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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)
4| ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the fiscal year ended December 28, 2008

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 0-26786

APAC Customer Services, Inc.

(Exact name of registrant as specified in its @rart

lllinois 36-277714C
(State or other jurisdiction of incorporation oganization) (I.LR.S. employer identification na

Bannockburn Lake Office Plaza 1, 2333 Waukegan Roa&uite 100, Bannockburn, lllinois 60015
(Address of principal executive offices)

Registrant’s telephone number, including area c(g#7) 374-4980
Securities registered pursuant to Section 12(h@fct: Common Shares, $0.01 Par Value, NASDAQ
Securities registered pursuant to Section 12(ghe”ct:None

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405edb#turities Act.
YesO NoM

Indicate by checkmark if the registrant is not iieegli to file reports pursuant to Section 13 or Becl5 (d) of the Act.
YesO NoM

Indicate by check mark whether the registrant4B filed all reports required to be filed by Secti® or 15(d) of the Securiti
Exchange Act of 1934 during the preceding 12 mothgor such shorter period that the registrans wequired to file suc
reports), and (2) has been subject to such filsgmirements for the past 90 days.

Yes¥ NoO

Indicate by check mark if disclosure of delinquiiletrs pursuant to Item 405 of RegulatiorkSs not contained herein, and v
not be contained, to the best of registraktiowledge, in definitive proxy or information &ments incorporated by referenc
Part Ill of this Form 10-K or any amendment to th@am 10-KM

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, m-axxcelerated filer, or a smal

reporting company (see the definitions of “largeederated filer”, “accelerated filer” and “smallezporting company’'in

Rule 12b-2 of the Exchange Act).

Large accelerated filld  Accelerated fileld Non-accelerated filer™ Smaller reporting comparl]
(*Do not check if a smaller reporting compa

Indicate by checkmark whether the registrant isedl sompany (as defined in Rule 12b-2 of the ExgjeaAct).
YesO NoM

The aggregate market value of the regis’s common shares held by I-affiliates was approximately $33.9 million basec



the last sale price as of June 27, 2008.
As of February 27, 2009, 50,782,353 common shagege wutstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Certain portions of the RegistrastProxy Statement for the Annual Meeting of Shalddrs to be held on June 3, 2009
incorporated by reference into Part Il of this AlahReport on Form 10-K.
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Forward-Looking Statements and Factors that May Afect Future Results

In passing the Private Securities Litigation Refokat of 1995 (the “Reform Act”)Congress encouraged public companit

make “forward-looking statements” by creating afésharbor”to protect companies from securities law liabilityconnectio

with forward-looking statements. We intend to gfyais written and oral forwardboking statements for protection under

Reform Act and any other similar safe harbor priovis. Unless the context indicates otherwise, tbedw “Company,” “we,”
“our,” and “us,” when used in this Annual Report Barm 10K refer collectively to APAC Customer Services, .land it

wholly-owned subsidiaries.

Generally, forwardeoking statements include expressed expectatesténates and projections of future events anchiiiad

performance and the assumptions on which theseesgd expectations, estimates and projectionsaaszlbStatements that

not historical facts, including statements about loeliefs and expectations and those of our manageare forwardeoking

statements. Sometimes these statements will com@iids such as “believes,” “expects,” “anticipaté¢tends,” “estimates,”
“goals,” “would,” “could,” “should,” “plans,” and ther similar words. All forwardeoking statements are inherently uncei

as they are based on various expectations and pisamabout future events, and they are subjektbéovn and unknown ris

and uncertainties that can cause actual eventeeantts to differ materially from historic resuétad those projected.

Due to such uncertainties, the investment communsityautioned not to place undue reliance on otittesr or oral forward-
looking statements, which speak only as of the daterhich they were made. If no date is providedhsstatements speak o
as of the date of this Annual Report on FormKLOA/e expressly undertake no obligation to publiajydate or revise a
forward-looking statements as a result of changsdmptions, new information, future events or atlise.

Forward-looking statements are contained in thisweh Report on Form 1B; primarily in Items 1, 1A, 3, 7, and 7
Moreover, through our senior management, we maw time to time make forwarlboking statements about matters desci
herein or about other matters concerning us.

There are numerous factors that could prevent ars fachieving our goals and cause future resuldiffer materially fron
historic results or those expressed or implied tnyforward-looking statements including, but natited to, the following:

e Our revenue is generated from a limited numberliehts and the loss of one or more of them, orducgon in thei
demand for our services, could materially affeatfinancial results

«  Our business may be affected by the performanceiotlients and general economic conditic

*  Our financial results depend on our ability to effeely manage our production capacity and our iande .
*  Our success is subject to the terms of our clientracts.

e Our success depends on our ability to sustaintpiofity.

e Our business may be affected by our cash flows fop@rations and our ability to comply with our debwvenants ar
funding requirements under our credit facil

e Our financial results may be affected by risks asged with international operations and expansioaluding foreigi
currency fluctuations

*  Our principal shareholder can exercise significamttrol over us

»  Our success depends on key persot
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*  We operate in a highly competitive environme

e  Circumstances outside our control such as typhoeaghquakes, floods and other acts of God, palitinstability
equipment malfunction, telephone or data serviderinptions, changes in the telecommunications starkar an
terrorism could seriously harm our domestic orshore busines:

»  Our inability to attract and retain a sufficientmiper of qualified employees could negatively impaat business

e Unauthorized disclosure of sensitive or confiddnti'ent and customer data could expose us to @ctéd and cost
litigation, penalties and may cause us to losentdis

e Our business and our clie’ businesses are subject to federal and state regubatd industry standarc
More detailed discussions of these risk factorsbmfound in Items 1A and Item 7 of this Annual Bepn Form 10-K.

In various places throughout this Annual ReportFomm 10-K we use certain ndBAAP financial measures when descrik
our performance. A “non-GAAP financial measure'dfined as a numerical measure of a compafipancial performant
that excludes or includes amounts so as to bereiffehan the most directly comparable measureutzdted and presented
accordance with GAAP in the statements of operatibalance sheets or statements of cash flowsaih@any. We believe tt
non-GAAP financial measures provide meaningful suppleia@leinformation and are useful in understanding msults ¢
operations and analyzing of trends because thdy@xcertain charges such as interest, taxes gmédation and amortizatir
expenses that are not part of our ordinary busiopssgations. We also believe that "@BAAP financial measures are useft
investors and analysts in allowing for greater spmrency with respect to the supplemental infomnatised by us in o
financial and operational decision-making. In aiddit we believe investors, analysts and lendergfitefinom referring to non-
GAAP measures when assessing our performance gedtations of our future performance. However, itfigrmation shoul
not be used as a substitute for our GAAP finanaf@rmation; rather it should be used in conjunetieith financial stateme
information contained in our Consolidated Finan@&htements prepared in accordance with GAAP. \Beuds norGAAP
financial measures in Item 7 of this Annual RemrtForm 10-K under the caption “Managemeriscussion and Analysis
Financial Condition and Results of Operations—No®AB Financial MeasuresPursuant to the requirements of Regulatio
we have provided a reconciliation of all NGAAP financial measures not previously reconciledhie most directly comparal
GAAP financial measure in Item 7 of this Annual Repn Form 10-K.
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PART |
Item 1. Description of Business.
General Overview

We are a leading provider of customer care servamab solutions to market leaders in the healthcansjness service
communications, publishing, travel and entertainnaerd financial services industries. We operate wunstomer care center:
the United States, two of which are client-ownedilities, and four offshore customer care centers in the Philippinesof
December 28, 2008, the domestic operations codsisteapproximately 4,700 workstations and the stftre operatiol
consisted of approximately 3,300 workstations.

Our principal executive office is located at 233ZwWkegan Road., Suite 100, Bannockburn, Illinoisi&0and the telepho
number at that address is (847) 374-4980.

The period from 1995 through 2005 was one of comtiriransition as we experienced rapid growth dutime telemarketir
industry boom, followed by a decline in businessuléng from a reduction in volume from several kdients, competitiv
pressures and regulatory factors affecting the aund customer acquisition business. In July 2008, initiated a strateg
realignment to exit our outbound customer acquisitusiness, focus our resources on inbound ai@ationships in a numk
of key industries and reposition ourselves for komgn growth and profitability. During 2005, we edt virtually all of ou
outbound customer acquisition business which reptesl approximately $40 million in annualized rexenFrom January 20
through December 2007, our realignment of the lassirresulted in the closure of 16 centers, thecatit;m of our Corpt
Christi, Texas customer care center to a smallglitiaand the downsizing of our Tucson, Arizonaifdy. During this sam
period, we invested heavily in the growth of ouf-sliore capacity in the Philippines and increased aff-shore revenu
opening our second customer care center in theéppimés in the second half of 2006 and openingtbird facility in the
Philippines during the first half of 2007. At theadeof 2008, we began construction on our fourthtarasr care facility in tt
Philippines. This facility commenced operationgarly March 2009.

Early in 2008, the Board of Directors selected MiehP. Marrow as President and CEO, bringing 25syed industr
experience to our company. Since joining APAC, Marrow has assembled a team of talented mid- amidrsievel manager
many of whom have deep experience in running sséalesutsourced call center operations, as welesorievel manage
with significant turnaround experience. The entirganization, under Mr. Marrow’leadership, has transformed our Com|
into what we believe to be a more efficient anddpiaiive operation, which we believe has returnetbus profitable operatit
model.

Long Term Strateg)

As a result of these and other actions, we beliaewe are better positioned to realize the Iterg: potential of our busine
and will continue to improve our financial perfomta. We will continue to focus on providing custeed, high qualit
customer care services and solutions to marketeteath industries that place significant value omgiterm custome
relationships. Our high level growth strategy istmtinually provide the highest level of qualigrégices to our clients. We w
strive to operate as efficiently as possible, ojaing our capacity and maximizing our utilizatian,order to achieve our tar¢
margins. We expect to achieve growth both with ttxgsand new clients. We intend to expand our serdfferings globally
We will add new centers on the basis of client sedthrough growth, we seek to diversify our clibase and reduce clit
concentration. We also manage our business withahaf leveraging our expense base and increasisig ttow.

Our Approach and Competitive Strategy

Our focus is to provide customized, high qualitystomer care services and solutions to market Isathethe healthcat
business services, communications, publishing,etrand entertainment and financial services iniestrWe believe tt
services we provide enable us to build strong@gterm partnerships with our clients resulting inremsed client retention a
growth improving the consistency of our revenuevflo

The services we provide are critical to our cliestisccess and involve significant integration withr clients’ informatior
technology infrastructure. The applications we gnéte into our clientsSystems are complex, resulting in implementatiod
ramp-up periods that typically take six to twelvenths.
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We believe that service quality and value are aaitifactors in a clien$ outsourcing decision. Our sales and acc
management teams are dedicated to prospectingeamidisg clients in each of our core industries. Wédieve that focusir
their time and expertise on understanding disénetestries enables them to better understand antsl needs.

Our mission is to help our clients serve their aostrs better. Each of our clients has developeid ohen unique view on wh
constitutes good service and the resulting levélsustomer satisfaction achieved through thoseisesy It is common in tt
outsource industry for a supplier to push a paldicsolution such as “off-shoreQOur strategy is to provide a variety of ser
solutions so that a client can choose optionslibat fit with their unique view on servicing theinsstomers. We will advoce
solutions that we believe will best meet our clénieeds, but we always subscribe to the philosopétytte final choice is th
of our clients. Cost and quality are universallyportant to our clients. With that in mind, we prdichoices for locatic
including domestic, near-shore and sfffere; training developed by APAC, by our clientsaomix; varying agent experier
levels and hiring criterion and; live operator naigtion, selfservice or a mix of the two. We will provide sergcfrom APAC
facilities, from our clients’ facilities or through build-operataransfer relationship. Service levels, quality emibn ani
supervisory ratios are always tailored to a clientique needs. We believe that by providing soliaich help our clien
serve their customers better, we will create a lasting, mutually beneficial relationship with azlients.

Our Core Industries and Clients
Core Industries

As part of our strategy, we have targeted primarityh growth business segments, each with critoatomer care needs :
businesses with unique opportunities for outsourcestomer care. Our business model is to partnér wibust, growin
businesses with leadership positions in their ntarkt®at place a premium on customer loyalty andnté&in and consider hi
quality customer care programs an important cortipetadvantage.

We have focused on the following industries: he=lthk, business services, communications, publishtrayel an
entertainment and financial services. In fiscalry2@08, approximately 97% of our revenue was ddrirem clients in thes
key industry verticals and approximately 83% of @avenue was generated from clients in our threge& industrie:
healthcare, business services and communications.

Major Clients

Our ten largest clients collectively accounteddpproximately 90% of our revenue in fiscal year0Bour of our clients we
each responsible for 10% or more of our revenuested Parcel Services, Inc. (UPS): approximatel§62¥erizon Wireles:
approximately 21%; WellPoint, Inc: approximately?d&nd Medco Health Solutions, Inc.: approximatel9ol See ltem 1A
this Annual Report on Form 10-K under the capti@Quf revenue is generated from a limited numberdiehts and the loss
one or more of them, or a reduction in their demimcbur services, could materially affect our ficéal results.”"None of ou
five largest clients have contracts renewing in200

Seasonality

Due to the nature of certain clientsusinesses, we experience seasonality of reveigmrticular, our healthcare indus
clients’ call volumes experience seasonality, peaking duojpgn enroliment and plan initiation periods, tgfig in the fourtl
and first quarter of each fiscal year. Our busirsessices client also experiences peak procesgagafrom November throu
December coinciding with the holiday shipping pdrids healthcare and business services represggnificant portion of ot
revenue our business is significantly impactedhiy seasonality.

Our Services

Our services are provided through customer car¢ererstaffed with skilled customer service représdres in domesti
international and clientwned locations. Our services are highly customiagstomer care services and solutions that in
communicating with customers and managing situatidhat are unique to each core industry. We progielwice throug
multiple communication channels, including telephoimternet, oriine chat, email, fax, mail correspondence and raate(
response generated through technology. We offeiotluaving services in each of our core client istties:
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Healthcare

Within the healthcare industry, we offer customervie support for a wide variety of medical plamgluding pharmac
medical, dental, vision and Medicare Part D, tonplaembers and healthcare plan providers alike. €ugtomer servic
representatives answer questions regarding hesedthweembers’plan coverage, including benefits and eligibilitglaims
processing, enrollment and plan comparisons, ppg&or coverage and cpayment determination, and provide internet se
help desk support and insurance and coverage appfic assistance. For healthcare providers, outomer servic
representatives provide similar information regagdmember eligibility and benefits and claims pssieg. We also provi
various healthcare clients with internal help deggport and basic back office functions for thegamizations.

Business Service

Within the business services industry, we provideadety of solutions and services ranging fromtooer care, delive
scheduling, delivery issue resolution, strategicoaot management, international services, busitesbusiness conte
management and sales, account set-up and maingraltiog research and resolution, and claims gssing.

Communications

Within the communications industry, we provide folowing services: product sales, ongoing accamaintenance, billin
issue resolution, basic technical support, trofeting product issues, warranty and exchange psese product sels
services, pre-paid account inquiries, customentigte activities and targeted inbound customer esitipn.

Publishing

Within the publishing industry, we provide servides account management, subscriber acquisitionficeion and retentiol
and billing and payment support. In addition to phone services, we also provide extensive solsitiorsupport of custom
correspondence, back-office document processingeamail. In conjunction with our agebased interactions, we also o
solutions for our publishing customers in CRM apgtion development, IVR and web self-service.

Travel and Entertainment

For the travel and entertainment industry, we pmtevtustomer care services including reservatiorkingofor general ar
corporate travel, information on hotels, resortpgemties locations and amenities, car rental arlthaipolicies, cancellatior
billing and account management as well as comptastlution.

Financial Service:

Within the financial services industry, our sergdérclude assisting customers with card activatioedit inquiries, billing isst
resolution, account maintenance, balance inquanestransfers, and credit line increases.

Personnel and Training

Our ability to attract, retain and develop our oustr service representatives is critical to ourceas at delivering qual
customer service. We use a hiring model designeelect employees motivated to provide higlality customer care servic
We use our performance management review procespayforperformance compensation program to develop andvate
our employees.

We supply each new employee with extensive jodsskihining delivered in an interactive environméhtaining programs fi
front line teams are customized to client programg teach specialized customer service skills. Ygeige additional custom
care training, empathy training and telephone etigufor all of our customer service employeesadidition to training fc
specific job performance, our teams receive trgiron our culture and our guiding values of honeistiggrity and respect f
others. In our offshore facilities we also provide basic skills thagy voice inflection and accent neutralizationirtiiag anc
education in United States geography.

We also provide coaching, management and leadestiipng to front line supervisors. Our use ofdieg technology enabl
our front line supervisors to provide coaching apaities to representatives by direct observatas,does our centraliz
quality function. See “Quality” and “Technology amdlecommunications.”

We had approximately 10,500 employees on Februan2@09. None of our employees are subject to ciblie bargainin
agreements.
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Operations and Capacity Utilization
Customer Care Centers

As of December 28, 2008, we operated thirteen oustaare centers: seven domestic, two domestiotaigned facilities an
four international centers located in the PhiliginThe domestic operations consisted of approgimndt700 workstations a
the offshore operations consisted of approximately 3,30fkstations. The construction of our newest ceintéeyte Province
Philippines was the only change to the number aadtions of our facilities in 2008.

We operate across multiple shifts in our custonase centers, most having the capability to run @dré a day, seven day
week. Customer care centers can be configured & specific client needs and deliver customer sargices across multiy
contact channels, including telephone, internetlirn chat, email, correspondence and facsimile. IBa® 2 of this Annu:
Report on Form 10-K under the caption “Properties”.

Capacity and Workforce Management

Our profitability is influenced significantly by owability to effectively manage our production ceipaand our workforce. 1
maximize profitability we need to continually inese our revenue per production seat and our cgpatiization, ani
maximize our workforce productivity.

We closely monitor the utilization of our producticeats and balance the costs associated with aimaing unutilized an
underutilized seats with the flexibility needed to quickespond to incremental client demands. We uaditgy workforc
management platforms which allow us to more effetyi manage our employeesime, quickly respond to changing cli
needs and maximize workforce productivity. See Hiredogy and Telecommunications—Operating SystenasTaatephony.”
We manage our production capacity and human ressuralistically to match call arrival patterns, ofng staffing to ski
sets to meet application complexity and maintairsitnigt schedule adherence for our agents.

See Item 1A of this Annual Report on Form 10-K untltee caption Our financial results depend on our ability to effeely
manage our production capacity and our workforce.”

Operational Disciplines

We operate our business according to a set of dected core operations practices and procedurelsageits of our standa
operating procedures are conducted on a regulas bm®nsure consistent implementation of our frastacross all of o
customer care centers.

Program Implementatio

We use an integrated team of professionals to netiegimplementation and expansion of client pnogralhis team is led |

a project manager and includes subject matter exgesm operations, information technology, humasources, trainin
quality, sales and account management and compliaftte implementation team serves as the primagrfate with ot
clients’ own implementation resources, is activielyolved in the creation of detailed project plaasd is responsible for end-
to-end implementation. In addition, we typically prdeiadditional front line supervisors at the outsieh new program
ensure smooth program stapi- The progress of each implementation projecevdewed by our senior executive team ¢
weekly basis.

Quality

We believe our ability to retain existing clientsdato acquire new clients is directly related te tfuality of the services \
provide. Our customer service representatives daeet contact with our clientgustomers and help form an impression o
clients’ commitment to quality service. We belighese contacts are a critical component to ountsidongterm success a
are committed to optimizing the level of quality\dee provided to our clients’ customers.

We utilize a quality monitoring system, acrossodlbur customer care centers (other than our ebented facilities). We have
quality assurance organization which provides iedelent, ongoing assessments of program qualityidifrairect monitorin
of our customer service representativieséractions with customers. We follow a comprelenguality calibration proces
which helps ensure that our representative monigoaind feedback stays aligned with our clientsiwié quality.
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We use a compensation model that rewards fronttéaens on quality and continuous improvement. Fliolt managers
every customer care center are required to moeitery customer service representative regularlyprodide coaching sessic
designed to continuously improve performance. Adddlly, we utilize verification recording techngies and separate tec
validate customers’ approvals and buying commitsémt certain programs.

We also regularly measure the quality of our sewiby evaluating such factors as client satisfactostomer service leve
average handle times, first call resolution, anegrage speed of answer. We provide site operatiamagement and clients w
status reports on a retire basis and can transmit summary data and eapinformation electronically to our clients. Tligté
enables us to quickly modify or enhance ongoingises to improve quality and effectiveness.

Technology and Telecommunications

Our technology and telecommunications platform &iasf customer care applications, operating systand telephony. V
partner with industry leaders to provide tools thi necessary to maximize our business performamdading voice and dz
switching, CRM development, quality assurance, \ficrde administration and data storage and retrieval

We plan to continue to invest in technology in ertteexpand our capacity, update and enhance ¢eimal capabilities, ar
continue to provide reliable voice and data netwprperational support systems and customizedcahioin solutions to o
clients. We also will continue to invest in bothaddished and emerging call center technologiesrder to fully optimize ot
operational performance and quality. We are coneahitb protecting sensitive customer data and atiiustry acceptt
technologies and processes to meet our clientslsnee

Customer Care Applications

Our customer care application strategy is to caomtly upgrade our capabilities within our flexibded robust multehanne
technology solution. Each application is customieefficiently manage the unique customer ingsitieat occur in our co
industries and meet market specialization, chaspetific needs and complex architecture/procesgjiation.

We maintain open-system thin-client platforms iniekhwe develop customized (mutthannel) application solutions for «
clients. Developed on third-party, indusstandard platforms, we maintain a library of redgpble, proprietary code
develop new client solutions. We have also investaapen-system integration layers (thpdrty middleware) that allow us
integrate our solutions with our clientsystems infrastructure. These solutions allow fdramced information exchange v
our clients which improves overall performance agglilts in an enhanced customer experience.

