.’s Annual Report on Form 10-K for the fiscal year ended December 30, 2007. '

Amended and Restated Executive Employment Agreement with Robert J. Keller, dated August 6 2007, mcorporated

by reference to APAC Customer Semces Inc S Quarterly Report on Form 10- Q for the fiscal quarter ended July 1,

2007.

Letter Agreement, dated January 16, 2008, with Robert J. Keller, incorporated by reference to APAC Customer
Services, Inc.’s Current Report on Form 8-K, dated January 17, 2008.

Employment Agreement with Mark E. McDermott, dated April 12, 2004, incorporated by reference into APAC
Customer Services, Inc.'s Annual Report on Form 10-K for the fiscal year énded January 2, 2005.

Amendment to Employment Agreement with Mark E. McDermott, dated August 6, 2007, incorporated by reference
to APAC Customer Services, Inc.’s Quarterly Report on Form 10-Q for the ﬁscal quarter ended July 1, 2007.

Employment Agreement with Joseph R. Doolan, dated January 11, 2006, incorporated by reference to APAC
Customer Services, Inc.'s Current Report on Form 8-K, dated February 9,2006.

APAC Customer Services, I.nc Management Incentive Plan, as amended and restated effective August 2, 2007,
incorporated by reference into APAC Customer Serv1ces Inc.’s Quarterly Report on Form' 10 Q for the fiscal quarter
ended July 1, 2007. " )

Forin of Amended and Restated Employment Security Agreement, incorporated by reference to APAC Customer
Services, Inc.’s Quarterly Report on Form 10-Q for the fiscal quarter ended July 1, 2007.

Form of Employment Security Agreement, incorporated by reference to APAC Customer Services, Inc.’s Quarterly
Report on Form 10-Q for the fiscal quarter ended July 1, 2007.

Executive Employment, Agreement, dated February 18, 2008, with Michael P. Marrow, incorporated by reference to
APAC Customer Services, Inc.’s Current Report on Form 8-K, dated February 19, 2008.

‘Registration Rights Agreement, incorporated by reference to APAC TeleServices, Inc.'s Registration Statement on

Form S-1, as amended, Regrstratron No. 33-95638.
Master Serv1ces Agreement dated Apnl 24, 2008 wrth United Parcel Services OASIS Supply Corporatlon

" . incorporated by reference to APAC Customer Services, Inc.’s current Report on Form 8-K, dated April 28, 2008.

10.17

Vendor Agreement for Call Center Servrces dated September 26, 2004 with Medco Health Solutions, Inc
incorporated by reference to APAC Customer Services, Inc.’s Annual Report: on Form 10-K for the fiscal year ended
December 28, 2008.
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Number

Description

10.18

*10.19

*10.20

*10.21

10.22

*10.23

10.24

*10.25

*10.26
#10.27
#10.28

*10.29

*10.30

*10.31

10.32

21.1
232
24.1

311
31.2
32.1

Revolving Loan and Security Agreement, dated May 5, 2008, among APAC Customer Services, Inc. and PNC Bank,
National Association, as agent, and the financial institutions from time to time party thereto as lenders, mcorporated
by reference to APAC Customer Services, Inc.’s Current Report on Form 8-K, dated May 6, 2008.

Employment Agreement with Arthur DiBari, dated March 11, 2008, incorporated by reference to APAC Customer
. Services, Inc.’s Quarterly Report on Form 10-Q for the fiscal quarter ended March 30, 2008.

. Employment Agreement with Andrew B. Szafran, dated May 12, 2008 mcorporated by reference to APAC Customer”
Services, Inc.’s Current Report on Form 8-K, dated May 14, 2008.

Employment Agreement with Robert B. Nachwalter, dated October 31, 2008, incorporated by reference to APAC
Customer Services, Inc.’s Current Report on Form 8-K, dated November 20, 2008.

Form of Indemnification Agreement dated April 28, 2009, incorporated by reference to APAC Customer Services,
Inc.’s Current Report on Form 8-K, dated April 28, 2009.

Employment Agreement with Christopher H. Crowley, dated February 12, 2009, incorporated by reference to APAC
Customer Services, Inc.’s Current Report on Form 8- K, dated March 12, 2009

Master Agreement for Call Center Services Between Verizon Corporate Services Group Inc. and APAC Customer
Services, Inc., incorporated by reference to APAC Customer Services, Inc.’s Current Report on Form 8-K, dated July
14, 2009.