We have developed a fully integrated web-basedrtieygosystem tool that provides reithie and historic productivity data fre
a secure site and communicates the data with a rehr@psive set of detailed interaction reports. Repare also routine
customized, leveraging internal and client-basdd ttameet individual clients’ requirements.

Operating Systems and Telephony

We have operational support systems that we deplogach of our customer care centers. We use lgadiorkforce
management platforms to maximize our ability toefmst interaction volumes, schedule customer semgpresentative
monitor adherence to scheduled hours in order tet fhactuating client needs and maximize agent petidity, and to provid
quality assurance. We believe these platformspntert with internally developed best practiceqnowe our ability to provic
high quality and efficient services to our clients.

We deploy VOIP (voice over internet protocol) teglugy to support both our domestic and internatfiadvanced routir
requirements. The investment in this flexible, sahle and cost effective technology improves ospaasiveness to clie
requirements. This technology also enables us d¢ce@se capacity utilization by effectively balamgricall demands acrc
multiple call centers.

We continue to use leading technology to supportaittHOME ™ agent program. We believe we can enhance work
optimization and improve quality on certain progsaby using agents that work from their own homes Ndve built a
internal infrastructure to support this program anolvide all of the necessary equipment to agemetsi@ploy in this fashion. #
supporting systems have been fully integrated smensynergy with our customer care center opérsitio

We also maintain a number of internal systems fgpstt our business. Anchored by a commercially lalsdg enterpris
financial platform, we use a combination of intdijpaeveloped and third-party adih systems to measure our business
have made significant efforts to build and maintgistems and processes that ensure regulatory ieoroplat all levels of ti
organization.
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We contract with multiple, welkstablished leading providers for domestic andriatiéonal voice and data services.
currently obtain pricing based on volume commitrseritligating us to pay for a minimum usage regasdlef whether suu
minimum services are used.

System Architecture and Redundancy

Our total systems architecture incorporates adwhtelephony and network switching technologieserimttive voice respon:
speech recognition, email, on-line chat, web caltabon, facsimile, customer relationship managensetutions, knowledge-
based tools, quality, workforce management, trginand reporting platforms. These tools are usextdate specific solutio
for our clients offering them a comprehensive $etustomer care solutions.

All of the above solutions are supported by a nunatbdackend production systems that consolidate, processtransfer dat
A technology recovery plan has been developed dvesd interruptions in voice and data servicesandpment malfunctior
and is tested regularly. We also develop and miainéehnology continuity plans for clients whicheaailored to their uniqt
requirements. Additionally, we maintain fail oveoise capacity and a fully redundant data infrastiec as part of ol
technology disaster recovery strategy. See ItemofLAhis Annual Report on Form 10-K under the capti@€ircumstance
outside our control such as typhoons, earthqudl@s]s and other acts of God, political instabiligquipment malfunctio
telephone or data service interruptions, change¢kdrtelecommunications market, war and terrorisd seriously harm o
domestic or off-shore business.”

Client Relationships

We provide services to our clients under writtentcacts which generally provide for engagementeref to five years. Mo
contracts permit clients to terminate for conven&nn short notice. Some provide us with a sinrifgint to terminate witho
cause. Many contracts for customer care serviapsreeadherence to a termination schedule alloianghe gradual reductic
of services over three-month to six-month peridtis. have, however, historically established ldegn relationships with ma
of our clients. The duration of our relationshipghvelients who represent more than 10% of our ahfiscal year 2008 reven
range in duration from four to thirteen years.

Client contracts require that we bill for our seps based on all time worked by customer servipeesentatives, time spi
interacting with customers or on a per call or fpansaction basis. Time can be billed by the hayshmne minute. Billing fc
phone minutes of service requires greater custaapiice representative productivity to achieve guaivalent hourly rati
Billing on a per call or per transaction basis tsh#dditional operational risk to us, since mangdire duration of each call
critical to achieving efficiency under this pricingethod.

We are generally subject to varying client qualityd performance standards, such as average hamee dccupancy rai
abandonment rate, call quality, and customer satigh. Our performance against such standards pmayide bonu
opportunities or, conversely, may subject us toafiess.

Overall, the profitability of a particular clienbntract is impacted by numerous factors includiwbether we bill the cliel
based on time spent for all staff hours, on a pdirar on a per minute basis; our ability to effeely implement the progra
and reach our anticipated productivity and perfarcgametrics; our ability to efficiently service tldients’ business ar
perform at the required quality and service lewimanded by the client over the contract term, agkther we are incurril
penalties or being paid a bonus for our performa8ee Item 1A of this Annual Report on Form 10-Klenthe captionsOur
financial results depend on our ability to effeetivmanage our production capacity and our worldorcand “Our success
subject to the terms of our client contracts.”

Competition

We operate in a fragmented and highly competitisxaving market. Our competitors range in size framab firms offering
specialized applications to large firms that hawrarfinancial resources that enable them to inmest aggressively in growi
their business.

We believe that the principal competitive factarghe industry are cost of services, service qudlite ability to develop al
implement quality, customized products and servigaikly, technological expertise, performance aghiclient metric:
strength of relationship, and management credjtelitd reputation. Other competitive factors inclgdalability, efficiency ar
productivity. We believe that the companies thatcsed are companies that build strong client watiips and are able
successfully deliver quality customer services aollitions that provide real value, furthering thelients’ progress towa
business goals.
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In our opinion, several significant factors imp#oe current competitive environment: (1) intensifyicompetition is puttir
pressure on clients and prospective clients to igeohigher quality customer service while contagnitosts and improvir
margins; (2) outsourcing is becoming more prevakemd accepted in our core industries as threshoitterns regardir
customer privacy and information security have bagdaressed; (3) the growth in aftore capacity, which offers lower pric
than domestic capacity, largely due to the coskabbr differential; (4) increased competition fabbr, and (5) technolo
advances. Such factors, when combined, are caugfiBngs and prospective clients to demand more @itiye pricing an
higher quality service. See Item 1A of this AnnRalport on Form 10-K under the captioWVé operate in a highly competit
environment.”

Government Regulation and Industry Self-Regulation

Our business is subject to varying degrees of gowental regulation. In addition, several of theusities in which our clien
operate are similarly regulated, particularly themlthcare, telecommunications and financial sesviogustries. Federal a
state laws governing consumer privacy, the cobbectuse and security of consumer data, the usedesatbsure of custom
proprietary network information, the sale of inswra products, mortgage banking activities and geations of healthcare ¢
pharmaceutical businesses impose regulatory aedslieg obligations on us. There are also iseffesed industry standards t
apply to the use and security of certain consurata.dn addition, both federal and state laws rgulelephone solicitations
residential customers. Finally, our Part D Medicar@ollment and customer care programs are sulbpeche rules ar
regulations of the Center for Medicare Services.

Consumer Privacy and Information Security

Key federal laws regulating consumer privacy anfbrimation security include the Gramm-LeaBliley Act, the Healtl
Insurance Portability and Accountability Act (HIPAANnd the Telecommunications Act of 1996. In additithe Payment Ce
Industry Standards or PCI Standards apply to tptuca, storage and transmission of certain consenelit card information.

Our healthcare clients are “covered entitiagter HIPAA and are required to comply with staadafior privacy, transactis
and code sets and data security. Due to the nafurar services, we are a “business associate’rudtlRAA. As a ‘busines
associate” we are required to protect the secarityprivacy of “protected health information” prded to our clients.

Our telecommunications clients are subject to @&iaris governing the unauthorized disclosure ofaasr proprietary netwo
information. These regulations limit the disclosofenonpublic customer information regarding telephonevises such as tl
type of service and usage and billing informatibmproviding services to our telecommunicationemis, we are required
comply with these regulations.

Many of our clients obtain payment for their seedcwith credit cards. To the extent our serviceshése clients invol
capturing, storing or transmitting consumer cregitd information; these activities are governedts PCI Standards whi
require us to maintain certain information secupitycedures.

There is increasing federal and state interestiuapy protections and information security, sorapexts of which could impc
additional regulatory requirements on our cliebissinesses and, less directly, on our business.

Licensing

We and our employees who are involved in certapesyof sales activities, such as the sale of imserar certain healthc:
products, are required to be licensed by varioate stommissions or regulatory bodies and to comyjitly regulations enact
by those entities. Other examples of activitiesumggg licensing include gaming, pharmaceutical andrtgage bankir
activities.

Outbound Telemarketing Sales
On the federal level, both the Federal Trade Cormsignis(FTC) and the Federal Communications Comnisgi€CC) regulal
the initiation of telephone solicitations to resitlal telephone subscribers. Federal regulatioahipit the use of deceptiy

unfair and abusive telemarketing sales practicege$ have also enacted and continue to enactaggisgoverning telepho
solicitations, which contain similar restrictiorzs well as registration requirements.
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Compliance Activities

We have policies and procedures in place whichraemded to meet the requirements of all applicébohs and regulations tt
are material to our business. Companies that éaay of these laws or regulations may be subjeenforcement actions, ci
actions or private causes of action initiated bystoners as well as adverse publicity which may dgntlaeir reputation.

See Item 1A of this Annual Report on Form 10-K unthee captions “Our business and our cliettissinesses are subjec
federal and state regulation and industry standamis “Unauthorized disclosure of sensitive or confiddmdii@nt and custom:
data could expose us to protracted and costhatitig, penalties and may cause us to lose clients.”

Financial Information about Industry Segments

We have one reportable segment and, thereforseglinentelated financial information required by Statemeht-inancia
Accounting Standards (SFAS) No. 131Disclosures About Segments of an Enterprise andt&eInformation” is included ii
the consolidated financial statements. The replatsdgment reflects our operating and reportingctire.

Available Information

We file annual, quarterly and current reports, prastatements and other information with the Sei@sritand Exchang
Commission (SEC). These filings are available te flublic over the internet at the SEC’s websitevatv.sec.gov. The
documents we file with the SEC may also be readcapied at the SEG’public reference room located at 100 F Stred,,
Room 1580, Washington, D.C. 20549. Information rdiop the SECS public reference room may be obtained by callire
SEC at 1-800-SEC-0330.

We maintain a website with the address www.apaoaustservices.comWe are not including the information containedoon
website as a part of, or incorporating it by refee into, this Annual Report on Form KOWe make available free of cha
(other than an investor’'s own internet access @wrthrough our website on the “Investosgttion our Annual Report on Fc
10-K, quarterly reports on Form 10-Q, current rép@n Form &, and amendments to these reports, as soon asneddy
practicable after we electronically file such matewith, or furnish such material to, the SEC.
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Item 1A. Risk Factors.
Risk Relating to the Company and its Busine

In addition to the risks and uncertainties of ocatlinbusiness operations, the following factors daause actual results to dif
from expectations or have a material adverse effecur business, results of operations, liquidit§inancial condition:

Our revenue is generated from a limited numberliehts and the loss of one or more of them, orduction in their deman
for our services, could materially affect our firtgal results.

We derive a substantial portion of our revenue fraramall number of clients. Most of our revenuedscentrated in th
healthcare, business services, communications pahtishing industries. There can be no assuranaewk will not becom
more dependent on a few significant clients, thatwill be able to retain any of our larger cliemtismaintain our currer
volume or margins with these clients. Should weslasclient or experience a reduction in demandotor services from, ¢
decline in the profitability of, a large client, wgay not be able to replace such clients or prograith clients or programs th
generate a comparable amount of revenue or pafitsrminate such client relationships. Our fivegst clients accounted f
approximately 78% of our fiscal year 2008 revennd aur ten largest clients accounted for approxaga®0% of our fisca
year 2008 revenu

The loss of one or more of our significant cliergssignificant downturn in any of our core indusstia trend in any of the
industries to reduce their outsourced customer saméces, a change in the customer relationshapesty of any of these clier
or industries or a change in the volume or profiitglof one or more of these client relationshigmmuld have a material adver
effect on our business, results of operationsjditjyand financial condition.

Our business may be affected by the performanoardflients and general economic conditions.

In substantially all of our client programs, we geate revenue based, in large part, on the amduim® our employees deva
to our clients’customers. Consequently, the amount of revenuergiuefrom any particular client program is depemndgon
consumers’ interest in and use of our clismitoducts and/or services, which may be advems#dgted by general econon
conditions. Our clients may not be able to marketlevelop products and services that require tbestomers to use o
services, especially as a result of the recent tlawrin the U.S. and worldwide economy. Furthermardecline in our cliersg’
business or performance, including possible clEtkruptcies, could impair their ability to pay four services. We current
provide customer care services for several pulsigshlients and while this accounts for less tha¥h ¥ our annual revenue, t
publishing business continues to experience afgignt downturn in their industry. Although we cently do not anticipat
payment issues with our major clients, our businfisancial condition, results of operations andrcélows would be adverse
affected if any such clients were unable or unngjjifor any reason, to pay for our services.

Our financial results depend on our ability to effeely manage our production capacity and our viorge.

Our profitability is influenced significantly by owability to effectively manage our production ceipaand our workforce. T
maximize profitability we need to continually inase our revenue per production seat and our cgpatlization, anc
maximize our workforce productivity. Capacity wtdition and workforce productivity may be affectddvarious times fo
numerous reasons including call volume, call afrpatterns, our ability to accurately forecast ataff to anticipated volum
and call arrival patterns, employee attrition ardsonality. We currently have significantly higlwapacity utilization durin
daytime weekday hours.

We periodically assess the long-term capacity ofomstomer care centers, both domestically andlodfe, including the abilit
to accommodate new and expanded programs ands;lemi make strategic decisions regarding the pgemri expansion ¢
customer care centers. We use a workforce admatimstrplatform which allows us to more effectivehyanage our employees’
time, quickly respond to changing client needs imiadkimize our workforce productivity. There can lmeassurance that we w
be able to achieve optimum capacity utilization ximaze theproductivity of our workforce or keep pace with theticipatec
growth in demand for our services. If we maintaile iproduction seats or fail to effectively manage workforce productivity
our business, results of operations, liquidity inafcial condition may be materially and adverssfgcted. See Iltem 1 of t+
Annual Report on Form 10-K under the caption “Operes and Capacity Utilization.”
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Our success is subject to the terms of our clientracts.

Most of our client contracts do not have minimumuwee requirements and the profitability of eachewti program ma
fluctuate, sometimes significantly, throughout was stages of a program. Certain contracts haverpeancerelated bonu
and/or penalty provisions, whereby the client may ps a bonus or we may have to issue a credithgsen our meeting, «
failing to meet, agreed-upon service levels andoperance metrics. Our objective is to sign mybkar contracts with ot
clients. However, our contracts generally enabke ¢hents to terminate the contract for convenienceeduce customi
interaction volumes. There can be no assurance dhatclients will not terminate their contracts dwef their schedule
expiration date, that the volume of services fasthprograms will not be reduced or that we wilbbée to avoid penalties
earn performance bonuses. In addition, there camlassurance that each client program will beitatae for us or that we wi
be able to terminate unprofitable client relatidpshwithout incurring significant liabilities. Thiess of one or more of o
significant clients, the substantial reduction bé tamount of services we perform for a significali¢nt, the payment ¢
penalties for failure to meet performance metrans, unprofitable client or client program or our bily to terminate ai
unprofitable client contract could have a mateaidVerse effect on our business, results of opegtiiquidity, and financie
condition. See Item 1 of this Annual Report on FA@AK under the caption “Client Relationships.”

Our success depends on our ability to sustain faiofity.

We have experienced operating losses during fouheflast five fiscal years and while we reportadome before taxes
$3.1 million for fiscal year 2008, we have not bede to deliver consistently improving financiaksults prior to this yea
Failure to realize continued improvements in keyrating and financial metrics driven by reducingtsoand achievin
efficiencies could materially adversely affect duisiness, results of operations, liquidity andricial condition.

Our business may be affected by our cash flows &penations and our ability to comply with our delotlvenants and fundir
requirements under our credit facility.

Our cash flow is significantly impacted by our caléprofitability and our ability to collect ourieints’ accounts receivable or
timely basis. To the extent that our business wislingle client or small group of clients represemtmore significant portion
our revenue, a delay in receiving payment couldenty adversely affect the availability of cashfund operations, therel
increasing our reliance on borrowings under ouranirloan agreements.

Our current loan agreement provides us with a $40llibn revolving loan facility which expires in & 2011 (Revolving Loa
Agreement). At the end of fiscal 2008, we had dr&d@nl million against this revolving loan facilitQur ability to borrow
under the Revolving Loan Agreement depends on theuat of eligible accounts receivable from our migeand there ai
limitations on the concentration of these accowvith a single client. In addition, our lenders iptaertain reserves agair
otherwise available borrowing capacity. Of our wavdn capacity of $33.9 million at the end of fis@8l08, approximatel
$22 million was available based upon borrowing bealeulations. Our current loan agreement requirego comply witt
certain financial and other covenants, includingit@tions on the amount of our capital expendituthe maintenance of
minimum fixed charge coverage ratio, and prohihits from incurring additional indebtedness, repusaig outstandin
common shares, permitting liens, acquiring, selbnglisposing of certain assets, engaging in aertsrgers and acquisitior
paying dividends or making certain restricted pagtseThese limitations may affect our liquidity alirdit our ability to make
capital expenditures. In addition, our failure tthare to the financial and other covenants could gise to a default under t
loan agreement. There can be no assurances thatllvbe able to meet the financial and other covegsan our loan agreeme
or, in the event of non-compliance, that we willdide to obtain waivers or amendments from ourdesnd

Our financial results may be affected by risks aiged with international operations and expansigm;luding foreigr
currency fluctuations.

We intend to continue to expand and pursue oppitiearfor our offshore customer care centers in the Philippinesnaag
consider other international locations. There @&main risks inherent in conducting business iragomally, including exposut
to currency fluctuations, the necessity to complghwforeign laws, unexpected changes in foreignslaamd regulation:
difficulties in staffing and managing foreign opias, foreign political instability, changes inesits’ sourcing preferences a
potentially adverse tax consequences.

In particular, we serve an increasing number of. dl@nts from our customer care centers in thdigtfines. Contracts wit
these clients are typically priced in U.S. dolladsile costs incurred in operating the centers amochinated in the Philippir
peso, which presents a foreign currency excharsjetai us, the amount of which increases as ousluoffe operations contini
to grow. We have, from time to time, taken limitadtions, such as using foreign currency forwardtremts, to attempt t
mitigate our currency exchange exposure. Howeweret can be no assurance that we will take angrectio mitigate suc
exposure in the future and if taken, that suchoastwill be successful or that future changes imesicy exchange rates will n
have a material impact on our future operatingltesliguidity and financial condition.
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In addition, we benefit from an income tax holidesya Philippine Economic Zone Authority (PEZA) sttant. We are requir
to comply with certain financial metrics to continto qualify for the income tax holiday. There @dso be no assurance that
will continue to meet the requirements necessargnijoy the continued benefits of the PEZA income haliday or that th
Philippine government will not eliminate or charthese requirements in the future. Our inabilitydalize continued benet
from this income tax holiday could have a mateaidverse effect on our results of operations, ligqyiand financial condition.

Our principal shareholder can exercise significaohtrol us.

Mr. Theodore G. Schwartz, our Chairman, and fousts and a partnership established by Mr. Schwaoliectively owr
approximately 50% of our outstanding common shakesa result, Mr. Schwartz is able to exercise ifigant influence ove
operations and significant control over the outcarhsubstantially all matters requiring action hyr shareholders. Such vot
concentration may have the effect of discouragiledpying or preventing a change in control.

In his role as Chairman, Mr. Schwartz has beenlraein an advisory and oversight capacity on ¢erdg@erational aspects
the Company, particularly with respect to senionagement recruiting and transition.

On January 29, 2009, Tresar Holdings LLC, an adtiprisvehicle formed by Mr. Schwartz, announced thhad informed ot
Board of Directors that it was proposing to acquailleof the outstanding shares of common stockhef@ompany, other th
shares held by Mr. Schwartz, and certain relatédens, for a per share purchase price of $1.6hs&hc

On March 9, 2009, we announced that the speciahutiee of our Board of Directors and Tresar Holdind.C had jointl
agreed not to further pursue Tresar Holdinggiposal to acquire the remaining outstanding shafeour common stock r
currently held by Theodore G. Schwartz, our Fouradet Chairman, and certain related holders. Trdsddtings withdrew it
proposal.

Our success depends on key personnel.

Our success depends in large part upon the abikitnel continued service of our executive officerd ather key employet
There can be no assurance that we will succeestimning to consistent and improving profitabili§ee Item 1A of this Annu
Report on Form 10-K under the caption “Our sucakgsends on our ability to sustain profitabilitythe loss of, or failure -
motivate, key officers and employees could haveaterial adverse effect on our business, resultspefations, liquidity ar
financial condition.

We operate in a highly competitive environment.

The outsourcing of customer care services is alhigbmpetitive, growing market and such competitioay intensify in th
future. Our competitors range in size from smathé offering specialized applications to large roperating in the broac
business process outsourcing market. Many of ommpetitors have greater resources and capabilhi@s e do. In additio
market factors are causing clients and prospediieats to demand more competitive pricing and aighuality service. Si
Item 1 of this Annual Report on Form 10-K under tlagtion “Competition. There can be no assurance that we can succe
compete in this environment.

Our ability to compete will depend on a number adtérs, including our ability to initiate, devel@md maintain new clie
relationships, expand existing client programsff stad equip suitable customer care facilities itingely manner, and devel
new solutions and enhance existing solutions weigeato our clients.

Our ability to develop and implement quality, cusiped products and services is highly dependenbuncomputer ar
telecommunications equipment and software capegsilitWe anticipate that it will be necessary totomre to select, invest
and develop new and enhanced technology on a tibais in the future in order to maintain our cofitpeness. Our futul
success will depend in part on our ability to cond to invest in and develop information technolsgiutions that keep pe
with evolving industry standards and changing ¢li@mands. There can be no assurance that weavdl bufficient expertis
or capital to meet this challenge or that the tetdies developed by our competitors will not render products and servic
obsolete over a period of time. See Item 1 of thimmual Report on Form 10-K under the captiohe¢hnology an
Telecommunications” and Item 7 of this Annual Reépor Form 10-K under the caption “Liquidity and @apResources—
Future Liquidity.”
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Further, we believe several other factors may &ffae demand for our services. The increased ustelephonebasec
technologies, such as interactive voice responsesys, and increased use of the internet coulccesthe demand for certain
our customer care offerings. In addition, there haypolitical concern regarding the movement ofiserjobs offshore whict
could result in potentially adverse legislationddhere can be no assurance that we will be ab#mticipate and successfu
respond to all such trends in a timely manner.

Competitive pressures and changing market conditimuld cause our services to lose market acceptaneesult in significar
price and margin erosion which could have a mdtadserse effect on our business, results of ojperatliquidity or financia
condition.

Circumstances outside our control such as typhoeaghquakes, floods and other acts of God, palitinstability, equipmer
malfunction, telephone or data service interrupsipichanges in the telecommunications market, wat t@nrorism coulc
seriously harm our domestic or off-shore business.

Our success is dependent on the continued operationr customer care centers. In the event of fi@ver loss, typhoot
earthquake, flood or other natural disaster, palitinstability, and other similar events, the @tien of one or more custom
care centers could be temporarily or permanenthrinpted. If we experience a temporary or permaimgerruption at one ¢
more of our customer care centers our businessl dmumaterially adversely affected and we may baired to pay contractu
damages to some clients or allow some clientsrtoitate or renegotiate their contracts. Our Phifippoperations are more
risk to adverse weather conditions, including tyg® We maintain property and business interruptisarance, however, su
insurance may not adequately compensate for asgdose may incur.

In addition, our business is materially dependemtelephone and data services provided by variocal land long distanc
telephone companies as well as our computer equiprtedephone systems and software. Because ofepgndence on thil
party service providers, any change to the teleconcations market that would disrupt these servimeBmit our ability to
obtain services at favorable rates could adveraffct our business, results of operations, liguidind financial conditior
Should we experience a significant increase incth& of telephone services or a temporary or peemialoss of computer «
telephone equipment, systems or services (throaghaity or operating malfunction), or should theusigy of our computer c
telephone systems be compromised or breached,usimdss, results of operations, liquidity and fitiahcondition could b
materially and adversely affected.

The risks of war and potential terrorist attacksanm operations cannot be estimated. War and tstrattacks could disruj
operations and have a material adverse effect obuminess, results of operations, liquidity amdficial condition.

Our inability to attract and retain a sufficient miber of qualified employees could negatively impactbusiness.

Our industry is very labor intensive and has expered high personnel turnover. Many of our emplsyeeeive modest hour
wages and a significant portion of our costs cardisvages to hourly workers. An increase in howvhges, costs of employ
benefits, employment taxes or recruiting and trajncosts could have a material adverse effect gnbasiness, results
operations, liquidity and financial condition.

Complex technologyased inbound customer service involves extensai@ing and requires specially trained employ:
Growth in our business will require us to recruitidrain qualified personnel at an accelerated frata time to time. A highe
turnover rate among our employees would increasereeruiting and training costs and decrease ojperafficiencies ani
productivity. There can be no assurance that weé lvél able to hire, train and retain a sufficientbda force of qualifiec
employees. See Item 1 of this Annual Report on FborK under the caption “Personnel and Training.”

Unauthorized disclosure of sensitive or confiddrdieent and customer data could expose us to padad and costly litigatior
penalties and may cause us to lose clie

We are dependent on IT networks and systems taepsptransmit and store electronic information @mndommunicate amor
our locations and with our partners and clientsufiey breaches of this infrastructure could leaghutdowns or disruptions
our systems and potential unauthorized disclostimofidential information. We are also requirediates to manage, utiliz
and store sensitive or confidential client or costo data. As a result, we are subject to numeredsrél and state laws a
regulations designed to protect this informatioee 8em 1 of this Annual Report on Form 10-K unither caption Governmen
Regulation and Industry Self-Regulatiotf’any person, including any of our employees, igggitly disregards or intentional
breaches our established controls with respectich gata or otherwise mismanages or misappropriatgsdata, we could t
subject to monetary damages, fines and/or crinpnasecution. Unauthorized disclosure of sensitiveanfidential client o
customer data, whether through system failure, ey negligence, fraud or misappropriation, cowdthdge our reputatic
and cause us to lose clients. Similarly, unautleariccess to or through our information systentkase we develop for client
whether by our employees or third parties, coulsluitein negative publicity, legal liability and dage to our reputatio
business, financial condition, results of operaiand cash flows.
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Our business and our clients’ businesses are stijdederal and state regulation and industry stards

Our business is subject to varying degrees of gowental regulation. In addition, several of theusities in which our clien
operate are similarly regulated, particularly ire ttelecommunications, healthcare, and financialises industries. Finall
certain of our activities are subject to self-regaty standards established by the industries istwbur clients operate.

Federal and state laws governing consumer priviheycollection and use of consumer data, the udelmmelosure of custom
proprietary network information, the sale of inswra products, mortgage banking activities and geations of healthcare ¢
pharmaceutical businesses, and industry standagirding the security of credit card informatiompbse regulatory al
licensing obligations on us. In addition, fedenatl state laws regulate telephone solicitationsotrtssamers. Finally, our Part
Medicare enrollment and customer care programsangect to the rules and regulations of the CefmieMedicare Service
See Item 1 of this Annual Report on Form 10-K urtiercaption “Government Regulation and Industri§-Regulation.”

There can be no assurance that we will not be sulijeagency or state proceedings alleging viotatb such laws. We al
could be subject to a variety of enforcement ovgig actions due to our failure or the failure of olients to comply with sut
regulations or industry standards.

Future laws, regulations and industry standards neayire us to modify our operations or serviceeoffgs in order {
effectively meet our clientservice requirements, and there can be no assutlaaicadditional regulations would not limit «
activities or significantly increase the costs ofmpliance.

There is increasing federal and state interedatrithér regulation of consumer privacy, informatsacturity and the regulation

the movement of service jobs off-shore, some aspeitiwhich could impose additional regulatory ptesson our clients’
businesses and, less directly, on our businesstigual regulation in these areas could reducedtreand for our services.
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Item 1B. Unresolved Staff Comments.
Not applicable
Item 2. Properties.

As of December 28, 2008, our corporate headquantesdocated in Bannockburn, lllinois in leasedlfies consisting of 9,93
square feet of office space rented under a leagesttpires in October 2011. Our main data centéydated within our 54,60
square foot facility in Cedar Rapids, lowa. We odiieis facility until October 10, 2006 at which #nthe property was sold
a sale-leaseback transaction that resulted in gaietof $0.8 million. In accordance with SFAS 128.“ Accounting for Sale
with Leaseback, the gain has been deferred and is being amartzer the terms of the individual lease-back agesgs.

We lease all of the other natient owned facilities on what we believe are coencially reasonable terms. The leases for
facilities generally have terms ranging from oneeto years and typically contain renewal optiong Mélieve that our existir
facilities are suitable and adequate for our curoperations, but additional facilities may be riegd to support our growth. W
believe that suitable additional or alternativecspwill be available as needed on commerciallyaeable terms.

As of December 28, 2008, we operated customerasarers and workstations in the following locations

Number of

Customer Care Center Locations Workstations
Tuscon, Arizon 54t
Tampa, Florida (client owne: 677
Davenport, low: 674
Cedar Rapids, low 38t
Utica, New York 32¢
Corpus Christi, Texa 31¢
Newport News, Virginia (client ownes 761
Green Bay, Wisconsi 632
LaCrosse, Wisconsi 36€

Total US 4,687
Alabang, Muntilupa City, Philippine 1,214
Alabang, Muntilupa City, Philippine 41€
Cubao, Quezon City, Philippin 1,637
Palo, Leyte, Philippines (: —

Total Philippines 3,267

Total all customer care center locatic 7,954

(1) As of December 1, 2008, we began construction arfauth customer care facility in the Philippingshis facility opene
during the first quarter of 200

Item 3. Legal Proceedings.

We are subject to lawsuits, governmental investigatand claims arising out of the normal conddaiw business. We do n
believe that the outcome of any pending claims Wile a material adverse effect on our businessiltseof operation:
liquidity or financial condition. Although we do hbelieve that any such proceeding will result imaterial adverse effect, |
assurance to that effect can be given.

On or about February 10, 2009, the Company wasedenith a purported class action complaint filedoorabout February |
2009. The complaint was filed in the Circuit Coofthe Nineteenth Judicial Circuit, Lake Countyinibis against the Compan
all of its directors and Tresar Holdings LLC (“Tee§. The complaint alleges that the directors breache fiduciary duties o
good faith, loyalty, fair dealing and due care. Eoenplaint also alleges that Tresar and Theodoi®@dBwartz aided and abett
the directors in breaching their fiduciary duti®€se action is in its very early stages and has/abbeen certified by the court
a class action. The Company believes that the cimps without merit and intends to defend thedaitvvigorously.

Item 4. Submission of Matters to a Vote of Securityolders.

Not applicable
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Executive Officers of the Registrant

Our executive officers are as follows:

Name Age Position

Michael P. Marrow 51 President and Chief Executive Offic

Arthur D. DiBari 51 Senior Vice President, Operatic

Joseph R. Doola 45 Vice President and Controll

Mark E. McDermoti 48  Vice President and Chief Information Offic

Robert B. Nachwalte 38 Senior Vice President, General Counsel and Corp@atretar
Andrew B. Szafral 42 Senior Vice President and Chief Financial Offi

Michael P. Marrow joined us in February 2008 assRlent and Chief Executive Officer. From Januar@26 February 200
Mr. Marrow was employed by Affiliate Computer Sysi® Inc. where he held a variety of positions, mesently Managin
Director of Emerging Markets.

Arthur D. DiBari joined us in March 2008 as SenWice President of Operations. From February 2004abruary 200!
Mr. DiBari was employed by Affiliate Computer Syste, Inc. where he held a variety of positions, nmeséntly Regional Vic
President for the Emerging Markets Group. From 1802004, Mr. DiBari was employed by Aegis Commuatiicns Groug
Inc. where he was the Senior Vice President of &tjmars.

Joseph R. Doolan joined us in January 2006 as Riiesident and Controller. From April 2004 to Jag006, Mr. Doolan we
employed by CNH Capital, where he held various tpss, most recently Vice President, ControlleioPto joining CNF
Capital, Mr. Doolan was Controller at GE HealthcBieancial Services from 2002-2003.

Mark E. McDermott joined us in March 1996 and isrently Vice President and Chief Information Officéir. McDermot
previously served in a number of operational affidrimation technology related positions within then@pany.

Robert B. Nachwalter, Senior Vice President, Gdn€munsel and Corporate Secretary, joined us inexdyer 2008. Fro
April 2006 to November 2008, Mr. Nachwalter senasiSenior Vice President, General Counsel and Catg&ecretary fi
Whitehall Jewelers Holdings, Inc. From May 2003Aqril 2006, Mr. Nachwalter was senior legal counséh Ryder Systen
Inc.

Andrew B. Szafran joined us in May 2008 as Senime\President and Chief Financial Officer. Fromel@2002 to June 20(
Mr. Szafran was employed by Communications SuppspCwhere he served as the Vice President and Etmancial Officer
From 1995 to 2002 Mr. Szafran was employed by Atliaxchange, Inc. and its affiliate Alliant Foodsee, Inc. where he he
a variety of financial management positions, mesently, Senior Vice President — Finance.
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PART Il

Item 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Isuer Purchases of Equit
Securities.

Our common shares are quoted on the NASDAQ Glotakbt under the symbol “APACThe following table sets forth, 1
the periods indicated, the high and low closinggsiof our common shares as reported on the NASBAQal Market durin
such periods.

High Low
Fiscal Year 2008
First Quartel $ 1.3t $ 0.6¢
Second Quarte $ 1.64 $ 0.74
Third Quartel $ 2.3¢ $ 1.1€
Fourth Quarte $ 2.17 $ 0.9¢
High Low
Fiscal Year 2007
First Quarte! $ 5.1¢ $ 3.57
Second Quarte $ 4.8 $ 2.41
Third Quartel $ 3.1t $ 2.0z
Fourth Quarte $ 2.64 $ 1.0C

As of February 27, 2009, there were approximatdly Bolders of record of our common shares. We didoay any dividenc
on common shares in fiscal years 2008 or 2007. Wfeently intend to retain future earnings to finanour growth an
development and, therefore, do not anticipate gaginy cash dividends or making purchases of anynmmmshares in tl
foreseeable future. In addition, our revolving loagreement restricts the payment of cash dividemds the repurchase
common shares. See Item 7 of this Annual Repoffam 10-K under the caption “Liquidity and CapiRésources -Bank
Financing.” Payment of any future dividends or purchases of @mymon shares will depend upon the future earnarg
capital requirements and other factors our BoarDiodctors considers appropriate. See Item 12 isfAlmnnual Report on For
10-K under the caption “Equity Compensation Plaorimation.”

Issuer Purchases of Equity Securitie

(a) Total (c)Total Number (d) Maximum Number
Number of of Shares (or (or Approximate Dollar

Shares (or (b) Average Units) Purchased Value) of Shares (or
Units) Price Paid as Part of Publicly Units) that May Yet Be

Purchased per Share Announced Plans Purchased Under the

Period (1) (or Unit) or Programs Plans or Programs
12/30/2007- 1/27/200€ — 3 = —  $ —
1/28/200&- 2/24/200¢€ 31,50¢ 1.0C — —
2/25/2008&- 4/27/2008 — — — —
4/28/200<- 5/25/2008 14,72t 1.1z — —
5/26/200&- 9/28/200¢8 — — —
9/29/2008&- 10/26/200¢ 95¢ 1.2C — —
10/27/200¢- 12/28/200¢ — — — —
Total 47,190  $ 1.04 — 3 —

(1) During fiscal year 2008, we repurchased 47,193eshaf common stock at an average price of $1.04&lpare related
employee withholding tax upon the full vesting afeyiously issued nomested shares. Of this amount, 959 st
remained in treasury at December 28, 2008. We diidepurchase any common shares during 2
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The following graph sets forth a comparison of thuenulative total shareholder return on our commioares for the peric
beginning December 26, 2003, and ending Decemhe2@®, as compared with the cumulative total retfrthe S&P 50
Index and a Peer Group Index. The Peer Group dsrifisConvergys Corp., ICT Group, Inc., Starteig.] Sykes Enterprise
Inc., and Teletech Holdings, Inc. The total shalédroreturn for each company in the Peer Groupbless weighted accordi
to the company stock market capitalization. This graph assumaswestment of $100 in each of our common shadhesS&F
500 Index and the Peer Group Index on DecembeR@63, including reinvestment of dividends, if affyhe stock pric
performance shown on the graph below is not nedgssalicative of future stock price performance.

l'.‘.umparisnn of 5 Year Cumulative Total Return
Amang APAC Customer Services, Inc., The S&P 500 Index
and a Self-Determined Pear Group

$200

s17s

® 122872003 1273172004 1230200% 122972008 1202882007 122650008
APAC Customer Services, inc, 100 .00 B7.18 TO 85 144 75 45 58 39 38
S&P 500 Stock Index 100.00 110.58 1139 12042 134.91 T84
Self-Determined Peer Group 100,00 8453 56,54 149,70 115,18 o 82
—4— APAC Customer Serveces, Ing. — = S&P 500 Sleck Index Sell-Delermned Peer Group |

21




Table of Contents

Item 6. Selected Financial Data.

The following unaudited selected financial datadtide read in conjunction with Item 7 of this AmhiReport on Form 18-
and the Consolidated Financial Statements andethted notes appearing in Item 8 of this Annualdtepn Form 10-K.

For the Fiscal Years Ended(1
December 2¢ December 3C December 31 January 1, January 2,
2008 2007 2006 2006 2005
(Dollars in thousands, except share data, statisatdata and notes)

Operating Data

Net revenue $ 248,79¢ % 22468. $ 224,297 $ 239,84! $ 273,23

Cost of services(t 207,95: 203,88 197,88: 218,12: 240,88:
Gross profit 40,84t 20,80: 26,41¢ 21,72« 32,357

Selling, general and administrati

expenses(5)(€ 30,14¢ 28,36: 31,27¢ 33,37: 38,61

Restructuring and other charges 3,63¢ 1,63 2,38¢ 8,21¢ 1,87:

Asset impairment charges( — — 10,88¢ 2,23¢
Total operating expens 33,78 29,99/ 33,66: 52,47¢ 42,72(
Operating income (los 7,062 (9,197 (7,247) (30,750 (10,36%)

Other income (347) (249 (107 (600) (367)

Interest expense, n 4,35¢ 3,531 2,013 1,40¢ 62C

Income tax provision (benefit) (: 33 (17,56%) 21,38( (9,160 (4,129
Net income (loss $ 3,01¢ $ 508¢ $ (30,539 $ (22,399 $ (6,499
Net income (loss) per shal

Basic $ 0.06 $ 0.1C $ 062 $ 0.45 $ (0.13)

Diluted $ 0.0e $ 01C $ (062 ¢ 0.4 % (0.19)
Weighted average shares outstand

Basic 50,42« 49,80( 49,45¢ 49,45¢ 49,45

Diluted 50,47 52,01¢ 49,45¢ 49,45t 49,45
Balance Sheet Dat

Cash and cash equivalel $ 61 % 1,42¢ 3 1,308 % 9%C % 271

Working capital (deficit)(7 (1,549 64t (16,679 (7,685 8,511

Capital expenditures, n 5,81( 12,827 10,71 8,69¢ 11,20¢

Total asset 76,56¢ 89,92¢ 92,05¢ 110,35: 119,53:

Shor-term debr 6,10( 14,707 14,37¢ 11,97: SHiLE

Long-term debt, less current

maturities — 11,60( 4,40( — —
Shareholder equity 35,42( 33,38: 23,30¢ 51,87« 74,16

See accompanying Notes to Selected Financial Data.

22




Table of Contents

Notes to Selected Financial Da

1)

We operate on a 52/%&ek fiscal year that ends on the Sunday closeBettember 31. All fiscal years presented \
52 weeks, except for fiscal year 2004 which endedanuary 2, 2005. Fiscal year 2004 was 53 wedis.effect of th
additional week in fiscal year 2004 was to incre@senues and gross profit by $4.1 million and 883, respectively ai
to increase operating loss by $336,(C

The fiscal years presented are as follc

Fiscal Year Fiscal Year End
2004 January 2, 20(
2005 January 1, 20(
2006 December 31, 20(
2007 December 30, 20(
2008 December 28, 20(
(2) We recorded restructuring charges in eadhefiscal years presented in the “Selected Firshizata”table noted abov

(3)

(4)

()

(6)

(7)

For fiscal years 2008, 2007 and 2006, see NotetleoNotes to Consolidated Financial Statemenlieimn 8 of this Annus
Report on Form 1@ for more information. We recorded $8.2 millionreftructuring and other charges in fiscal year5
which included $7.7 million of restructuring chasgend $0.5 million of other charges. The restructucharges consist
of $4.9 million and $0.5 million, respectively, ftire writeoff of property and lease termination and othetsassociate
with the reduction of our corporate office spaceDieerfield, Illinois and the closure of seven aiddial customer ca
centers and $2.3 million in severance costs reltetle elimination of administrative and suppassipions. Restructurir
charges totaled $2.0 million in fiscal year 2004rtglly offset by the reversal of $0.2 million prior year charges n
utilized. The 2004 restructuring charges consistéd$l.5 million in severance costs related to thienieation of
administrative and support positions and $0.5 oiillfor the writeeff of property and lease termination and otherts
associated with the closure of three customer cameers

We recorded $10.9 million of asset impairmehtirges in fiscal year 2005, including a wdwn of goodwill o
$10.5 million. We recorded $2.2 million of assetpairment charges during fiscal year 2004 relatmghe writeoff of
unutilized software and telecommunications equipr

In 2007, we reversed a $17.6 million tax reservd srlated accrued interest, in connection with liternal Revent
Services'proposed adjustment to our 2002 tax return, whiets favorably resolved in 2007. We provided a vébm
allowance of $27.3 million against deferred taxetsss of December 31, 2006. See Note 8 of thesNot€onsolidate
Financial Statements in Item 8 of this Annual RéporForm 1-K for more information

Effective January 2, 2006, we adopted FASBe®hent No. 123(R) “Share-Based Paymerige Note 3 of the Notes
Consolidated Financial Statements in Item 8 of #nsual Report on Form 10-K for more informatiorotdl stockbase:
compensation expense which is included in sellgeneral and administrative expenses was $1.3 miftio fiscal yes
ended December 28, 2008 and $1.5 million for thedfi years ended December 30, 2007 and Decemb20@4.,

We reclassified the following prior year expensedated to workforce management from selling, gdnena
administrative expenses to cost of services to mpmopriately reflect the nature of these exper2@86 $0.8 millior
2005 $1.0 million and 2004 $1.1 millio

We reclassified deferred rent of $3.1 million frazorrent accrued liabilities to other liabilitiesrfthe period ende
December 30, 200°
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Item 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.

Our managemerg’discussion and analysis of financial conditiod ezsults of operations should be read in conjonatiith the
audited Consolidated Financial Statements and aganying notes which appear in Item 8 of this Ann&aport ol
Form 10-K. Our management’s discussion and analysigains certain “forward-looking statements.” Adirward{ooking
statements are inherently uncertain as they amdbas various expectations and assumptions abturefavents and are subj
to known and unknown risks and uncertainties, ghdrdactors that may cause our actual result$opeance, or achieveme
to be materially different from those expressednoplied by the forwardeoking statements. For an explanation of ce
factors that could prevent us from achieving ouslg@nd cause future results to differ materiaiynf historic results or tho
expressed or implied by our forward-looking statateesee Item 1A of this Annual Report on Form 10-K.