Employment Agreement with Eric Tinch, dated Apnl 1, 2010, incorporated by reference to APAC Customer
Services, Inc.’s Current Report on Form 8-K, dated April 12, 2010. -

Executlve Employment Agreement with Kevin T. Keleghan dated September 13, 2010, incorporated by reference to
APAC Customer Services, Inc.’s Current Report on Form 8-K, filed September 13, 2010.

Employment Security Agreement with Kevin T. Keleghan, dated September 13, 2010, incorporated by reference.to
APAC Customer Services, Inc.’s Current Report on Form 8-K, filed September 13, 2010.

Agreement Protecting Company Interests with Kevin T. Keleghan, dated September 13, 2010, incorporated by
reference to APAC Customer Servrces Inc.’s Current Report on Form 8-K, filed September 13, 2010.

“Letter Amendment to Executive Employment Agreement with Michael P. Marrow, dated September 12, 2010,
incorporated by reference to APAC Customer Services, Inc.’s Current Report on Form 8-K, filed September 13 2010
(amendment filed September 14, 2010.) :

Letter Amendment to Employment Agreement with Arthur DlBan executed on October 1, 2010, incorporated by
reference to APAC Customer Services, Inc.’s Current Report on Form 8-K, filed October 6, 2010.

. Letter Amendment, dated December 31, 2010, to Employment Agreement with Eric Tinch, incorporated by reference
to APAC Customer Services, Inc.’s Current Report on Form 8-K, filed January 3, 2011.

Amendment to Vendor Agreement, dated February 14, 2011 but effecttve as of December 29, 2010, between APAC
Customer Services, Inc. and Medco Health Services, Inc.,

Subsidiaries of APAC Customer Services, Inc.
Consent of Ernst & Young LLP.

Power of attorney executed by Katherine Andreasen, John J. Park, Theodore G. Schwartz Samuel K. Skinner and
John L. Workman. '

Certification of Chief Executive Officer, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Chief Financial Officer, as adopted pursuant to Sectton 302 of the Sarbanes-Oxley Act of 2002.

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

* .

Indicates management employment contracts or compensatory plans‘or arrangements.
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1. I have reviewed this Annual Report on Form 10-K of APAC Customer Services, Inc.;

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

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

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

a. Designed such disclosure coqtrols 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, parllcula.rly 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(s) 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 reglstrants 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 reg1su'ant s ablhty to record, process,
sumimnarize and report financial information; and

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

Date: February 18, 2011 /s/ KEVIN T. KELEGHAN

Exhibit 31.1

CERTIFICATION AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Kevin T. Keleghan, certify that:

Kevin T. Keleghan
Chief Executive Officer
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1. I have reviewed this Annual Report on Form 10-K of APAC Customer Services, Inc.;
2. Based on'my knowledge; this report does not contain any untrue statement of a material fact or omit to state a material
’ fact necessary to make the statements made, in light of the cn‘cmnstances 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. reglstrant as of, and for, the
periods presented in this report;
4. The registrant's other certifying officer(s) and I'are responsible for establishing and maintaining diselosure-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. superv1s1on, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others w1thm those entltles parncularly 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

"7 'reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting. and the. preparation of ﬁnanc1al statements for external purposes in accordance with
generally accepted accounting principles; i o

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 matena]ly affect, the reg13u'ants internal control
over ﬁnanc1a1 reporting; and

5. The registrant's other certifying officer(s) and I have:disclosed, based on our most recent evaluation of internal control
.over financial reporting, to the registrant's auditors and the audit. comnnttee of the reglstrants 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 ablhty to record, process,
summarize and report financial information;and -~ - : :
b. Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.
Date: February 18, 2011 . .. I/ ANDREWB. SZAFRAN

Exhibit 31.2

CERTIFICATION AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Andrew B. Szafran, certify that:

Andrew B. Szafran
Chief Financial Officer
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Exhibit 32.1

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

In connection with the Annual Report on Form 10-K of APAC Customer Services, Inc. (the "Company") for the fiscal year
ended January 2, 2011, as filed with the Securities and Exchange Commission on the date hereof (the "Report"), Kevin T.
Keleghan, as Chief Executive Officer of the Company, and Andrew B. Szafran, as 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, that to his
knowledge:

0] The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15
U.S.C. 78m(a) or 780(d)); 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/ KEVINT. KELEGHAN -
Name: Kevin T. Keleghan

Title: Chief Executive Officer
Date: February 18, 2011

/s/ ANDREW B. SZAFRAN
Name: Andrew B. Szafran
Title: Chief Financial Officer
Date: February 18, 2011

This certification accompanies the 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 putposes of §18 of the Securities
Exchange Act of 1934, as amended, and is not to be incorporated by reference into any filing of the Company, whether made
before or after the date hereof, regardless of any general incorporation language in such filing. :
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About Micromet
Micromet (NASDAQ: MITI) is a biopharmaceutical company

focused on the discovery, development and commercialization
of next-generation antibodies for the treatment of cancer.