Overview

We are a leading provider of customer care servamab solutions to market leaders in the healthcansjness service
communications, publishing, travel and entertaininand financial services industries. As of Decenft& 2008, we operat
thirteen customer care centers: seven domesticdomtestic clienbwned facilities and four international centersaled in th
Philippines. The construction of our newest ceirtdreyte Province, Philippines was the only chatagythe number or locatio
of our facilities in 2008. As of December 28, 20081 domestic operations consisted of approximatelp0 workstations a
our off-shore operations consisted of approximately 3,3@0kstations. This compares to approximately 4,60nekstis
workstations and approximately 3,000 off-shore wtakions as of December 30, 2007.

The period from 1995 through 2005 was one of comtiriransition as we experienced rapid growth dutime telemarketir
industry boom, followed by a decline in businessuléng from a reduction in volume from several kaients, competitiv
pressures and regulatory factors affecting the auni customer acquisition business. In July 2008, initiated a strateg
realignment to exit our outbound customer acquisitusiness, focus our resources on inbound ai@ationships in a numk
of key industries and reposition ourselves for lbegn growth and profitability. During 2005, we eedt virtually all of ou
outbound customer acquisition business which reptesl approximately $40 million in annualized revenFrom January 20
through December 2007, our realignment of the assirresulted in the closure of 16 domestic custaraes centers, tl
relocation of our Corpus Christi, Texas customee agenter to a smaller facility and the downsizaigour Tucson, Arizor
facility. During this same period, we invested hawn the growth of our offshore capacity in the Philippines and increase
off-shore revenue, opening our second customer caterdanthe Philippines in the second half of 200& completed tt
construction of our third customer care centerhia Philippines in the first quarter of 2007. In M2307, we added over €
seats domestically when we began managing a séaottity in our business services vertical.

Increased client demand has resulted in the caediraxpansion of capacity of our domestic custoraee centers located
Cedar Rapids and Davenport, lowa and Tucson, Asizorthe third fiscal quarter of 2008. Additionally the fourth quarter
2008, we began the build-out of our fourth off-shoustomer care center in the Philippines.

In February 2008, Michael P. Marrow was appointedreew President and CEO. Since joining us, Mr.ieharhas assemblec
team of talented mid- and senierel managers, many of whom have deep experiancanining successful outsourced
center operations, as well as serlewel managers with significant turnaround experéenThe entire organization, un
Mr. Marrow’s leadership, has transformed our Company into wieabelieve to be a more efficient and productiperation
which has returned us to a profitable operating ehoDuring 2008, we restructured operations reasglin the reduction
overhead costs and headcount, refinanced our dethttook steps to improve our operating efficieaci&e continue to see
immediate impact from these and other cost savimgatives resulting in fourth quarter net incomie$5.1 million; our secor
consecutive quarter of profit, resulting in us lgeprofitable on a full year basis for fiscal ye®08. Additionally, our gros
profit margins have increased to 16.4% for the ysrated December 28, 2008, from 9.3% in the compauaior year periot
Our focus on improving our financial performance héso resulted in improved cash flow and loweelswf debt.
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In June 2008, our Cedar Rapids, lowa facility waspacted by unprecedented flooding in the area. YWmadiatel
implemented our business continuity plans, resgilimminimal disruption to most of our affectedetits and employees. \
incurred operating expenses and acquired repladerassets necessary to continue operations totaipgroximatel
$0.9 million, all of which have been fully offsey nsurance recoveries. In addition, $0.1 millidnrsurance recoveries we
related to credits issued to clients affected lydisruption.

Business Outloo}

For 2009, we believe that we are better positidnagalize the londgerm potential of our business and will continuéngrove
our financial performance. We will continue to fsaan providing customized, high quality customeecervices and solutic
to market leaders in industries that place sigaiftovalue on longerm customer relationships. Our high level grosttiategy i
to continually provide the highest level of qualggrvices to our clients. We will strive to operate efficiently as possib
optimizing our capacity and maximizing our utilizat, in order to achieve our target markets. Weeekpo achieve growth bc
with existing and new clients. We intend to expand service offerings globally. We will add new tens on the basis of clie
needs. Through growth, we seek to diversify owertlbase and reduce client concentration. We atstage our business wit
goal of leveraging our expense base and increasisig flow.
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Results of Operation

The following table sets forth selected informatimmout our results of operations for fiscal yeardeel December 28, 20!
December 30, 2007 and December 31, 2006 (fiscaby&208, 2007, and 2006, respectively). Certairt@del components
cost of services have been included as we bellyednhance an understanding of our results ofatipes.

For the Fiscal Year Ended (1
December 26 December 3C December 31 2008 vs 200° 2007 vs 200¢
2008 2007 2006 % Fav (Unfav) % Fav (Unfav)
(Dollars in thousands, except statistical data andotes)

Net revenue $ 248,79¢ $ 224,68 $ 224,29 10.7% 0.2%
Cost of Services
Direct labor 143,50( 134,13 129,83 (7.0 3.3
Other facility expense 64,45: 69,74 68,04 7.€ (2.5)
Total cost of service 207,95: 203,88 197,88: (2.0 (3.0
Percentage of reveni 83.% 90.7% 88.2% * *
Gross profit 40,84¢ 20,80: 26,41¢ 96.2 (21.2)
Gross profit margit 16.4% 9.2% 11.8% * *

Operating Expense
Selling, general & administrati

expense: 30,14¢ 28,36: 31,27¢ (6.3 K
Restructuring and other charc 3,63¢ 1,632 2,38¢ (122.9) 31.k
Total operating expens 33,78: 29,99« 33,66 (12.6) 10.€

Operating income (los! 7,06: (9,197) (7,247%) 176.¢ (26.¢)
Other income (347) (249) (107) 39.4 146.5
Interest expense, n 4,35¢ 3,53i 2,01z (23.2) (75.9)
Income (loss) before income tax 3,05z (12,479 (9,159 124t (36.2)
Provision (benefit) for income tax 33 (17,569 21,38( * *
Net income (loss $ 3,01¢ $ 508¢ $ (30,539 40.7% 116.7%

(1) We operate on a 52/%&ek fiscal year that ends on the Sunday closeBettember 31. All fiscal years presented \
52 weeks

*  Means that the percentage change is not meanit
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Non-GAAP Financial Measures

To supplement our Consolidated Financial Statemer@sented in accordance with GAAP, we use EBITRAich is define
as a non-GAAP financial measure. The presentatiathis nonGAAP financial measure is not intended to be cawgd i
isolation or as a substitute for the financial mfiation presented in accordance with GAAP. The stexcluded from this non-
GAAP financial measure are significant componertour financial statements and must be consideregharforming
comprehensive analysis of our overall financiallss

We believe this noGAAP financial measure provides meaningful suppletalenformation and is useful in understanding
results of operations and analyzing trends becd#us&cludes certain charges such as interest, taresdepreciation a
amortization expenses that are not part of oumargi business operations.

EBITDA is a measure used by our lenders, invesdo analysts to evaluate our financial performaarte our ability to pe
interest and repay debt. This measure is alsoatisle of our ability to fund the capital investmgmecessary for our contint
growth. We use this measure, together with our GAiABncial metrics, to assess our financial perfamoe, allocate resourc
measure our performance against debt covenanisindae management bonuses and evaluate our oypeogliess towart
meeting our long-term financial objectives.

We believe that this noBAAP financial measure is useful to investors andlysts in allowing for greater transparency
respect to the supplemental information used binusur financial and operational decision making.alddition, we beliex
investors, analysts and lenders benefit from rigfgrio this nonGAAP financial measure when assessing our perfoceman
expectations of our future performance. Howeves ihformation should not be used as a substitoteofir GAAP financie
information; rather it should be used in conjunetwith financial statement information containedur Consolidated Financ
Statements presented in accordance with GAAP.

We use consistent methods for computation of noBAfinancial measures. Our calculations of &AAP financial measur
may not be consistent with calculations of simiteasures used by other companies. The accompamyieg have more detz
on the GAAP financial measure that is most direatymparable to our noBAAP financial measure and the rele
reconciliation between these financial measures.

For the Fiscal Year Ended (1
December 26 December 3C December 31 2008 vs 200 2007 vs 200

2008 2007 2006 Fav (Unfav) Fav (Unfav)
(Dollars in thousands, except statistical data andotes)

EBITDA (2) $ 19,477 $ 517C $ 5,32( 276.% (2.8%
Statistical Information
Number of customer care cent:

Domestic 9 9 8 — 1

Off-shore 4 3 3 1 —
Total 13 12 11 1 1
Number of workstations, end

period

Domestic 4,687 4,597 4,73(C a0 (139

Off-shore 3,261 2,944 2,09¢ 322 84¢€
Total 7,954 7,541 6,82¢ 412 715

See accompanying Notes to Non-GAAP Financial Messur
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Notes to No-GAAP Financial Measures.

(1) We operate on a 52/%&ek fiscal year that ends on the Sunday closeBettember 31. All fiscal years presented \
52 weeks

(2) We define EBITDA as net income (loss) plus the miown (benefit) for income taxes, depreciation amnabrtization, an
interest expensi

EBITDA is a measure used by our lenders, investors analysts to evaluate our financial performaat our ability t
pay interest and repay debt. This measure is afioative of our ability to fund the capital invesints necessary for ¢
continued growth. We use this measure, togethdr wir GAAP financial metrics, to assess our finahpierformanct
allocate resources, measure our performance agaéidtcovenants, determine management bonusesvafhdie ou
overall progress towards meeting our I-term financial objective:

EBITDA is not intended to be considered in isolatior used as a substitute for net income (losgash flow fron
operations data presented in accordance with GAA&s @ measure of liquidity. The items excludednfl@BITDA are
significant components of our statements of openatiand must be considered in performing a compsdhe assessme
of our overall financial result:

EBITDA can be reconciled to net income (loss), whige believe to be the most directly comparablarfaial measu
calculated and presented in accordance with GAARQlbws:

For the Fiscal Year Ended
December 26 December 3C December 31

2008 2007 2006
(Dollars in thousands)
Net income (loss $ 3,01¢ $ 508¢ $ (30,539
Interest expens 4,35¢ 3,531 2,01z
Income tax provision (benefi 33 (17,569 21,38(
Depreciation and amortizatic 12,06 14,11 12,46¢
EBITDA $ 19,47. $ 517C $ 5,32(
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Fiscal Year 2008 Results of Operations Comparedriecal Year 2007 Results of Operations

Net revenue increased 10.7% to $248.8 million gcdl year 2008, as compared to $224.7 million scdi year 2007. Tl
increase in revenue of $24.1 million is primarilsiven by growth with existing and new clients of6$a million driven b
increased volume across the healthcare, businegsese communications, publishing, and travel antertainment vertica
This was partially offset by the decline in reveritmn exited businesses consisting of $7.5 milfimm the seasonal Medici
Part D program, $6.4 million from marketing driveampaign business in the financial services vdyt&#&1 million from thi
exit of a retail client, $1.7 million from the exuf a client in the travel and entertainment vaiti@and $2.6 million of oth
business. Our revenue was also impacted, on n&0 Bymillion due to the migration of certain domebusiness offshore.

Cost of services increased $4.1 million, or 2.086$208.0 million in fiscal year 2008, from $203.8lion in fiscal year 2007
Direct labor increased $9.4 million, or 7.0%, priiyadriven by higher volume ofshore and in the domestic business ser
vertical, coupled with higher wages rates, paitialffset by lower direct wages driven by volumeoither domestic servic
verticals. Facility and other costs declined by3%&illion, or 7.6%, primarily due to lower domestarility and other costs
$6.4 million, partially offset by higher offhore facility and other costs of $1.1 million. Ttiecline in domestic facility al
other costs was driven by lower facility costs &.@million, primarily from the relocation of ouro@us Christi, Texe
customer care center and the downsizing of our dncArizona customer care center in 2007. Othereahtim customer ca
center operating expenses declined by $3.8 milliera result of cost savings initiatives. The inseei offshore facility an
other costs was driven by the expansion of thel thhilippine customer care center. Cost of servicea percentage of reve
declined to 83.6% for fiscal year 2008 from 90.®fiscal year 2007 driven by cost savings initiasi.

Gross profit increased $20.0 million, or 96.3%$#®.8 million for fiscal year 2008, as compare&20.8 million for fiscal ye:
2007, primarily due to an increase in sffere volume, increased gross profit from domestlome in our business servii
vertical, and lower domestic cost of services tasgiifrom our cost savings initiatives. Gross profiargin increased to 16.¢
for fiscal year 2008 from 9.3% for fiscal year 2Gflfe to cost savings initiatives and lower domdsiidity costs.

Selling, general and administrative expenses wafel$million, an increase of $1.8 million from $28nillion for fiscal yea
2007. The increase is primarily due to a $2.6 oillincrease in compensation and benefits for imeerdompensation a
charges for doubtful accounts of $1.5 million assed with clients primarily in the retail and pighling verticals, partial
offset by lower salaries and wages expenses ofillibn and $1.2 million of other cost savings aipied through continuit
efforts to maintain expense control.

Restructuring and other charges were $3.6 milliorfiscal 2008, as compared to $1.6 million in fis2@07. We recorde
$3.5 million of severance charges in fiscal 200&tegl to changes in our executive team and opatiand administratiy
positions. In January 2008, Robert Keller, our ferrAresident and CEO, announced his intentiontie@ rédditionally, sever:
changes in the executive team took place througtiaufiscal year. We also effectively restructuogerations resulting in t
elimination of approximately 130 operational andnaustrative positions throughout the Company i©0We recorded le
than $0.1 million of restructuring charges in fis2808, primarily related to changes in the May 2@@wnsizing of our Tucsc
Arizona customer care center as a result of dalaybletting space in the center. See Note 7 ®fNbtes to Consolidat
Financial Statements in Item 8 of this Annual R¢porForm 10-K for more information.

During 2007, we restructured certain operationsctvinesulted in the downsizing of space in our Tacgaizona customer ce
center and the elimination of certain administratnd operations positions. Restructuring and atharges related to this p
were $1.4 million and included $0.6 million in lea®rmination and other costs and $0.8 millionemesance costs related to
elimination of six positions. During 2007, we aleversed $0.1 million in lease termination and pttests associated with 1
2006 restructuring initiatives as operating expengere lower than originally estimated and recorfied million in charge
related to our July 2005 restructuring as a resfuttur conclusion that we will be unable to sulbhe remaining unused spaci
our corporate office in Deerfield, lllinois. See td& of the Notes to Consolidated Financial Statemim Item 8 of this Annu
Report on Form 10-K for more information.

Operating income was $7.1 million for fiscal yed08, an increase of $16.3 million, or 176.8%, ampared to a loss
$9.2 million for fiscal year 2007. The increase was result of a $20.0 million increase in grossfipr partially offset by
$2.0 million increase in restructuring and othearges and $1.8 million increase in selling, genenadl administrative expen:
as noted above.

Net interest expense was $4.4 million for fiscahry2008, an increase of $0.8 million, or 23.2%caspared to net intere
expense of $3.5 million for fiscal year 2007. Timerease is driven by the acceleration of deferiednting charges a
prepayment fees of $1.8 million due to the earlyagement in May 2008 of our loan facilities with Lal® and Atalaya, at
$0.3 million from the change in value of the instreate swap, partially offset by lower interespexse driven by a decreas
the borrowing rate and lower average debt levels.
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EBITDA was $19.5 million, for fiscal year 2008, arcrease of $14.3 million, or 276.7%, as compaceis.2 million for fisce
year 2007. The increase was primarily due to anGtd#llion increase in gross profit, excluding degiation and amortizatis
expense of $2.0 million, partially offset by a $2adlion increase in restructuring and other chargad $1.8 million increase
selling, general, and administrative expenses dasdnabove. More information about this nG#&AP financial measur
including the definition of EBITDA and a reconctiiian of this measure to the most directly compadinancial measu
calculated and presented in accordance with GAAR, lie found in Iltem 7 of this Annual Report on FatK under th
caption “Non-GAAP Financial Measures.”

The tax provision associated with the income befomme taxes of $1.2 million for fiscal year 200&s offset with
corresponding utilization of net operating lossgfarwards. The effective income tax rate for fisgaar 2008 was 1.1% due
the net operating loss carryforwards.

Net income for fiscal year 2008 was $3.0 million,$45.5 million increase from the 2007 net incomgcleding the
$17.6 million tax benefit recognized in 2007 rethte resolution of the ITI matter. For more infotina on the recording of tl
tax benefit, see Note 8 of the Notes to Consoli&ieancial Statements in Item 8 of this Annual &&pn Form 1K for more
information.

Fiscal Year 2007 Results of Operations Comparedriscal Year 2006 Results of Operations

Net revenue was $224.7 in fiscal year 2007, as emetpto $224.3 million in fiscal year 2006. Exchuglirevenue from tt
exited outbound customer acquisition business o #0llion from 2006 results, net revenue increa$&d million in fisce
year 2007. Otshore revenue increased $15.6 million, or 55.5%mnamily driven by increased volume in our healtlecan:
publishing verticals of $11.3 million and $3.9 nuh, respectively. Domestic revenue decreased $hilidn, or 7.3%, as
result of a $13.1 million decline in volume in tMedicare Part D business, the exit from a largect@hmunications clie
during fiscal 2006 ($8.7 million) and a $9.1 millieeduction in revenue from our financial servigestical, partially offset b
increased volume from the second UPS facility &.8Imillion. The decline in the Medicare Part D iness was primarily di
to the longer first-year enrollment period in 2006.

Cost of services increased $6.0 million, or 3.086$203.9 million in fiscal year 2007, from $197.48lion in fiscal year 200¢
The increase is driven by higher affiore cost of services of $18.7 million, partiatiffset by a $12.7 million reduction
domestic cost of services. The increasesbffre was driven by higher direct wages of $9.4ignilprimarily due to increas:
volume and increased wage rates, a $7.3 milliorease in facility costs resulting primarily frometbpening of two addition
Philippine customer care centers in 2006 and 286d,$2.0 million of other expenses associated thighramp up of new off-
shore business. The domestic decrease is pringudyto reductions in domestic direct wages of $fillion driven by lowe
volume and a $6.3 million reduction in domesticilfacexpenses resulting from the closure of fowmkstic customer ce
centers in 2006, and the relocation of our Corplisst, Texas customer care center and the dowrgsiai our Tucson, Arizor
customer care center in 2007. These domestic edstctions were partially offset by increased dirgages due to the additi
of our second UPS facility. As a percentage of neree cost of services increased from 88.2% in figear 2006 to 90.7%
fiscal year 2007, driven primarily by increasecdedirwage rates, unpaid training costs and increfasdity expenses off-shore.

Gross profit decreased $5.6 million to $20.8 millio fiscal year 2007, as compared to $26.4 milirofiscal year 2006. Tt
incremental gross profit from the second UPS figcilvas more than offset by the decline in siffere gross profit resulti
primarily from the increased offhore direct wages and facility expenses and tloéingein domestic gross profit driven
lower volume. Gross profit margin decreased to 9i8%tscal year 2007 from 11.8% in fiscal year 20pfimarily due to lowe
gross profit margin from our offhore operations driven largely by additional facitosts resulting from the addition of
second and third facility in the Philippines, adlvas increased oféhore wage rates and unpaid training costs, whiote rihal
offset increased domestic gross profit margin tesyfrom lower facility expenses.

Selling, general and administrative expenses dsete$2.9 million, or 9.3%, to $28.4 million in faedcyear 2007, as compa
to $31.3 million in fiscal year 2006. The decreessulted primarily from a $2.0 million reduction @G@mpensation and bene
which included the elimination of certain admingsive and operations positions as part of 2007#uestring initiatives an
decreased incentive compensation, and a $0.9 midlézrease obtained through continuing effortsamtain expense control.
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Restructuring and other charges were $1.6 milliofiscal 2007, as compared to $2.4 million in fis2806. During 2007, w
restructured certain operations which resultechan downsizing of space in our Tucson, Arizona qustocare center and |
elimination of certain administrative and operasigrositions. Restructuring and other charges mkladethis plan were $1
million and included $0.6 million in lease termiiwat and other costs and $0.8 million in severanestscrelated to ti
elimination of six positions. During 2007, we algversed $0.1 million in lease termination and ptlests associated with 1
2006 restructuring initiatives as operating expsnsere lower than originally estimated and recorfié million in charge
related to our July 2005 restructuring as a resfuttur conclusion that we will be unable to sulbhet remaining unused spaci
our corporate office in Deerfield, lllinois. See td& of the Notes to Consolidated Financial Statémim Item 8 of this Annu
Report on Form 10-K for more information.

During 2006, we closed four customer care centdtl approximately 960 workstations. Restructuringd aother chargs
associated with these closures were $1.8 millionprised of lease termination and other costs d #$dllion, the write dow
of property and equipment of $0.5 million net aduetions from the proceeds from the sale of relatsts, and severance c
of $0.5 million related to the elimination of 11@rministrative and support positions. We also reedrddditional charges
$0.9 million related to our July 2005 restructuremgya result of delays in subletting space in ouparate office, which charg
were partially offset by a reversal of $0.3 milliohprior year charges not utilized.

Operating loss was $9.2 million in fiscal year 206€@mpared to an operating loss of $7.2 milliofisoal year 2006. The 26.¢
increase is due to the decline in gross profitfiglly offset by lower selling, general and admirasive expenses and redu
restructuring charges, as noted above.

EBITDA decreased slightly to $5.2 million in fisogar 2007, compared to $5.3 million in fiscal y2@06, primarily as a res
of the lower gross profit contribution from off-gleooperations. More information about this NBAAP financial measur
including the definition of EBITDA and a reconctiiian of this measure to the most directly compadiniancial measu
calculated and presented in accordance with GAAR, ke found in Iltem 7 of this Annual Report on FatK under thi
caption “Non-GAAP Financial Measures.”

Net interest expense increased $1.5 million, frah©$nillion in fiscal year 2006 to $3.5 million fiscal year 2007, primari
due to an increase in borrowing to fund $8.3 milli@r construction and buildut of our third customer care center in
Philippines.