About BiTE Antibodies

Micromet has pioneered a new approach to treat cancer that
harnesses the body’s immune system. Our BIiTE antibodies
mobilize T cells, the body’s most potent killer cells, enabling
them to detect and destroy cancer cells that are not normally
recognized by the immune system.

Safe Harbor Statement

This annual report contains certain forward-looking statements that are subject to risks and uncertainties that may cause the actual results to differ from historical
results or from any future results expressed or implied by such forward-looking statements. These forward-looking statements include statements regarding our
available cash resources, the efficacy, safety and intended utilization of our product candidates, our ability to offer an improvement over existing treatment options,
future research and development plans, the development and commercialization of our BiTE antibody technology, the conduct, timing and results of future clinical trials
of our product candidates, our plans regarding future presentations of clinical data, and our expectations of the future expansion of our product pipeline. Reference to
these risks and uncertainties is disclosed in detail in our most recent Annual Report on Form 10-K, as amended, and other public filings with the US Securities and
Exchange Commission.




“It means a potential novel option
. for my patients.”

Professor Max Topp
Department of Internal Medicine II, University of Wuerzburg, blinatumomab investigator
Wuerzburg, Germany

Dr. Topp's practice focuses on the treatment of patients with acute lymphoblastic leukemia (ALL), an aggressive
cancer of the blood and bone marrow. The current outlook for Philadelphia-negative adult ALL patients is poor,
with an average 5-year survival of 35%'. Blinatumomab, Micromet’s most advanced BiTE antibody, has
demonstrated significant single agent activity in both adult and pediatric patients with ALL and is now the

subject of a broad-based development program in this disease setting.

1. J Clin Oncol 29:532-543
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“It means hope.”

Natalie Langworthy ,
Relapsed/Refractory ALL patient, blinatumomab clinical trial participant
Sydney, Australia

Micromet has taken a leadership role in the discovery and development of novel therapies for patients with
difficult-to-treat blood cancers. The Company is focused on advancing the development of blinatumomab in
patients with ALL, a disease setting in which there is urgent need for new therapies with the potential to extend
survival and avoid undesired treatment-related toxicities.
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“It means a potential scientific breakthrough.”

Tobias Raum, Ph.D. .
Senior Director, Discovery
Micromet

Dr. Raum leads a dynamic team of researchers responsible for the generation of new BiTE antibodies. Under his
direction, Micromet scientists have constructed new molecular entities targeting tumor antigens of highly
different function, size and molecular composition. The breadth and potency of product candidates developed
utilizing the Company’s technology suggests that BiTE antibodies have the potential to significantly impact the
way cancer is treated. »

Micromet Annual Report 2010 | PAGE 3
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“It means getting immune cells
‘where they are needed.”

Ed Bradley, M.D.

Vice President, Clinical Development, Oncology
Medlmmune

- Developing strategic alliances has been a key strategy for Micromet’s success since the Company’s inception.
Micromet’s partnership with Medimmune, our longest running BiTE collaboration, is one of four BiTE antibody
partnerships currently in place with leading pharmaceutical companies. Our strategic alliances create new
product development opportunities and provide access to complimentary expertise and important resources to,
support our internal development programs—approximately $136.4 million in cash from 2006 to 2010'.

1. Reflects up-front payments, milestone payments and fees received for R&D services for all of Micromet's collaborations, both BiTE and conventional antibodies from January 1, 2006
through December 31, 2010
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"It means our future.”

Christian ltin, Ph.D.
President and Chief Executive Officer
Micromet

Microme' t Annual Report 2010 | PAGE 5




To Our Shareholders,

5 Each year, thousands of adults are diagnosed with Philadelphia-negative Acute Lymphoblastic Leukemia
e (ALL), the majority of whom will die of their disease. Patients endure prolonged treatment consisting
R of combinations of toxic chemotherapy drugs that in most cases fail to drive the disease into long-term

remission. In more than 30 years, no new drug has been approved for use in this setting, leaving physicians
with few options to improve patient outcomes other than variations in the dose and schedule of old
and ineffective chemotherapeutic drugs. For children with ALL who fail to respond to currently available
treatment options, the outlook is equally grim. Moreover, even for those children who are cured, there are

significant short- and long-term side effects associated with current therapies.