In October 2003, we received an $11.6 million ctshrefund associated with the writéf-for tax purposes in 2002 of ¢
remaining investment in ITI Holdings, Inc. (IT)h& Internal Revenue Service (IRS) audited our 28@2eturn and propos
an adjustment that would have disallowed this deédncWe believed that we had sufficient supporttfe deduction and file
an appeal contesting the proposal adjustment. Oetivar, 2007, we received written notification froine Appeals Officer th
the IRS had reviewed the technical merits of owitm and was proposing to allow the deductioitsrentirety. Therefore, v
reversed the reserve of $17.6 million, includintated accrued interest, in connection with thisiégsas of April 1, 2007. C
August 30, 2007, we received a closing letter ftbmIRS notifying us of the favorable conclusiortled IRS audit. See Note
of the Notes to Consolidated Financial Statemantgeim 8 of this Annual Report on Form 10-K for manformation.

In 2006, we recorded a valuation allowance of $28illon against the carrying value of our defertad assets. The valuat
allowance reported at December 31, 2006 was subs#yuncreased by $2.1 million from the amountviwesly reported du
to a corresponding increase in the total defereedassets at that date. There was no impact omleafetred tax assets
December 31, 2006 as a result of the adjustmenthenprior year gross deferred tax assets. The tratuallowance we
necessitated due to cumulative historic lossesrgéstk by us over the preceding 12 quarters, priynas the result of loss
incurred in connection with the exited outboundteosr acquisition business. Forecasted taxablemmpcbased solely
contracts in place at December 31, 2006 and owstirgicost structure did not exceed the amountgsacg to fully realize tt
net deferred tax asset within three years or [2es.to the uncertainty in our ability to realizedoasted earnings, the valua
allowance was established as of December 31, 2006. effective income tax rate in fiscal year 2086nbt meaningfi
compared to fiscal 2007 due to the valuation allowearecorded.

Due to our three year cumulative loss position, tthebenefit associated with the loss before incdaxes incurred for fisc
year 2007 of $4.8 million and the related defertaed asset were offset with a corresponding valnatibowance. For mo
information on the recording of the valuation allowee, see Note 7 of the Notes to Consolidated Eiab8tatements in Iterr
of this Annual Report on Form 1K-for more information. This resulted in a zeroeetive income tax rate for the fiscal y
2007, excluding the impact of the reversal of #&erve for ITI.

Net income for fiscal year 2007 was $5.1 millioardely as a result of the previously mentioned &i7illion tax benef

recorded as of April 1, 2007. This compares to tloss of $30.5 million in fiscal year 2006, whiafcluded the norcast
valuation allowance related to the company’s defétax assets, as noted above.
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Critical Accounting Policies and Estimates

The preparation of financial statements in confeymiith generally accepted accounting principleshia United States requir
us to make estimates and judgments that affecai@unts reported in the consolidated financiakstants and accompanyi
notes. Certain of our accounting policies are aergd critical, due to the level of subjectivitydajudgment necessary
applying these policies and because the impachedet estimates and assumptions on our financialitcam and operatin
performance may be material. Based on the foregaueghave identified the following accounting p@i and estimates th
we believe are most critical in the preparatioroof Consolidated Financial Statements: accountimngiérivatives, allowanc
for doubtful accounts, accounting for employee figs)@evenue recognition, intangible assets, vestiring charges, accountil
for stockbased compensation and income taxes. We have ustbddologies that are consistent from year to yreall material
respects, except where we have adopted FASB letatjpn 48, “Accounting for Uncertainty in Income Taxes:
interpretation of FASB Statement No. LO9FIN 48) issued on July 13, 2006 and effective fscdl years beginning aft
December 15, 2006, as described in Note 8 of thes\to Consolidated Financial Statements in IteshtBis Annual Report o
Form 10-K.

Accounting for derivative

We account for our derivative instruments pursuanBFAS No. 133, ‘Accounting for Derivative Instruments and Hedg
Activities”: as amended by SFAS No. 138Atcounting for Certain Derivative Instruments andrfain Hedging Activities

and SFAS No. 149, Amendment of Statement 133 on Derivative Instrusnant Hedging Activities” We use forwar
contracts to mitigate foreign currency risk andirgerest rate swap to mitigate interest rate 1@ur derivatives are designat
as cash flow hedges to the extent that the instntsrgualify for accounting as a hedging instrunsnd therefore, the effecti
portion of gains and losses that result from changéair value of the derivative instruments agearded in accumulated otf
comprehensive income until the hedged transactffecta income, at which time gains and/or losses raalized. If the
instrument does not qualify for accounting as ageedhe change in the value of the instrument duttire reporting period

recorded immediately to earnings. Unrealized gaial anrealized loss in value of outstanding forwawhtracts wa
$0.3 million and $0.7 million, respectively, andsuacorded in other assets and other liabilitiesfd3ecember 28, 2008. Tl
interest rate swap does not meet the criteria tacheunted for as a hedge and therefore, the ireddbss of $0.3 million as «
December 28, 2008 was recognized as a componarteodst expense in our Statement of Operations.

Changes in the currency exchange rate subsequ@&edember 28, 2008 will have the impact of incnegor decreasing tt
forward contract settlement, which is recorded quidally through earnings. A decrease in the Ud@ladto Philippine pes
exchange rate would have the effect of reducingiegs and conversely, an increase in the currercliange rate would ha
the effect of increasing earnings. Changes in tiBOR interest rate subsequent to December 28, 2008&ave the impact o
increasing or decreasing the interest rate swafeseint, which is recorded periodically throughréags. A decrease in tt
LIBOR rate would have the effect of reducing eagsimnd conversely, an increase in the LIBOR rataldvbave the effect ¢
increasing earnings.

Allowance for doubtful accoun

We recorded an allowance for doubtful accounts h#t $nillion as of December 28, 2008 based on osessnent of th
probable estimated losses in trade accounts rddeivdhis estimate is based on specific allowarfoescertain identifiec
receivables with balances outstanding generallgtgrehan 90 days. An additional allowance forneated losses on all oth
receivables is based on their age and our colledtistory. The collection history is determined dzh®n a range of the avere
losses incurred in our receivables portfolio over prior three years. If the financial conditionaofe or more of our custome
were to deteriorate significantly, resulting inedduced ability to make payments, or our collectistory were to materiall
deteriorate, additional allowances would be reglisbich would have the effect of reducing earnings.

Accounting for employee benet

We recorded a liability for group health claims&#.3 million as of December 28, 2008 and workemshpensation claims 1
$1.5 million as of December 28, 2008 based on imate of claims incurred, but not reported, ashaslknown claims at tt
end of a period. The estimate for group healtmtdais a factor of the number of participants inredical plan at an estimat
average claim per participant. The estimated clpém participant is determined with reference to awerage medical cos
incurred per participant over the prior five yearsl other relevant factors. Should actual clainssirired exceed our estimat
we would record an additional liability which retuin a charge to earnings. The estimate for werkempensation claims
derived from an analysis performed by actuariesise who have expertise in this area. The resenmsed upon outstandi
claims from the current and prior years. Unforeselaims or claims exceeding estimates providedhleyatctuaries could resi
in an adjustment to the estimated liability andaaditional charge to earnings. Conversely, shoatdrfable trends result in
reduction in the estimates provided by the actsarie would reduce our estimated liability whichulkbbenefit earnings.
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Revenue recognitic

We provide customer care services according to elehts’ contract. We evaluate each contract to determiaeafipropriat:
treatment for revenue recognition in accordancé \@iecurities and Exchange Commission (SEC) StaffoActing Bulletin
(SAB) No. 101, “Revenue Recognition in Financial Statemé&n8AB No. 104, “Revenue Recognitidnand Emerging Issue
Task Force (EITF) Issue No. 00-21Revenue Arrangements with Multiple Deliverahle§Ve recognize revenues only wt
there is evidence of an arrangement, services haem provided, the price is fixed and determinabled collection i
considered probable. Client contracts generallyiregthat we bill for our services based on timergpby customer servic
representatives or on a per call or per transattasis.

Delivery of services to our clients generally elstan initial implementation effort during whichste are incurred in connecti
with information and telephony systems implementatiestablishment of operating processes and haimg) training o
employees. Certain of our client contracts proviislepayment of fees in connection with some of éhastivities and, in suc
instances, related costs are expensed as incurhedinitial implementation effort is not consideradseparate element
defined by EITF Issue No. 00-21Revenue Arrangements with Multiple DeliverabfeRather, these implementation activiti
together with the ongoing service delivery, constita single unit of accounting for which revenaerécognized using
proportional performance method such as recognieivgnue based on transactional services deliverezh a straightine
basis, as appropriate. Revenue recognized is tinhit¢he amount which we are contractually entitiedollect from our clients.

Certain client contracts do not provide for sepamyment of fees for implementation activitieshea such fees are implicit
included within the rates associated with the ongaervice delivery. For these arrangements, nené is recognized relat
to the implementation activities and specific dirand incremental costs associated with the impfeation activities ar
deferred and amortized over the period the relategbing service revenue is recognized. Deferretsomsre $0.4 million ¢
December 28, 2008. Should the contract with owntliterminate before its expected termination gedoy deferred cos
associated with the terminated client would be idiately recorded as a charge to earnings.

In many cases, we are subject to varying clientityyaervice level, and performance standardshsas average handle tin
occupancy rate, abandonment rate, call quality,customer satisfaction. Our performance againgt stendards may provi
bonus opportunities, or conversely, may subje¢bysenalties, which are recognized as earned orried.

Intangible asset

We are required to test goodwill annually in aceorce with SFAS No. 142, Goodwill and Other Intangible AssetsWe are
also required to test all other intangible assetsirhpairment under the provisions of SFAS No. 144ccounting for the
Impairment or Disposal of Lor-Lived Assets” If impairment indicators are present, we will penfioour evaluation fo
impairment at that time. Under SFAS No. 144 thelwation of impairment of intangibles with definitiwes is based upon
comparison of the carrying amount of the intangénset to the estimated future undiscounted nét ftaws expected to k
generated by the asset. If estimated future undiged net cash flows are less than the carryinguainaf the asset, the asse
considered impaired. The impairment expense isriaéted by comparing the estimated fair value ofititangible asset to i
carrying value, with any shortfall from fair valoecognized as an expense in the current period.

Our identifiable intangible assets include acquicedtomer relationships with a gross carrying vabfieb28.5 million anc
accumulated amortization of $25.2 million as of Bmber 28, 2008. Under the provisions of SFAS N@, e amortize
intangible assets with definite lives, such as austr relationship intangible assets, over theimesed useful lives. W
evaluate the remaining useful life of our custom&ationships balance at least annually to detezmimether events «
circumstances warrant a revision to the remainingréization period.

The customer relationship intangible asset is baimgprtized on a straigliiie basis over the expected period of benefi
12 years. Annual amortization expense for the exjstustomer relationships intangible asset is etqueto be $2.3 million fc
fiscal year 2009 and $1.0 million for fiscal yed@1®.

The most significant assumption to support the eafithe customer intangible asset is the discauctsh flow analysis. Th
analysis includes estimated revenue and rategwhréom customers supporting the value of thangible asset. If the reven
generated or the rates of return achieved arefiignily below expectations, the fair value of thestomer intangible ass
could be impaired requiring an impairment loss¢adcognized, which would have the effect of redg@arnings.
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Restructuring charge

Under the provisions of SFAS No. 14@\tcounting for Costs Associated with Exit or Disgasctivities,” we record a liabilit
for costs associated with an exit or disposal &gtwhen a liability is incurred. A restructurindarge may be recognized
certain employee termination benefits and othetscebien we exit an activity. The amount of a redtrting charge is based
our estimate of severance and other costs to liktpdaerminated employees and costs associatedthgthermination of lea
obligations, net of estimated sublease rental ircom

Assumptions used in determining the estimated litglior restructuring costs include the estimatedility for future leas
payments, net of estimated sublease income, andtope costs for closed customer care centers. €Btienated liability fo
future lease payments is based upon rental ratesdnt in existing leases. Assumptions on the gimand rental rates f
sublease income are based upon estimates prowdeshbestate brokers specializing in commercial estate for the locatio
vacated. Operating expenses are based upon existitg for the locations vacated. If our assumpti@garding our ability -
successfully sublease space at the rates and tinitiadly expected prove to be inaccurate, ordiperating costs differ from ¢
expectations we may be required to record additicim@rges to earnings, or conversely, reverse phiarges to earnings.

Accounting for stoc-based compensation

We account for stock-based compensation underrthagions of FASB Statement No. 123(Ryhare-Based Paymeh{SFAS
No. 123(R)). We apply the fair value recognitioroyisions of SFAS No. 123(R) using the modified pective transitio
method. Under the modified prospective transitioatirod, compensation expense is recognized forhallebased payme
awards granted prior to, but not yet vested asp@idry 2, 2006 based on the grdate fair value estimated in accordance
the original provisions of SFAS No. 123Atcounting for Stock-Based Compensatiom addition, stockbased compensati
expense for all share-based payment awards nevdydad after January 2, 2006 is based on the glaptfair value estimat
in accordance with the provisions of SFAS No. 193(Fbmpensation expense related to shesed awards, net of a forfeit
rate, is amortized on a straight-line basis over bquisite employeeservice period in selling, general and administa
expenses in the consolidated Statements of Opesafio accordance with the classification of theated employees’
compensation and benefits.

There are several assumptions used in calculdtiadair value of options and common share awarbs. @ssumptions usec
calculating the fair value of options include exgelcvolatility, riskfree interest rate, expected life, and annualizeteiture
rate. The annualized forfeiture rate is also usethiculating the value of common share awardse¥tienated the forfeiture re
of 14.4%, volatility ranging between 81% to 93% angbected life for all awards ranging from 2.1 wetar 2.4 years based
our experience during the preceding fiscal yeahe fisk-free interest rate of 2.14% to 3.99% iseldasn the 1Grear treasul
bond. Any changes in the assumptions used or fuigeificant awards granted or forfeited will chanthe future stoc
compensation expense recorded. An increase in awsapien expense will have the effect of reducinmiegs, and converse
a decrease in compensation expense will increasénga.

Income taxe:

We account for income taxes using the asset ahilitjaapproach. Under the asset and liability nogthdeferred tax assets i
liabilities are recognized for the future tax camsences attributable to differences between thanfirml statement carryi
amounts of existing assets and liabilities andrthespective tax bases. A valuation allowance éended when we believe it
more likely than not that some portion or all o tiheferred tax assets will not be realized in thar term. We record a rese
for tax contingencies unless we believe it is pbidahat the deductions giving rise to these cgalirties will be sustainec
challenged by taxing authorities.

As required by SFAS 109, we continually review tifkelihood that deferred tax assets will be realize future tax perioc
under the more-likely-thanet criteria. In making this judgment SFAS 109 rieggithat all available evidence, both positive
negative, should be considered in determining wdretiased on the available evidence, a valuatiowahce is required. As
December 28, 2008 we are in a cumulative loss ipasfor the prior twelve quarters. This was prirhathe result of losst
incurred with the exited outbound customer acqoisibusiness. While we have started to use thepetating losses in fisc
year 2008, due to the cumulative loss position #red uncertainty in the ability to realize forecastarnings, a valuati
allowance of $39.0 million has been establishedf &ecember 28, 2008 to fully offset the carryirajue of the net deferred |
assets. Should pretax earnings increase in fueriedgs all or a portion of the valuation allowamay be reversed resulting
increased earnings.
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Liquidity and Capital Resource

The following table sets forth our consolidatedtestzents of cash flow data for the fiscal years dnBecember 28, 20C
December 30, 2007 and December 31, 2006, resphctive

For the Fiscal Year Ended
December 26 December 3C December 31

2008 2007 2006
(Dollars in thousands)
Net cash provided by operating activities $ 25,04 % 322 $ 1,90z
Net cash used in investing activit| (5,759 (12,636 (8,737)
Net cash (used in) provided by financing activiii&y (18,857 9,092 7,321
Effect of exchange rates on ce (1,247 44k (142)
Net change in cas $ (808 $ 121 $ 34t

(1) We reclassified financing costs of $1.0 million,.&nillion and $0.4 million from operating activs to financin
activities for the fiscal years of 2008, 2007 a®0&, respectively

Operating Activities

Net cash provided by operating activities increa$2d.8 million to $25.0 million in fiscal year 2008s compared
$3.2 million in fiscal 2007, primarily due to a $20million increase in gross profit, a $1.8 millioeduction in deferre
financing charges and prepayment fees associatediva early repayment of our loan facilities in w2008, and a $3.8 millic
increase in other liabilities, partially offset liycreases in selling, general and administrativeeases of $1.8 million a
restructuring and other charges of $2.0 million.

Net cash provided by operating activities incread&@® million to $3.2 million in fiscal year 200% @ompared to $1.9 millic
in fiscal 2006, primarily due a $3.7 million decsean accounts receivable, driven by a 10 day témtun DSO to 51 days
December 30, 2007, from 61 days at December 316,2082.9 million reduction in selling, general adininistrative expens
and a decrease in restructuring expenses of $@iBmipartially offset by the $5.6 million reduoti in gross profit ar
$0.5 million of other net changes in assets arlliiies.

Investing Activitie:

Net cash used in investing activities decreasefl lion to $5.8 million in fiscal year 2008 asrapared to fiscal year 20(
Cash used in investing activities in 2008 consispeinarily of $2.1 million in capital expenditureelated to clier
implementations, $1.5 million in capital expendésirand buildsut related to our third and fourth customer caeters in th
Philippines, $1.3 million for the buildut of our Davenport, lowa customer care center,ohdunding from the landlord, a
$1.0 million in continued investment in informatitechnology equipment.

Net cash used in investing activities increase® #8llion in fiscal year 2007 as compared to fisgahr 2006. Cash used
investing activities in 2007 consisted primarily 8.3 million in capital expenditures for our thicdstomer care center in
Philippines, and $3.6 million in continued investrin information technology equipment.

Net cash used in investing activities in fiscalry2@06 consisted primarily of costs related tolihéd-out and relocation of o
customer care center in Green Bay, Wisconsin amstisdor our second and third customer care cenetbe Philippines
partially offset by approximately $2.0 million imqzeeds from the sale-leaseback of our Cedar Rdpida facility.

Financing Activities

Net cash used in financing activities was $18.9iomilfor fiscal year 2008, as compared to cash iplexy by financing activitie
of $9.1 million in fiscal year 2007. The increasecash used in 2008 is the result of net paymerd 4.0 million as repayme
in full of our outstanding term loan with Atalayeet decreased borrowings of $6.2 million under Ravolving Loan Facility
$1.0 million in financing costs associated with tieev debt facility with PNC Bank National Associati(PNC) entered into
May 2008 and $0.3 million in cash received from ¢lercise of stock options.
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Net cash provided by financing activities increa$éd million to $9.1 million in fiscal year 2000mpared to $7.3 million
fiscal year 2006, primarily as a result of a $4i0iom increase in borrowing under the Term Loaredigo fund capiti
expenditures, a $0.6 million increase in cash vexkfrom the exercise of stock options and a $0lkom increase in financin
costs associated with changes in borrowing agreesnefiset by additional net payments of $3.3 miliunder the Revolvir
Loan Facility.

Bank Financing

On October 31, 2005, the Company entered into arrdiad and Restated Loan and Security AgreementatedsLaSall
Credit Agreement) with LaSalle, as agent, andfith@ncial institutions from time to time partiesstieto as lenders. Under
terms of the Restated LaSalle Credit Agreementalla®greed, among other things, to provide the @om with a $25 millio
revolving loan facility which would have expired @ctober 2008, reduce the interest rates and é#lesr amend the financ
covenants and release the guarantee that had bmadqul by Theodore G. Schwartz.

From March 3, 2006 through December 5, 2006, thetdRed LaSalle Credit Agreement was amended setierasd to modif
financial covenants and other terms of the faciliyd increase the maximum revolving loan limit.den the terms «
Amendment No. 6, LaSalle agreed to increase the@rmuam revolving loan limit to $35.0 million on Decéer 5, 2006 ar
ultimately to $37.5 million on April 1, 2007. Themendment also provided $5.0 million in term debtreasing to $10
million on January 1, 2007 and further increasm12.5 million on April 1, 2007.

On January 31, 2007, we entered into: (i) a Sedandnded and Restated Loan and Security AgreemehtlhwiSalle (Secor
Restated LaSalle Credit Agreement); and (ii) a Sdcbien Loan and Security Agreement with LaSalled@d Lien Loa
Agreement.) The Second Restated LaSalle Credit ekgemt provided for a $27.5 million revolving loaacility (Revolving
Loan Facility) which expired in October 2010 and thecond Lien Loan Agreement provided for a $1%Haniterm loan whic
matured in January 2011 (Term Loan). The proceétiseoTerm Loan were used to repay our indebtediresaSalle under tt
Restated LaSalle Credit Agreement. For more infoiona see Note 9 of the Notes to Consolidated HirsdrStatements

Item 8 in this Annual Report on Form 10-K.

On February 5, 2007, LaSalle assigned all of ghts and obligations as the agent and lender utihdeSecond Lien Lo:
Agreement to Atalaya Funding Il, L.P. as lender Atmlaya Administrative, LLC, as agent (Atalaya.).

On June 29, 2007, we entered into: (i) Amendment INto the Second Restated LaSalle Credit Agreenaamtt (ii) a Firs
Amendment to Second Lien Loan Agreement with Atalgyhe First Amendments.) Pursuant to the termshef Firs
Amendments, LaSalle and Atalaya agreed, among dkfegs, to adjust certain financial covenants udalg the maximui
restructuring cash disbursements covenant, the BBIGovenant, and the leverage covenant.

On January 24, 2008, we entered into: (i) Amendr&nt2 to the Second Restated LaSalle Credit Ages¢nand (i) a Secol
Amendment to Second Lien Loan Agreement with Ataleynding Il, L.P. as lender and Atalaya Adminigtey LLC, as agel
(the Second Amendments). Pursuant to the termiseoSecond Amendments, LaSalle and Atalaya agreeoha other thing
to adjust certain financial covenants including teximum restructuring cash disbursement covetlamtiixed charge covera
covenant, the EBITDA covenant, and the leverageant, and add a new capital expenditures covelmatdition, Atalay
agreed to reduce the voluntary prepayment penaftgcated with the Term Loan if the Term Loan wasppid in full prior t
July 1, 2008. As partial consideration for the SstAmendment by Atalaya, we issued a warrant tehmse 512,245 comm
shares of the Company at an exercise price of §iefShare to an affiliate of Atalaya.

On February 29, 2008, we entered into: (i) AmendniNm 3 to the Second Restated LaSalle Credit Agesd; and (ii) a Thir
Amendment to Second Lien Loan Agreement with Ataleynding Il, L.P. as lender and Atalaya Adminigtey LLC, as agel
(the Third Amendments). Pursuant to the terms effthird Amendments, LaSalle and Atalaya agreed,ngnodher things, 1
adjust the EBITDA financial covenant to includeadd-back to EBITDA for any nooash charges related to expenses and
incurred in connection with the retirement or teration of any of the officers or managers of then@any. In addition, tt
period of time during which we could voluntarilygmay the Term Loan with Atalaya in full for a lowaepayment penalty w
changed. We now had until May 30, 2008 rather thare 30, 2008 to make such a prepayment. As coatime for the Thir
Amendments by Atalaya, we agreed, among other shitm reduce the exercise price on the warranturghase 512,2:
common shares of the Company previously issued @ffdiate of Atalaya from $1.05 per share to $0r share. Atalaya t
exercised all of their warrants on a cashless liaske first fiscal quarter of 2009.

On May 5, 2008, we entered into a Revolving Cregitl Security Agreement (Revolving Loan Agreemerith wNC Ban!
National Association (PNC), as agent, and the firsrinstitutions from time to time parties theret® lenders. The Revolvi
Loan Agreement provides us with a $40.0 millionaleing loan facility which expires in May 2011. Bowings under tt
Revolving Loan Agreement were used to repay indull Revolving Loan Facility and Term Loan.
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Borrowings under the Revolving Loan Agreement txdalb6.1 million as of December 28, 2008. We hadr@pmately
$34.0 million of undrawn capacity under the Revadyioan Agreement as of December 28, 2008, of w2 million wa
available based upon borrowing base calculations.Wre in compliance with our financial covenardsod December 2
2008.

Our ability to borrow under the Revolving Loan Agneent depends on the amount of eligible accoumsivable from ot
clients. In addition to borrowing against our dbigi receivables, we may borrow an additional $9il0an which is supporte
by a letter of credit (Credit Enhancement Lette€Coédit) which was provided by TCS Global Holdings. (TCS), an affiliat
of Theodore G. Schwartz, our Chairman and princibareholder. In connection with the issuance ef@nedit Enhanceme
Letter of Credit, we and TCS entered into a Reirmborent and Security Agreement, dated May 5, 20@8n{Bursemel
Agreement). Based upon our performance againse trezgiirements, we anticipate the Credit Enhanceinetter of Credit t
be entirely released by PNC by the end of the figsarter of 2009. For more information regarding fRevolving Loa
Agreement and the Reimbursement Agreement, see Nofehe Notes to Consolidated Financial Stateménitem 8 in thi
Annual Report on Form 10-K.

On June 26, 2008, we entered into an amendmentAftrendment) to the Revolving Loan Agreement in amtion with th
syndication of that facility. Pursuant to the teraighe Amendment, the Company and PNC agreed tmdrthe definitions
applicable margin, obligations, and unbilled eligiteceivables.

Future Liquidity

We currently expect that our cash balances, cash fiom operations and available borrowings undwer Revolving Loa
Agreement will be sufficient to meet projected @iigrg needs, fund any planned capital expendituaes, repay de
obligations as they come due. Our cash flow isigamtly impacted by our ability to collect ouriehts’ accounts receivable
a timely basis. To the extent that our businesh wisingle client or small group of clients reprigsea more significant porti
of our revenue, a delay in receiving payment cooiderially and adversely affect the availabilitycash to fund operations.

A significant change in operating cash flow or duf@ to maintain profitability could have a matdradverse effect on ¢
liquidity and our ability to comply with the covemia in our Revolving Loan Agreement. In additionr failure to adhere to t
financial and other covenants could give rise meéault under the Revolving Loan Agreement whicluldchave a materi
adverse effect on our liquidity and financial cdiadi. There can be no assurances that we will ke tabmeet the financial a
other covenants in our Revolving Loan Agreemene Bem 1A of this Annual Report on Form 10-K undee caption Out
business may be affected by our cash flows fronradjmms and our ability to comply with our debt eoants and fundir
requirements under our credit facility.”

At the end of fiscal 2008, we had approximately .$34illion in undrawn, committed capacity under drevolving Loal
Agreement, of which $22.2 million was available édsipon borrowing base calculations. We are notewhany issues wi
our lenders which might cause funds not to be aktglfor us to draw upon under the terms of ourdRéwg Loan Agreement.

Off Balance Sheet Arrangements

We currently have a letter of credit (Credit Enhement Letter of Credit) which was provided by TC®lal Holdings, L.F
(TCS), an affiliate of Theodore G. Schwartz, thempanys Chairman and principal shareholder. For morerimétior
regarding the Credit Enhancement Letter of Cresdig Note 15 of the Notes to Consolidated Finar@taiements in Iltem 8
this Annual Report on Form 10-K. We do not have ather off balance sheet arrangements other tharabpg leases.

37




Table of Contents

Contractual Obligations and Commitments

We have the following contractual obligations apthenercial commitments:

Payment due by period
Less than 1 2to3 4t05 Over 5
Year Years Years Years Total
(Dollars in thousands)

Contractual Obligations:

Operating lease $ 8,371 $ 11,49 $ 7,032 $ 8,37¢ $ 35,27:
Other Commercial Commitments:
Telecommunications commitmer 3,621 3,18: — — 6,80
Letters of Credi 12,46¢ — — — 12,46¢
Total other commercial
commitments $ 16,08" $ 3,18¢ $ — $ — $ 19,27(

New Accounting Pronouncemen

In March 2008, the FASB issued Statement No. 163A& No. 161) Disclosures about Derivative Instruments and Heg
Activities, an amendment of FASB Statement No. 188'amend and expand the disclosures about derdgatwnd hedgir
activities. The statement requires enhanced qtiaéitadisclosures about an entsy’objectives and strategies for us
derivatives, and tabular quantitative disclosutgsuathe fair value of derivative instruments amaéhg and losses on derivati
during the reporting period. SFAS No. 161 is effextor both fiscal years and interim periods thegin after November 1
2008. The Company is evaluating the effect that skdndard will have on its disclosures.

In April 2008, the FASB issued FASB Staff Positibto. 142-3 (FSP FAS No. 142-3)Détermining the Useful Life
Intangible Assets”. FSP FAS No. 182amends the factors that should be consideredeueloping renewal or extens
assumptions used to determine the useful life @cagnized intangible asset under FASB StatementlB® (SFAS No. 14z
“Goodwill and Other Intangible AssetsThe intent of this FSP is to improve the consisgehetween the useful life of
recognized intangible asset under SFAS No. 142fageriod of expected cash flows used to meakeréatr value of the as:
under SFAS No. 141(R) “Business Combinations”. FERS No. 1423 is effective for fiscal years beginning a
December 15, 2008. The Company is evaluating tipaatthat FSP FAS No. 142-3 will have on its finahstatements.

In May 2008, the FASB issued Statement No. 162 &M®0. 162), The Hierarchy of Generally Accepted Accoun
Principles”. The standard is intended to improve financial répgrby identifying a consistent framework, or fziethy, fo
selecting accounting principles to be used in miagafinancial statements that are presented irfazority with GAAP for
nongovernmental entities. Prior to the issuanc&BAS No. 162, GAAP hierarchy was defined in the Ainan Institute ¢
Certified Public Accountants (AICPA) Statement omdRing Standards (SAS) No. 69THe Meaning of Present Fairly
Conformity With Generally Accepted Accounting Piiples”. SFAS No. 162 is effective 60 days following SEC ramal of the
Public Company Accounting Oversight Board Auditiagiendments to AU Section 411THe Meaning of Present Fairly
Conformity with Generally Accepted Accounting Piiles.” The Company is currently evaluating the provisiand guidanc
of SFAS No. 162 and does not expect that it wiNeha material impact on the Compasyinancial condition or results
operations.
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ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk.

Historically, we have been exposed to the impact@. interest rate changes directly related to mamal operating al
funding activities and foreign currency exchange nielated to our operating costs in the Philippin@ur Revolving Log
Agreement bears interest at floating rates, subgats to interest rate risk. To date, the impaainf interest rate fluctuatio
has not been material. In 2008, we entered intaafixed / receive floating interest rate swap #8£5.0 million notion:
amount. The objective of the contract is to mitigtite variability in cash flows resulting from clgass in the underlying intert
rate index or changes in the LIBOR rate.

We prepared a sensitivity analysis of our averaaf#t tbr the fiscal year ended December 28, 2008)ragg a ongercentag
point adverse change in interest rates. Holdingogtler variables constant, the hypothetical advetsange would n
significantly increase interest expense. The sitgiinalysis assumes no changes in our finarstiacture.

The impact from foreign currency exchange ratesbe®me significant due to the change in the Udladrelative to th
Philippine peso and the increase in cost of sesvibge to our expanded operations in the PhilippiNés had not ust
derivatives to manage this risk prior to Septen8ikr2007. In October 2007, we commenced a curresieyhedging progra
with the objective of mitigating the impact of sificant fluctuations in the U.S. dollar / Philip@npeso exchange rate. -
objective of the hedge transaction is to mitighee tariability in cash flows and expenses overpeod of the hedge contra
due to the foreign currency risk associated withrigpayment of the intercompany accounts payabte the U.S. operations
the Philippines representing the Philippinesiare of revenue. As of December 28, 2008, forwaodtracts to purcha
928 million Philippine pesos at a U.S. dollar notibof $19.6 million were outstanding.
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Item 8. Financial Statements and Supplementary Data

The following financial information is included this Annual Report on Form 10-K:

Page

Report of Independent Registered Public Accounfiinm for the Fiscal Years Ended December 28, 2008,

December 30, 2007, and December 31, Z 41
Consolidated Statements of Operations for the Fiéears Ended December 28, 2008, December 30, 2007

and December 31, 20( 42
Consolidated Balance Sheets as of December 28,&08ecember 30, 20! 43
Consolidated Statements of Shareholders’ EquityiferFiscal Years Ended December 28, 2008,

December 30, 2007, and December 31, 2 44
Consolidated Statements of Cash Flows for the Fiéears Ended December 28, 2008, December 30, 2007,

and December 31, 20( 45
Notes to Consolidated Financial Stateme 46
Quarterly Results of Operations for the Fiscal ¥eganded December 28, 2008, and December 30, 64

Management’s Report on Internal Control over FimgrReporting for the Fiscal Year Ended December 28
2008 65

Report of Independent Registered Public Accounfiing on Internal Control over Financial Reportimy f
the Fiscal Year Ended December 28, 2 66
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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 balaheet of APAC Customer Services, Inc. as of Déee 28, 2008 ar
December 30, 2007, and the related consolidatednséamts of operations, cash flows and sharehol@epsity for each of tt
three years in the period ended December 28, 2008audits also included the financial statemehedale listed in the Indi
at ltem 15(a). These financial statements and sdbede the responsibility of the Compamyanagement. Our responsibilit
to express an opinion on these financial statenm@mmsschedules based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamBoUnited States
Those standards require that we plan and perfoenatidits to obtain reasonable assurance about erhétk financic
statements are free of material misstatement. Alit mmcludes examining, on a test basis, evidemppgrting the amounts a
disclosures in the financial statements. An auldib éncludes assessing the accounting principled asid significant estima
made by management, as well as evaluating the lb¥imancial statement presentation. We believe thar audits provide
reasonable basis for our opinion.

In our opinion, the financial statements referredabove present fairly, in all material respeck® tonsolidated financ
position of APAC Customer Services, Inc. at Decen®@ 2008 and December 30, 2007, and the consetidesults of if
operations and its cash flows for each of the ttyears in the period ended December 28, 2008, ifocmity with U.S
generally accepted accounting principles. Alsopim opinion, the related financial statement schesdwhen considered
relation to the basic financial statements takea @a#$ole, presents fairly in all material respebtsinformation set forth therel

We also have audited, in accordance with the stadsdaf the Public Company Accounting Oversight Boédnited States
APAC Customer Services, Ins.internal control over financial reporting as afd@mber 28, 2008, based on criteria establ
in Internal Control —Integrated Framework issued by the Committee ofnSpong Organizations of the Tready
Commission and our report dated March 12, 2009%esged an unqualified opinion thereon.

/sl Ernst & Young LLP

Chicago, lllinois
March 12, 2009
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APAC CUSTOMER SERVICES, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Net revenue

Cost of service
Gross profit
Operating expense

(Dollars in thousands, except share data)

Selling, general and administrative exper

Restructuring and other char¢
Total operating expens
Operating income (lost
Other income
Interest expense, n

Income (loss) before income tax
Income tax provision (benefi

Net income (loss

Net income (loss) per shal
Basic

Diluted

Weighted average shares outstand
Basic

Diluted

For the Fiscal Year Ended
December 26  December 3C December 31

2008 2007 2006
$  24879¢ $ 22468 $ 22429
207,95 203,88 197,88
40,84¢ 20,80: 26,41¢
30,14¢ 28,36: 31,27¢
3,63¢ 1,637 2,38¢
33,78: 29,99« 33,66:
7,06° (9,19]) (7,247
(347) (24¢) (101)
4,35¢ 3,531 2,01°
3,052 (12,479 (9,15¢)
33 (17,569 21,38(
$ 3,01¢ 3 508 $ (30,539
$ 0.06 $ 0.1C $ (0.62)
$ 0.06 $ 0.1C $ (0.62)
50,42+ 49,80( 49 45¢
50,47 52,01¢ 49 45¢

See Notes to Consolidated Financial Statements.

42




Table of Contents

APAC CUSTOMER SERVICES, INC.
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands, except share data)

December 2€ December 3C

2008 2007
ASSETS
Current assets:
Cash and cash equivalel $ 61€ % 1,42¢
Accounts receivable, less allowances of $1,435%n@d97, respectivel 31,547 34,46¢
Other current asse 3,51¢ 5,971
Total Current Asset 35,68( 41,86¢
Property and equipment, r 22,66¢ 26,77:
Goodwill 13,33¢ 13,33¢
Other intangible assets, r 3,43¢ 5,891
Other asset 1,44¢ 2,06(
Total Assets $ 76,56 $ 89,92¢
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Shor-term debr $ 6,10( $ 12,30°
Current portion of lon-term debt — 2,40(
Accounts payabl 1,641 2,28
Income taxes payab 252 22C
Accrued payroll and related iter 18,721 15,95¢
Accrued liabilities 10,50¢ 8,052
Total Current Liabilities 37,22¢ 41,22(
Long-term debi — 11,60(
Other liabilities 3,91t 3,72¢
Commitments and contingenci — —
Shareholders’ equity:
Common Shares, $0.01 per share; authorized 200@08hares; 50,783,312 share
issued and 50,782,353 shares outstanding at Dec&@&p2008, and 50,379,296
shares issued and outstanding at December 30, 50¢ 504
Additional pait-in capital 104,51 102,64
Accumulated defici (69,747 (72,760)
Accumulated other comprehensive inca 13€ 2,99(
Treasury shares: 959 and 0 shares at cost at Dec@®p2008 and December 30,
2007, respectivel (1) —
Total Shareholde’ Equity 35,42( 33,38!
Total Liabilities and Sharehold¢ Equity $ 76,56 $ 89,92¢

See Notes to Consolidated Financial Statements.
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APAC CUSTOMER SERVICES, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Balance, January 1, 2006

Net loss
Foreign currency translation
adjustmen
Total comprehensive lo
Issuance of nc-vested stocl
Exercise of employee stock
options, including related
excess income tax benef
Stock compensation exper

Balance, December 31, 2006

Net income
Foreign currency translation
adjustmen
Unrealized gain on derivative
contracts
Total comprehensive incon
Issuance of nc¢-vested stocl
Exercise of employee stock
options, including related
excess income tax benef
Stock compensation exper

Balance, December 30, 2007

Net income

Foreign currency translation
adjustmen

Unrealized loss on derivative
contracts

Total comprehensive incon

Issuance of warran

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

Stock compensation exper
Balance, December 28, 2008

(Dollars in thousands, except share data)

Common Common Additional

Accumulated Other  Total

Shares Share  Paid-In  Accumulated = Comprehensive  Treasury Shareholders
Issued  Amount Capital Deficit Income (Loss) Stock Equity

49,69569 $ 497 $ 99,59¢ $ (47,310 $ 64 3$ @S 51,87«

— — (30,539 — — (30,539

— — — 344 = 344

— — — — — (30,199

370,92¢ 4 — — — — 4

— 1 — — 144 14

— 1,47¢ — — — 1,47¢

50,066,62 $ 501 $ 101,07 $ (77,849 $ 28C $ (709 % 23,30¢

— — 5,08¢ — — 5,08¢

— — — 1,917 — 1,917

— — — 792 — 793

— — — — — 7,79¢

11,38¢ — — — — — —

301,27¢ 3 27 — — 702 738

— 1,54z — — — 1,54z

50,379,29 $ 504 $ 102,64 $ (72,760) $ 2,99C $ — $ 33,38:

— — 3,01¢ — — 3,01¢

— — — (1,315 — (1,315

— — — (1,539 — (1,539

— — — — — 16E

— — 21t — — — 21t

404,01¢ 5 35C — — Q) 354

1,30¢ — — — 1,30¢

50,783,31 $ 50¢ $ 104,51 $ (69,74) $ 13€ $ D$ 35,42(

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

December 26  December 3C December 31
2008 2007 2006

Operating Activities:
Net income (loss $ 3,01¢ % 508¢ $ (30,539
Adjustments to reconcile net income (loss) to reshcprovided by
operating activitie:

Depreciation and amortizatic 12,06 14,11 12,46¢
Deferred income taxe — — 21,38(
Non-cash restructuring charg 14 12 201
Stock compensation exper 1,30t 1,54: 1,47¢
Non-cash warrant issuanc 21F — —
Loss (gain) on sale of property and equipn 19z (18) —
Amortized gain on sale leasebe (11¢) (17%) (18)
Changes in operating assets and liabilit
Accounts receivable, n 2,921 3,38¢ (26€)
Other current asse 1,95¢ 504 (2,339
Accounts payabl (64€) (603) (669)
Accrued payroll and related iter 2,77: 1,351 1,83¢
Income taxes payab 33 (17,580) —
Accrued liabilities 2,47 (4,469 1,22¢
Other assets and liabiliti¢ (1,167 60 (2,855
Net cash provided by operating activit 25,04: 3,22( 1,90:
Investing Activities:
Purchase of property and equipment, (5,810 (12,829 (20,713
Net proceeds from sale of property and equipr 57 191 1,97¢
Net cash used in investing activiti (5,759 (12,636 (8,73%)
Financing Activities:
Borrowings under revolving credit facili 324,93t 249,64 238,83:
Payments under revolving credit facil (331,14) (251,119 (237,029
Borrowings on lon-term deb — 10,00( 5,00(
Payments on lor-term debt (14,000 (1,000 —
Payments of financing cos 99¢ 83C 36&
Stock option transactions including related exéessme tax benefit 354 738 14¢
Net cash (used in) provided by financing activi (18,857 9,092 7,321
Effect of exchange rates on cz (1,247 44k (142)
Net (decrease) increase in cash and cash equis (80¢) 121 34E

Cash and Cash Equivalents:

Beginning of yea 1,42¢ 1,30t 96(

End of yeal $ 61€ $ 1,42¢ 3 1,30¢
Supplemental Disclosures:

Cash payments for intere $ 2,39 $ 2947 $ 1,48:

Cash payments for income tay — 12 21

Income tax refund receive — 6 —

Capital expenditures funded by landlord and ot 1,41: 182 3,25(

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 alwise indicated)
1. Description of Business

APAC Customer Services, Inc. (Company) is a leagiryider of customer care services and solutiomaarket leaders in tt
healthcare, business services, communications,shiridj, travel and entertainment, and financiaviees industries. As ¢
December 28, 2008, the Company operated 13 custcanercenters: seven domestic, two domestic ctieimted facilities, ani
four international centers located in the PhiliggnThe domestic operations consist of approxima&00 workstations ar
the off-shore operations consist of approximately 3,300katations. The Company consists of a single opeyategment th¢
offers customer care services and solutions tdligats.

2. Basis of Presentation and Principles of Consolidion
Consolidation

The consolidated financial statements include tbeoants of the Company and its whotiwned subsidiaries. All of tt
Company’s subsidiaries are wholly-owned and aréuded in the consolidated financial statements. Thenpany’s offshore
customer care centers use their local currencyPHtilppine peso, as their functional currency. étssand liabilities of ofshore
customer care centers have been translated adgsib exchange rates, and income and expenses hewndrhaslated usir
average exchange rates for the period. All intemzany transactions and balances have been elirdimat®nsolidation.

Fiscal Year

The Company operates on a 52i88ek fiscal year that ends on the Sunday closeBetember 31. All fiscal years presen
were 52 weeks.

3. Summary of Significant Accounting Policies and &imates
Revenue recognitiol

The Company provides customer care services acuptdi each cliens contract. Each contract is evaluated to deterrfia
appropriate treatment for revenue recognition icoagance with Securities and Exchange Commissi&CjStaff Accounting
Bulletin (SAB) No. 101, ‘Revenue Recognition in Financial Statemé&n&AB No. 104, “Revenue Recognitidnand Emerging
Issues Task Force (EITF) Issue No. 00-2Révenue Arrangements with Multiple DeliverablfeShe Company recogniz
revenues only when there is evidence of an arraagerservices have been provided, the price isifexed determinable, at
collection is considered probable. Client contragserally require that the Company bill for itsvsees based on time spent
customer service representatives or on a per cakbiotransaction basis.