In 2010 we made important progress toward our goal of bringing to market a novel
therapy with the potential to confer meaningful clinical benefit for adult and pediat-
ric patients with this difficult-to-treat disease.

Focused development of blinatumomab in ALL

Over the past 12 months, we planned and successfully launched a clinical development program aimed at
establishing our lead product candidate blinatumomab as a key component of treatment for adult and
pediatric ALL patients with early and advanced stages of the disease. Over the long term, we believe that
data from these clinical trials will enable us to capture a disease setting with high unmet medical need, few
near-term competitive threats, and significant commercial potential.

Fastest potential path to global registration

In late September last year, we initiated a phase 2 single-arm multi-center clinical trial of blinatumomab in
: adult patients relapsed or refractory ALL. We believe this study has the potential to validate the drug’s utility
a in patients with ALL with more advanced disease, and if successful, represents the fastest path to global

registration.
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Thanks to a high degree of investigator and patient interest, we are rapidly enrolling patients in this
study and currently expect to reach our target accrual in the second half of the year. Data from this clinical
trial, if positive, would inform the design of a pivotal trial that we expect to initiate in 2012.

In March of this year, we submitted to the European Hematology Association (EHA) an abstract reflecting
interim data from this trial for presentation at the Association’s Annual Meeting in London in June. We view
this to be a key milestone for the Company with the potential to build upon the significant level of activity
reported to date with blinatumomab.

Fastest potential path to generate data in an ALL front-line setting

This past fall, we also initiated a European pivotal trial intended to confirm blinatumomab’s ability to
eradicate leukemic cells in the bone marrow of ALL patients who have received front-line chemotherapy,
so-called minimal residual disease or MRD. Importantly, the majority of adult patients with MRD following
front-line chemotherapy who do not receive a bone marrow transplant will relapse and ultimately die of
their disease, making this a key prognostic factor for patient survival. We plan to enroll 130 adult ALL
patients in the single-arm study, also known as BLAST, at leading medical centers.

The BLAST study builds on an earlier phase 2 clinical trial in patients with MRD positive ALL. Updated
results from the trial were presented in December at the American Society of Hematology (ASH) Annual
Meeting. As of November 2010, 60% of patients were alive without clinical evidence that their disease had
come back with a follow-up period of up to 27.5 months. Notably, no clinical relapses were seen since the
ASH 2009 Annual Meeting. These data continue to support blinatumomab’s potential as a promising new
therapeutic option for patients with MRD-positive ALL and we believe provide a strong rationale for the
ongoing clinical trial.

Micromet Annual Report 2010
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Building on the compassionate use experience in children

We are on track to initiate this summer a phase 1/2 single-arm clinical trial in pediatric and adolescent
patients with advanced stage ALL. The study will look to enroll approximately 80 patients with relapsed
refractory ALL at investigative sites in both Europe and the United States. This trial builds on the experi-
ence of pediatric patients treated with blinatumomab on a compassionate-use basis. As was published in
the journal Leukemia in January, blinatumomab induced remissions in three children who had failed multi-
ple prior therapies and had no remaining treatment options. Our objectives in this clinical trial are to estab-

lish a recommended dose for use in children and assess activity and safety at that dose level.

Financial strength

In March and November 2010, we raised a total of $145.8 million in net proceeds from two public offerings
of our common stock. Combined with revenue received from collaborations, these funds provide the
necessary financial resources to advance and expand our clinical development programs. Based on our
current projections, we believe that our cash reserves will fund our operations into 2013.

With a sense of urgency and focus we have devoted our time and resources this past year to address some
of the most critical clinical challenges in oncology today. As we build on our progress and pursue ambi-
tious goals in the year ahead, we are confident that we have employed the right team, secured the necessary
financial resources and are executing against a sound strategy to achieve our mission. We are grateful
to our employees, clinical collaborators and partners for their efforts to advance our drug development
programs this past year and look forward to their continued contributions in the year ahead.

oo

Christian Itin, Ph.D. David Hale
President and Chief Executive Officer Chairman of the Board of Directors
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