Delivery of services to the Compasyclients generally entails an initial implemeraateffort during which costs are incurrec
connection with information and telephony systemplementation, establishment of operating proceasdiring and trainin
of employees. Certain of the Compasyglient contracts provide for payment of feesanreection with some of these activiti
The initial implementation effort is not considered separate element as defined by EITF Issue N@10p0 Revenut
Arrangements with Multiple Deliverable” Rather, these implementation activities, togethién the ongoing service deliver
constitute a single unit of accounting for whichvaeue is recognized using a proportional perforrmamethod such ¢
recognizing revenue based on transactional serdelsgered or on a straigliie basis, as appropriate. Revenue recogniz
limited to the amount which the Company is contralty entitled to collect from its clients.

Certain client contracts do not provide for sepamyment of fees for implementation activitieshea such fees are implicit
included within the rates associated with the ongaervice delivery. For these arrangements, nen@ is recognized relat
to the implementation activities and specific dirand incremental costs associated with the impfeation activities ar
deferred and amortized over the period the relateping services revenue is recognized.

In many cases, the Company is subject to varyimntiquality, service level, and performance statslasuch as avera
handle time, occupancy rate, abandonment rate,qaallity, and customer satisfaction. The Comparpérformance again
such standards may provide bonus opportunitiespaversely, may subject us to penalties, whichrecegnized as earned
incurred.
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APAC CUSTOMER SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
(Dollars in thousands, except share data and as atwise indicated)
Cost of services

The Company generally recognizes costs associalidditsy customer care services as they are incuimealccordance wit
Statement of Financial Accounting Concepts, (SFNG)5. “ Recognition and Measurement in Financial Statemef
Business Enterpris.” Cost of services include direct labor, telephoné ather facility expenses directly related to pding
customer care services to our clients.

Delivery of services to the Compasyclients generally entails an initial implemeraateffort during which costs are incurrec
connection with information and telephony systemplementation, establishment of operating processdshiring and trainin
of employees. Certain of the Compasglient contracts provide for payment of feesanrection with some of these activit
and, in such instances, related costs are expassedurred. Certain client contracts do not previm separate payment of fe
for implementation activities. For these arrangetsiapecific direct and incremental costs associafigil the implementatio
activities are deferred and amortized over theogtie related ongoing services revenue is recegdniz

Restructuring charge:

Under the provisions of SFAS No. 146Atcounting for Costs Associated with Exit or DisgoActivities,” the Compan)
records a liability for costs associated with ait exdisposal activity when a liability is incudeA restructuring charge may
recognized for certain employee termination beseditd other costs when the Company exits an actiVite restructurini
charge is based on an estimate of severance cobts paid to terminated employees and costs assdaidth termination o
lease obligations, net of estimated sublease rartaine.

Accounting for derivative:

The Company accounts for its derivative instrumgnissuant to SFAS No. 133,Accounting for Derivative Instruments a
Hedging Activitie”: as amended by SFAS No. 138 Atcounting for Certain Derivative Instruments andrtain Hedginc
Activities " and SFAS No. 149, "Amendment of Statement 133 on Derivative Instruisnantd Hedging Activities’ The
Company uses forward contracts to mitigate foraigrrency risk and an interest rate swap to mitigaterest rate risk. Th
Companys derivatives are designated as cash flow hedgietextent that the instruments qualify for acdounas a hedgin
instrument; therefore, the effective portion ofrgaand losses that result from changes in fairevafithe derivative instrumer
are recorded in accumulated other comprehensivariaaintil the hedged transaction affects incomejhéth time gains and/c
losses are realized. If the instrument does nolifgdar accounting as a hedge, the change in tlaesof the instrument durir
the reporting period is recorded immediately toeays. The Company assesses hedge effectivendssepaeting period.

The objective of the foreign currency hedge tratisads to mitigate the variability in cash flowadiexpenses over the peri
of the hedge contracts due to the foreign curreis&yassociated with the repayment of the intercamypaccounts payable frc
the U.S. operations to the Philippines represerttieg?hilippines share of revenue. As of DecemBe2R08, forward contrac
to purchase 928 million Philippine pesos at a d@lar notional of $19.6 million were outstandirigach contract is designat
to a hedged item which is settled periodically. Hieelged item represents the change in the U.Sardwksh flow necessary
settle the accounts payable balance at periodécvials over the next 12 months. The settlemenntintiorresponds with tt
payroll cycle in the Philippines. No ineffectiveseis anticipated because the notional amount isnooe than 95% of th
anticipated payable balance and declines steagidy the course of the year. Also, the maturity dztéhe forward contrac
coincides with the timing of the effective repayrmehthe intercompany payable. In fiscal year 200@, loss associated wi
settled forward contracts recognized in earnings $&1 million and is recorded as a component sf ob services. In fisci
year 2007, the gain recognized in earnings was ®B@libn and was also recorded as a component st cb services
Unrealized depreciation in value of the outstandorgvard contracts of $1.5 million was recordedbther liabilities and othe
accumulated comprehensive income as of Decemb&(®®B. The unrealized loss will be recognized imeas over the ne»
12 months as cash flows related to the intercompangble are effectively settled.
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The objective of the interest rate swap transaci$oto mitigate the variability in cash flows retiodg from changes in tr
underlying interest rate index or changes in trHBQIR rate. As of December 28, 2008, a pay fixedéire floating interest ra
swap for a $5.0 million notional amount was outdiag. The interest rate swap has a maturity datélaf 2011. The intere:
rate swap does not meet the criteria to be accduiateas a hedge and therefore, the unrealized d6s0.3 million as o
December 28, 2008 was recognized as a componémieoést expense in the CompasnBtatement of Operations. See Note
for more information.

Allowance for doubtful account:

The Company records an allowance for doubtful actobased on a quarterly assessment of the probabieated losses
trade accounts receivable. This estimate is basedpecific allowances for certain identified reediles with balance
outstanding generally greater than 90 days anddditi@anal allowance for estimated losses on alkotfeceivables based
their age and collection history. The Company ceargff uncollectible accounts when it has exhauatedossible collectiol
efforts.

Accounting for employee benefi

The Company records a liability for group healtld arorkers’compensation claims based on an estimate of claicosred, bu
not reported, as well as known claims at the enthefreporting period. The estimate for group Heeldims is a factor of tr
number of participants in the medical plan at aimmeted average claim per participant. The estichataim per participant i
determined with reference to the Compangtverage medical costs incurred per participaat twe prior five years and ott
relevant factors. The estimate for workezsmpensation claims is derived from an analysiop@ed by actuaries hired by t
Company who have expertise in this area. The regsvased upon outstanding claims from the cuamdtprior years.

The balances of these accounts, which are inclidadcrued payroll and related items and accruadlliies, at December 2
2008 and December 30, 2007, were:

2008 2007
Group Health Insuranc $ 2,25¢ $ 1,744
Workers Compensatiol $ 1,53¢ $ 2,08¢

Income taxes

The Company accounts for income taxes using thet assl liability approach. Under theset and liability method, deferred
assets and liabilities are recognized for the futax consequences attributable to differencesdmatvihe financial stateme
carrying amounts of existing assets and liabiliti@sl their respective tax bases. A valuation allmeais recorded when tl
Company believes it is more likely than not thatsoportion or all of the deferred tax assets wilt he realized in the ne
term. The Company records a reserve for tax coatio@s unless it believes it is probable that tbéudtions giving rise t
these contingencies will be sustained if challengethxing authorities.

The Financial Accounting Standards Board (FASB)éss FASB Interpretation 48, Accounting for Uncertainty in Incon
Taxes: An interpretation of FASB Statement No.,1QBIN 48) on July 13, 2006. FIN 48 clarifies Statent 109 “ Accounting
for Income Taxe,” to indicate the criterion that an individual taxsgimn would have to meet for some or all of thedfé of
that position to be recognized in an enst§inancial statements. In applying FIN 48, the @any is required to evaluate a-
position using a tweatep process. First, the Company evaluates thdigrodor recognition. The Company recognizes
financial statement benefit of a tax position iflétermines that it is more likely than not that gosition will be sustained «
examination. Next, the Company measures the anafurnefit that should be recognized for thosepasitions that meet tt
more-likely-thannot test. The Company adopted the provisions of &MNon January 1, 2007. The adoption resulted i
material adjustment in the liability for unrecogeizincome tax benefits.

Cash equivalents

Cash equivalents consist of highly liquid, shortsténvestments readily convertible to cash.
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Use of estimates

The preparation of financial statements in confoymiith U.S. generally accepted accounting priresptequires manageme
to make estimates and assumptions that affectrttoaiats reported in the financial statements andrapanying notes. Actu
results could differ from those estimates.

Accounting for lon¢-lived assets

The Company’s londived assets consist primarily of property and pmént and intangible assets. In addition to thgiai
cost of these assets, their recorded value is itagdry a number of policy elections made by the Gamy, including estimate
useful lives and salvage values. Any decision leyGompany to reduce capacity by closing customer @anters or to aband
assets may result in a write-off of the net bookieaf the affected assets. In accordance with SRAS144, “Accounting fol
the Impairment or Disposal of Long-Lived Assgtshe Company records impairment charges on loregt assets used

operations when events and circumstances indibatdtie assets may be impaired and the undiscooagtdflows estimated

be generated by those assets are less than tgngaamount of those assets. In this circumstath@impairment charge wou
be determined based upon the amount by which theawok value of the assets exceeds their fair niatkieie. In making thes
determinations, the Company utilizes certain assiomg, including, but not limited to, the estimatidt market value of th
assets, which are based on additional assumptiocis as asset utilization, length of time the asgdit be used in the
Company’s operations and estimated salvage values.

Property and Equipmel

Property and equipment are recorded at cost anteciefed on a straighine basis, using estimated useful lives of ujg
15 years for buildings, the life of the lease fedehold improvements, 3 to 7 years for telecomeations equipment, and 3
7 years for workstations and office equipment. Hditlg capitalized software, the total depreciatopense for property at
equipment for fiscal years 2008, 2007 and 2006 $&8 million, $9.5 million and $8.0 million, respgaely. Interest cos
capitalized as a component of building and leagkimprovements was $0.1 million for the fiscal yemded December 3
2007. No interest was capitalized for the fiscaryended December 28, 2008.

December 2€ December 3C

2008 2007

Building and leasehold improvemel $ 20,12¢ $ 24,63
Telecommunications equipme 47,61¢ 48,38:
Workstations and office equipme 12,26( 12,28¢
Capitalized softwar 24,96( 23,99¢
Construction in progres 1,77¢ 95(
Accumulated depreciation and amortizat (84,077 (83,477

Property and equipment, r $ 22,66/ $ 26,77

Net property and equipment located at the Com’'s international customer care centers totaled $hdll®n and
$15.1 million as of December 28, 2008 and DecerBbeR007, respectively.

Capitalized Software

The Company capitalizes certain costs relateddgtirchase and installation of computer softwackfaninternally develope
software for internal use in accordance with Statetnof Position No. 98-1 Accounting for Costs of Computer Softw
Developed or Obtained for Internal U.” Amortization is provided on a straiglite basis over estimated useful lives of uj
5 years. The Company had $1.7 million and $2.lienilbf unamortized capitalized software costs aBetember 28, 2008 ai
December 30, 2007, respectively. Amortization eggefor capitalized software costs in fiscal yedd8& 2007 and 2006 wi
$1.5 million, $2.3 million and $2.1 million, respaely.
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Goodwill

Under SFAS No. 142, Goodwill and Other Intangible Assetsthe Company is required and it is its policy ta b existing
goodwill for impairment at least annually and mémequently if circumstances require. The Comparsget@ the goodwill fo
impairment in the third quarter of 2008 and 20@5autting in no further impairment being recorded. @ December 28, 200
the Company had $13.3 million of goodwill. Undee firovisions of SFAS No. 142, goodwill is no longemortized.

Intangible Asse

Identifiable intangible assets of the Company ideluacquired customer relationships with a grossyicay value of
$28.5 million and accumulated amortization of $2%iftion and $22.8 million as of fiscal year endd®0and 2007, respectivel
Under the provisions of SFAS No. 142Gbodwill and Other Intangible Assetsthe Company amortizes intangible assets:
definite lives, such as customer relationship igiale assets, over their estimated useful livese Tompany evaluates t
remaining useful life of its customer relationshijadance at least annually to determine whethemtev@ circumstances warre
a revision to the remaining amortization periodstmer relationship intangible assets are beingrézed on a straighline
basis over the expected period of benefit of 12s/€kotal amortization of intangible assets focdisyears 2008, 2007 and 2C
was $2.3 million per year. Annual amortization enge is expected to be $2.3 million for fiscal y2a09 and $1.0 million i
fiscal year 2010.

The Company is required to test all ngoedwill intangible assets for impairment in ac@rde with the provisions of SF/
No. 144, Accounting for the Impairment or Disposal of Longdd Assets’ If impairment indicators are present, the Comp
will perform an evaluation for impairment at thahé¢. Under SFAS No. 144 the evaluation of impairb@hintangibles with
definite lives is based upon a comparison of threyggg amount of the intangible asset to the esthduture undiscounted n
cash flows expected to be generated by the agsestimated future undiscounted net cash flowslese than the carryir
amount of the asset, the asset is considered iathaithe impairment expense is determined by comgalie estimated fa
value of the intangible asset to its carrying valwéh any shortfall from fair value recognized @s expense in the curre
period. Based on the Company’s evaluation, no impatt charges have been recognized for fiscal y2@06 through 2008.

Financial Information about Industry Segments

The Company has one reportable segment and, thereibsegment-related financial information reqdiby SFAS No. 131, “
Disclosures About Segments of an Enterprise andt&tlinformation,” is included in the consolidated financial staterss
The reportable segment reflects the Company’s tipgrand reporting structure.

Accounting for Stocl-Based Compensation

At December 28, 2008, the Company had a share-basexdtive compensation plan for employees anderaployee director:
which authorized the granting of various equitydshgcentive awards, including stock options ana-vested common share
The total number of common shares authorized &uwasce under the plan was 11.8 million at Decer2®ef008, of whicl
2.5 million shares are available for future grants.

The Company accounts for stock-based compensatideruthe provisions of FASB Statement No. 123(RyhareBasec
Payment” (SFAS No. 123(R)). It applies the fair value recdigmi provisions of SFAS No. 123(R) using the maati
prospective transition method.

Under the modified prospective transition methooinpensation expense is recognized for all shase=d payment awar

granted prior to, but not yet vested as of Jan@a3006 based on the graddte fair value estimated in accordance with

original provisions of SFAS No. 123, Accounting for Stock-Based Compensatibtn addition, stockbased compensatic

expense for all share-based payment awards nevdydad after January 2, 2006 is based on the glastfair value estimate

in accordance with the provisions of SFAS No. 193Fbmpensation expense related to shased awards, net of a forfeitt

rate, is amortized on a straight-line basis over rdquisite employeeservice periods in selling, general and adminiiste:

expenses in the consolidated Statements of Opesafio accordance with the classification of theated employees’
compensation and benefits. The Company estimatedotffieiture rate, volatility and expected life falt awards based on |

experience during the preceding fiscal years. Tikerést rate is based on the 10-year treasury bond.
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Total stockbased compensation expense was $1.3 million arigiriillion for the fiscal years ended December 2B)& ani
December 30, 2007, respectively. As of DecembeR@88, there was $1.7 million of unrecognized conspdion cost related
unvested awards that is expected to be recognizedaoweighted-average period of approximately fears.

Prior to April 4, 2007, options to purchase comnsbares were granted with an exercise price equaletaverage of the hi
and low market price of the Compasycommon shares on The NASDAQ Global Market ond#te of the grant. Effecti
April 4, 2007, the 2005 Incentive Stock Plan waenaded to provide that the fair value for futureiaptgrants would be tl
closing price of the common shares on The NASDA@b&l Market on the date of the grant. Substantiallyof the option
become exercisable between one to five yearstaiegrant date and generally expire ten years flengrant date.

During the fiscal year ended December 28, 2008 Gbmpany awarded 50,000 nwasted common shares to employees
weighted average value per share of $1.10. Thevasted common shares vest ratably two years frengithnt date.

4. Comprehensive Income (Loss)

Comprehensive income (loss) for fiscal years 2@08,7 and 2006 is as follows:

2008 2007 2006
Net income (loss $ 3,01¢ $ 5,08¢ $ (30,539
Foreign currency translation adjustment (1,31 1,915 344
Unrealized (loss) gain on derivative contre (1,539 793 —
Total comprehensive income (lo¢ $ 165 $ 7,79¢ $ (30,19)

(1) The foreign currency translation adjustments idisyear 2008, 2007 and 2006 relate to the impad¢he change |
exchange rates on net assets located outside bfriited States

5. Significant Clients
The Company’s ten largest clients collectively aoted for 90% of the Comparsytevenue in fiscal years 2008 and 2007

88% in fiscal year 2006. Clients that were indivatly responsible for 10% or more of the Compamgvenues for fiscal ye:
2008, 2007 and 2006 were as follows:

2008 2007 2006
United Parcel Services, In 25.1% 23.€% 15.5%
Verizon Wireles: 21.C 19.€ 17.4
WellPoint, Inc. 12.F 16.1 19.F
Medco Health Solutions, In 11.F 9.7 8.8
Total 70.1% 69.(% 61.2%

Accounts receivable related to these significai®ntt as a percentage of net accounts receivaldhes &nd of fiscal year 20
and 2007, respectively, were:

Percent of Net
Accounts Receivable

2008 2007
Verizon Wireless 29.8% 19.%%
Medco Health Solutions, In 16.4 12.5
United Parcel Services, It 15.t 11.1
WellPoint, Inc. 6.5 18.¢
Total 68.2% 62.4%
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6. Supplemental Balance Sheet Data

December 2€ December 3C

Consolidated Balance Shee 2008 2007
Prepaid expenses and other as $ 2,92¢ $ 5,26¢
Non-trade receivable 58€ 703
Other current asse $ 3,51¢ $ 5,971
Accrued worker compensatiol $ 1,53¢ $ 2,08¢
Accrued severanc 1,372 —
Deferred ren 1,071 1,02:
Accrued professional fet 767 644
Unrecognized loss on forward contra 69t —
Accrued property ta 25€ 332
Restructuring charge 54 1,75¢€
Other accrued liabilitie 4,757 2,20¢
Accrued liabilities $ 10,50¢ $ 8,052

7. Restructuring and Other Charges
Severance Charge

The Company recorded $3.5 million of severancegdmm fiscal 2008 related to changes in the Coryigagxecutive team a
operational and administrative positions. In Jan2f08, Robert Keller, the Compasyformer President and CEO, annour
his intention to retire. Additionally, several clges in the executive team occurred throughoutitioalfyear. The Company a
eliminated approximately 130 operational and adstiative positions throughout the company. Paymetéding $2.0 milliol
related to severance charges have been made thidecgmber 28, 2008 and remaining cash paymentsl.&friillion are
payable through 2010. Severance charges and rglatadents for fiscal 2008 are not part of a restmireg plan and therefol
they are not included in the restructuring tablespnted below.

Restructuring Charge:

The Company recorded less than $0.1 million ofruestiring charges in fiscal 2008, primarily relatedincremental cos
resulting from delays in subletting space in thenpany’s Tucson, Arizona customer care center.

The Company recorded $1.6 million of restructuriengd other charges in fiscal 2007. The Company uetstred certai
operations which resulted in downsizing spacesiiicson, Arizona customer care center and elimnigaertain administrati
and operations positions. Restructuring and otharges related to this plan were $1.4 million araduded $0.6 million in lea
termination and other costs and $0.8 million inesemce costs related to the elimination of six gwss. During 2007, tt
Company also reversed $0.1 million in lease tertionaand other costs associated with the 2006 uetstring initiatives ¢
operating expenses were lower than originally estuh and recorded $0.3 million in charges relatedits July 200
restructuring as a result of its conclusion thawiit be unable to sublet the remaining unused sgacits corporate office
Deerfield, lllinois.

The Company recorded $2.4 million of restructuramgl other charges in fiscal year 2006. During th&r ythe Company clos
four customer care centers with approximately 9@dkatations. Restructuring and other charges asativith these closul
were $1.8 million comprised of lease terminatiod ather costs of $0.8 million, the write down obperty and equipment
$0.5 million net of reductions from the proceedsfrthe sale of related assets, and severanceafd&dss million related to tt
elimination of 119 administrative and support posis. The Company also recorded additional chanfi&8.9 million related t
the 2005 restructuring as a result of delays irledtibg space in its corporate office, which chargeere partially offset by
reversal of $0.3 million of prior year charges ntlized.

52






Table of Contents

APAC CUSTOMER SERVICES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

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

Cash Payments

Cash payments totaling $1.4 million related to 2083tructuring initiatives have been made througitdnber 28, 200
Remaining cash payments of less than $0.1 millielated to severance costs, are payable through 200

Cash payments totaling $1.8 million related to 26&8ructuring initiative have been made througlddeber 28, 2008 and |
remaining cash charges of less than $0.1 millielated to real estate taxes, are payable throug®. 20

Following is a summary of the fiscal year 2008\dttiin the current and lonterm reserves established in connection witl

Company’s restructuring initiatives:

Lease
Severance  Asset Write-  Obligations and
Costs off Other Total

Restructuring Reserve, January 1, 200 $ 70¢ % —  $ 3,98¢ $ 4,69¢

Total expens 22¢ 501 1,65¢ 2,38¢

Total adjustment (88) (48€) 787 213

Total payment: (839) 5 (3,28¢) (4,119
Restructuring Reserve, December 31, 20( 7 20 3,15( 3,171

Total expens: 77¢ 13 84C 1,632

Total adjustment — (33 2 (32)

Total payment: (459 — (2,559 (3,00%)
Restructuring Reserve, December 30, 20( 333 — 1,43¢ 1,771

Total expens — — 65 65

Total adjustment — — 14 14

Total payment: (308 — (1,48¢) (1,79¢)
Restructuring Reserve, December 28, 2008 $ 25 % — 3 23 8 54
8. Income Taxes
The provision (benefit) for income taxes for fisgahrs 2008, 2007 and 2006 consisted of the foligwi

2008 2007 2006

Current provisior $ 33 $ — $ —
Deferred provision (benefi — (17,56¢) 21,38(

Total provision (benéefit) for income tax $ 33 $ (7569 $  21,38(
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A reconciliation of the statutory federal income &xpense (benefit) to the actual effective incdme expense (benefit) 1
fiscal years 2008, 2007 and 2006 is as follows:

2008 2007 2006

U.S. Statutory tax expense (bene— rate (35%. $ 1,06¢ $ 4,36¢§) % (3,20¢)
U.S. State taxes, net of U.S. Federal benefit taté sredits 63 (450 (359
Work opportunity tax credit (24¢) (5,109 (642)
Reversal of reserv — (17,580) —
AMT credit — (1,029 —
State tax rate adjustme — 354 —
Other 30 51 381
Deferred tax asset adjustm (2,419 — (2,059
Valuation allowance recorde 1,53¢ 10,55: 27,26¢

Actual tax expense (benef $ 33 $ (1756H $  21,38(

The significant components of deferred income &sets and liabilities are as follows:

December 2€ December 3C

2008 2007
Deferred tax asset
Net operating loss and credit carryforwa $ 29,42 $ 28,35(
Depreciatior 3,09¢ 3,31z
Deferred ren 1,60t 90¢
Payroll related item 1,354 1,42¢
Selfinsurance related cos 1,202 1,27¢
Stock compensation exper 55¢ 841
Allowance for doubtful accoun 554 424
Restructuring and other severance cha 441 481
Derivative contract 167 —
Intangible asset 114 51C
Other 532 282
Total deferred tax asse 39,041 37,811
Deferred tax liabilities
Derivative contract — (30€)
Valuation allowanct (39,047 (37,51)
Net deferred tax asse $ — $ —

As of December 31, 2006, the Company was in a cativel loss position for the prior twelve quartefbis was primarily th
result of losses incurred with the exited outboendtomer acquisition business. Forecasted taxabtene based solely
contracts in place at December 31, 2006 and thstimgicost structure did not exceed the amountssacg to fully realize tf
net deferred tax asset within three years or |Bs® to uncertainty in the ability to realize forsetsd earnings a valuati
allowance of $25.2 million had been establishedfaBecember 31, 2006. The valuation allowance regloat December &
2006 was subsequently increased by $2.1 milliomftbe amount previously reported due to a corredipgnincrease in tt
total deferred tax assets at that date. There wasnpact on net deferred tax assets at Decembe2®l5 as a result of t
adjustment in the prior year gross deferred taxtasdn 2007, the Company increased the valuatilowance based up
increased deferred tax assets generated for 2@#vprioss and unused tax credits. The Company isetedhe valuatic
allowance in 2008 due to the net increase in dedetax assets.
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In October 2003, the Company received an $11.6anitash tax refund associated with the weoitefor tax purposes in 20C
of its remaining investment in ITI Holdings, In¢TI). The Internal Revenue Service (IRS) had autiftee Company 2002 ta»
return and proposed an adjustment that would disathis deduction. The Company believed that it kafficient support fo
the deduction and filed an appeal contesting tlpgsed adjustment and requested a hearing witiR8nappeals officer. C
March 27, 2007, the Company received written nedifbn from the Appeals Officer that the IRS hadiewed the technic:
merits of the Companyg’position and was proposing to allow the deduditioits entirety. Based upon the then current stafi
the appeal and the IRSacceptance of the revised technical merits stipgats deduction, the Company believed it was @
likely than not that it would be successful and tin@ deduction would be allowed in full. Therefoitereversed the reserve
$17.6 million, including potential interest, reldt® this issue as of April 1, 2007. On August 3007, the Company receive(
closing letter from the IRS notifying it of the fanable conclusion of the IRS audit.

The Company accounts for income taxes using thet assl liability method. Under the asset and ligbihethod, deferred ts
assets and liabilities are recognized for the &utiax consequences attributable to differencesdstvthe financial stateme
carrying amounts of existing assets and liabilitse®l their respective tax bases. A valuation allmeais recorded whe
management believes it is more likely than not suame portion or all of the deferred tax assetbnwil be realized in the futur
The Companys net deferred tax assets are $39.0 million as eteber 28, 2008, of which $29.4 million relatesn&t
operating losses and tax credits incurred predamilinaver the previous four years.

The federal net operating loss carry forwards expirer the following periods:

Net Operating Loss

Expiration Carryforward
2024 $ 12,61t
2025 13,90:
2026 9,187
2027 12,82:
$ 48,52¢

State tax net operating loss carry forwards of $&@illion expire over the following periods:

Net Operating Loss

Expiration Carryforward
2009 $ 2,28(
2010 1,871
2011 1,074
2012 93z
2013 9

Thereafte 54,53(

$ 60,70:

In addition, the Company has Work Opportunity Tasedits and Alternative Minimum Tax Credits of $&nillion and
$1.3 million respectively. The Work Opportunity T@xedits expire at various periods between 20122428. The Alternativ
Minimum Tax Credit is available indefinitely.

The FASB issued FASB Interpretation 48A¢counting for Uncertainty in Income Taxes: an iiptetation of FASB Stateme
No. 109" (FIN 48) on July 13, 2006. FIN 48 clarifies Statemn&09, “Accounting for Income Taxestb indicate the criterio
that an individual tax position would have to mistsome or all of the benefit of that positiontie recognized in an entig/’
financial statements. In applying FIN 48, an enistyequired to evaluate a tax position using a-$tap process. First, the eni
should evaluate the position for recognition. Anitgnshould recognize the financial statement bigradfa tax position if it
determines that it is more likely than not that plossition will be sustained on examination. Nekg entity should measure t
amount of benefit that should be recognized fors¢htax positions that meet the more-likely-timar-test. The Compar
adopted the provisions of FIN 48 on January 1, 200 adoption resulted in no material adjustmenthie liability for
unrecognized income tax benefits.
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The following table represents the 2008 and 20@ivigcfor uncertain tax positions:

2008 2007

Balance at beginning of peric $ 22C $ 22C
Additions based on tax positions related to theeniryeal — —
Additions for tax positions for prior yea — —
Reductions for tax positions of prior yei — —
Reductions for tax positions related to the curgeyatr — —
Settlement with taxing authoritit — —
Lapse of applicable statute of limitatic — —
Balance at end of peric $ 22C $ 22C

The Company benefits from an income tax holidag &hilippine Economic Zone Authority (PEZA) registt. The Compar
is required to comply with certain financial mesrito qualify for the income tax holiday. The taxitiay for the Alaban
facilities will expire in April 2009. The tax holay for the Cubao facility expires in 2012. The ketiday for the Leyte facilit
expires in 2013.

9. Debt

The Company did not have any long-term debt oudétanas of December 28, 2008. The Company’s lengr dek
outstanding as of December 30, 2007 consistededfolfowing:

December 30, 20C

Term loan $ 14,00(
Total lon¢-term debt 14,00(
Les——current maturitie! 2,40(C
Long-term debt, ne $ 11,60(

As of December 30, 2007, the term loan carried@sterate terms that were the higher of (a) thedboninterbank Offered Re
(LIBOR) or 5.25%, plus (b) 8.25%. The actual Teoan interest rate was 13.5% at December 30, 2007.

On October 31, 2005, the Company entered into arrdied and Restated Loan and Security AgreementatedsLaSall
Credit Agreement) with LaSalle, as agent, and thantial institutions from time to time parties tbi® as lenders. Under -
terms of the Restated LaSalle Credit Agreementalla&greed, among other things, to provide the @om with a $25 millio
revolving loan facility which would have expired @ctober 2008, reduce the interest rates and é#lesr amend the financ
covenants and release the guarantee that had bmadqul by Theodore G. Schwartz.

From March 3, 2006 through December 5, 2006, thetdRed LaSalle Credit Agreement was amended setierasd to modif
financial covenants and other terms of the faciliyd increase the maximum revolving loan limit.den the terms «
Amendment No. 6, LaSalle agreed to increase theérmuam revolving loan limit to $35.0 million on Decéer 5, 2006 ar
ultimately to $37.5 million on April 1, 2007. Thismendment also provided $5.0 million in term debtreasing to $10
million on January 1, 2007 and further increasm212.5 million on April 1, 2007.

On January 31, 2007, the Company and LaSalle ehtete: (i) a Second Amended and Restated LoanSaudirity Agreeme
(Second Restated LaSalle Credit Agreement); anda (Becond Lien Loan and Security Agreement (Sedded Loar
Agreement.) The Second Restated LaSalle Creditekgeat provided the Company with a $27.5 millionalging loan facility
(Revolving Loan Facility) which expires in Octoli#510 and the Second Lien Loan Agreement providedbmpany with
$15 million term loan which matures in January 2QTerm Loan.) The proceeds of the term loan weredu® repa
indebtedness of the Company under the RestatedleaSadit Agreement, as amended.

56




Table of Contents

APAC CUSTOMER SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
(Dollars in thousands, except share data and as alwise indicated)

On February 5, 2007, LaSalle assigned all of ghts and obligations as the agent and lender utihdeSecond Lien Lo:
Agreement to Atalaya Funding Il, L.P. as lender Atmlaya Administrative, LLC, as agent (Atalaya.)

On June 29, 2007, the Company entered into: (i) daneent No. 1 to the Second Restated LaSalle Cepidement; and (ii)
First Amendment to Second Lien Loan Agreement Witdlaya Funding II, L.P. as lender and Atalaya Adistrative, LLC, a
agent (the First Amendments.) Pursuant to the teritee Amendments, LaSalle and Atalaya agreed,ngnoher things,
adjust certain financial covenants including the<mmaim restructuring cash disbursements covenaat=8ITDA covenant, ar
the leverage covenant.

On January 24, 2008, the Company entered intéinigndment No. 2 to the Second Restated LaSalleitCAgdeement; an
(i) a Second Amendment to Second Lien Loan Agregmath Atalaya Funding Il, L.P. as lender and Ats Administrative
LLC, as agent (the Second Amendments). Pursuahetterms of the Second Amendments, LaSalle anldystaagreed, amo
other things, to adjust certain financial covenantduding the maximum restructuring cash disbumsentovenant, the fix
charge coverage covenant, the EBITDA covenant,thedeverage covenant, and add a new capital expeesl covenant.
addition, Atalaya agreed to reduce the voluntagppyment penalty associated with the Term Loamef Term Loan wz
prepaid in full prior to July 1, 2008. As partiabresideration for the Second Amendment by Atalakie, Company issuec
warrant to purchase 512,245 common shares of thep@oy at an exercise price of $1.05 per share affdiate of Atalaya.

On February 29, 2008, the Company entered intdriendment No. 3 to the Second Restated LaSallditCAgreement; ar
(i) a Third Amendment to Second Lien Loan Agreeimeith Atalaya Funding Il, L.P. as lender and Ata@aAdministrative
LLC, as agent (the Third Amendments). Pursuanhéotérms of the Third Amendments, LaSalle and Atalagreed, amol
other things, to adjust the EBITDA financial coveh#o include an add-back to EBITDA for any noash charges related
expenses and costs incurred in connection withidtieement or termination of any of the officersmanagers of the Compa
In addition, the period of time during which the@gany could voluntarily prepay the Term Loan wittalaya in full for i
lower prepayment penalty was changed. The Compaaly umtil May 30, 2008 rather than June 30, 2008ntike such
prepayment. As consideration for the Third Amendiwdry Atalaya, the Company agreed, among othegshito reduce tt
exercise price on the warrant to purchase 512, p4%mon shares of the Company previously issued taffdiate of Atalay:
from $1.05 per share to $.90 per share. Atalayakercised all of their warrants on a cashlessshaghe first fiscal quarter
20009.

Interest rates on the Compasyjorrowings under the Revolving Loan Facility withSalle during the period of December
2007 to May 5, 2008 ranged from 5.25% to 7.50%erkgt rates on the Compasyorrowings under the Term Loan v
Atalaya during the same period ranged from 13.5%#t0%.

On May 5, 2008, the Company entered into a Revgl@redit and Security Agreement (Revolving Loaneement) with PN
Bank National Association (PNC), as agent, andfih@ncial institutions from time to time partiesetieto as lenders. T
Revolving Loan Agreement provides the Company wit40.0 million revolving loan facility which exgis in May 201:
Borrowings under the Revolving Loan Agreement wesed to repay in full the CompasyRevolving Loan Facility and Te
Loan.

On June 26, 2008, the Company entered into an amemd(the Amendment) to the Revolving Loan Agreenierconnectio
with the syndication of that facility. Pursuant ttte terms of the Amendment, the Company and PN@eagto amend tl
definitions of applicable margin, obligations, ambilled eligible receivables.

The Companys ability to borrow under the Revolving Loan Agresrhdepends on the amount of eligible accountsvaicke
from its clients. The Revolving Loan Agreement @mé certain financial covenants including limits the amount of capit
expenditures and maintenance of a minimum fixedggh@overage ratio. Other covenants in the Revgltioan Agreeme
prohibit (with limited exceptions) the Company fromcurring additional indebtedness, repurchasintstanding commc
shares, permitting liens, acquiring, selling orpdising of certain assets, engaging in certain merged acquisitions, payi
dividends or making certain restricted payments.
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Borrowings under the Revolving Loan Agreement inautoating interest rate based on the LIBOR incite or an alterns
base rate which approximates the prime rate defim¢lde Revolving Loan Agreement subjecting the @any to interest ra
risk and requires a $5.0 million interest rate leedg August 2008, the Company entered into a padf/ receive floatin
interest rate swap for a $5.0 million notional amiburhe objective of the swap is to mitigate theiakaility in cash flow:
resulting from changes in the LIBOR rate. The iastrrate swap does not meet the criteria to beuated for as a hedge ¢
therefore, the unrealized gain of $0.3 million &ecember 28, 2008 was recorded as a componédntesést expense in t
Company’s Statement of Operations.

The Revolving Loan Agreement is secured principalya grant of a first priority security interest all of the Company’
personal property, including its accounts receigabi addition, the Company pays a commitment fe¢he unused portion
the Revolving Loan Agreement as well as fees ostantling letters of credit.

In addition to borrowing against its eligible recabdles, the Company may borrow an additional $4lom which is supporte
by a letter of credit (Credit Enhancement LetteCoédit) which was provided by TCS Global Holdings. (TCS), an affiliat
of Theodore G. Schwartz, the Compa¥hairman and principal shareholder. The face amofithe Credit Enhancem:
Letter of Credit may be reduced or entirely releabg PNC under certain circumstances after PNCivesehe Companyg’
audited financial statements for the fiscal yeadeehDecember 28, 2008, and if the Company achieeeain financial ratic
and EBITDA and meets certain minimum availabilityegsholds under the Revolving Loan Agreement. Bagsoh thi
Companys performance against these requirements, the Gomguaticipates the Credit Enhancement Letter ofdi€r be
entirely released by PNC by the end of the firgrtgr of 2009.

In connection with the issuance of the Credit Emeament Letter of Credit, the Company and TCS edtdrgo ¢
Reimbursement and Security Agreement, dated Mag®)8 (Reimbursement Agreement). Under the termstha
Reimbursement Agreement, the Company paid $0.20milh fees to TCS which are being amortized okerterm of the Crec
Enhancement Letter of Credit. Additionally, the Gmny pays TCS for providing the Credit Enhancenietter of Credit a
amount which varies depending on the amount ofdvarngs under the Revolving Loan Agreement. PNOnigtled to draw o
the Credit Enhancement Letter of Credit under @etacumstances. In such event, the Company igatgld to reimburse T(
for the total amount so drawn. Any unpaid reimboreet amounts due under the Reimbursement Agreeimeunt interest ¢
floating interest rate based on the LIBOR index rdthe Companyg obligations under the Reimbursement Agreemer
secured principally by a grant of a second priosggurity interest in all of its personal propeibgluding accounts receivak
The Reimbursement Agreement also contains covesabttantially identical to the covenants contaiimethie Revolving Loa
Agreement.

Borrowings under the Revolving Loan Agreement tda$b6.1 million as of December 28, 2008. The weidtdverage intere
rates on the Compars/'borrowings with PNC and TCS for the period of M&y2008 through December 28, 2008 v
approximately 5.3% under the Revolving Loan Agreemmand 5% under the Credit Enhancement Letter @diCr The
Company had $22.2 million of unused borrowing c@gamder the Revolving Loan Agreement as of Decenf8, 2008. Tt
Company was in compliance with its financial covesas of December 28, 2008.

At the end of fiscal 2008, we had approximately .$34illion in undrawn, committed capacity under drevolving Loal
Agreement, of which $22.2 million was available éisipon borrowing base calculations. We are not@awhany issues wi
our lenders which might cause funds not to be alglfor us to draw upon under the terms of ourdRénvg Loan Agreement.

The Company expects that its cash balances, cashffom operations and available borrowings underRevolving Loa
Agreement will be sufficient to meet projected @igrg needs, fund any planned capital expendituaes, repay de
obligations for the next twelve months. The Conmyarcash flow is significantly impacted by its atyilto collect its clients’
accounts receivable on a timely basis. To the éttext the Compang’ business with a single client or small group lafnts
represents a more significant portion of its revena delay in receiving payment could materiallyl @dversely affect tl
availability of cash to fund operations. A signéitt change in operating cash flow or a failureustain profitability could hay
a material adverse effect on the Companiguidity and its ability to comply with the cavants in its Revolving Lo
Agreement. In addition, the Compasyfailure to adhere to the financial and other cawes could give rise to a default ur
the Revolving Loan Agreement which would have aeariak adverse effect on the Compasjifuidity and financial conditio
There can be no assurances that the Company wilbbeto meet the financial and other covenantisirRevolving Loa
Agreement.
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10. Commitments and Contingencies
Lease Commitment

The Company leases its customer care centers, tirative offices and certain equipment under ofiegdeases. Rent expel
for fiscal years 2008, 2007 and 2006 was $7,902587and $5,481, respectively.

On October 10, 2006 the Company sold its Cedard?apawa facility in a saléeaseback transaction that resulted in a net
of $0.8 million. In accordance with SFAS No. 28\tcounting for Sales with Leasebdcithe gain has been deferred an
being amortized over terms based on the indivithede-back agreements.

Minimum future rental payments for real estate aglipment, including common area maintenance comemts, &
December 28, 2008, are as follows:

Operating
Leases
2009 $ 8,371
2010 6,69¢
2011 4,79:
2012 4,09t
2013 2,931
Years thereafte 8,37¢
Total payment: $ 35,27:

Telecommunications Commitments

The Company has contracts with its telecommunioatjgroviders that require certain minimum usagé gaar of the contra
At December 28, 2008, the commitments under thestacts are as follows:

Total
2009 $ 3,621
2010 1,71¢
2011 1,46
Total commitment: $ 6,80

Legal Proceeding:

The Company is subject to lawsuits, governmentatstigations and claims arising out of the nornmiduct of its busines
Management does not believe that the outcome ofpamgling claims will have a material adverse effattthe Company’
business, results of operations, liquidity or ficiahcondition. Although management does not belithat any such proceed
will result in a material adverse effect, no aseueato that effect can be given.

On or about February 10, 2009, the Company wasedanith a purported class action complaint filedosrabout February
2009. The complaint was filed in the Circuit Coofthe Nineteenth Judicial Circuit, Lake Countyinbis against the Compar
all of its directors and Tresar Holdings LLC (“Te&§. The complaint alleges that the directors breacheit fiduciary duties ¢
good faith, loyalty, fair dealing and due care. Toenplaint also alleges th@itesar and Theodore G. Schwartz aided and al
the directors in breaching their fiduciary duti€se action is in its very early stages and has/abbeen certified by the court
a class action. The Company believes that the aintps without merit and intends to defend thedaivvigorously.
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11. Shareholders’ Equity

The authorized capital stock of the Company cossit 200 million common shares, $.01 par value gare, of whic
50,783,312 were issued as of December 28, 20085@muillion preferred shares, $.01 par value parshof which no shar
have been issued. In fiscal years 2008 and 20@&urg shares of 46,234 and 200,045 were issuedghrthe Companyg’
Incentive Stock Plan.

12. Earnings Per Share

Basic earnings per share are computed by dividireg @ompanys net income (loss) by the weighted average nurof
common shares outstanding. Diluted earnings peesii@ computed by dividing the Compaayet income by the weight
average number of shares and dilutive potentialnsomshares outstanding during the period. The itpaany potentiall
dilutive securities is excluded from the computatior fiscal years 2006 as the Company recordeet oss for this period. Tl
following table sets forth the computations of bamid diluted earnings per share:

2008 2007 2006
Net income (loss $ 3,01¢ $ 5,08¢ $ (30,539
Weighted average common shares outstan 50,42+ 49,80( 49,45¢
Income (loss) per she—basic $ 0.0¢ $ 0.1c $ (0.62)
Effects of dilutive securitie 53 2,21¢ —
Weighted average common and common equivalent sloaitstandiny 50,477 52,01¢ 49,45¢
Income (loss) per she—diluted $ 0.0¢ $ 0.1c $ (0.62)

In fiscal year 2006, approximately 268,500 optiorese excluded from the computation of diluted Ipss share because tl
would have been anti-dilutive. At December 31, 2@@gions to purchase common shares and vested common shal
totaling 7.6 million at prices ranging $0.00 to $®Bper share were excluded from the 2006 calaumati

13. Stock Awards

The Amended and Restated 2005 Incentive Stock f&an) adopted on April 4, 2007 replaced and swukrd the 20(
Incentive Stock Plan. Under the Plan, directorficerfs, key employees and non-employee consultawag be granted non-
qualified stock options, incentive stock option®ck appreciation rights, performance shares ancksawards, as determir
by the Compensation Committee of the Board of Dinex Prior to April 4, 2007, options to purchasemenon shares we
granted with an exercise price equal to the avedddbe high and low market price of the Compangbmmon shares on 1
NASDAQ Global Market on the date of the grant. Effee April 4, 2007, the Plan was amended to previtat the fair valt
for future option grants would be the closing prafethe common shares on The NASDAQ Global Marketle date of tt
grant. A total of 11.8 million shares have beerhatzed for grant under the Plan. At December Z8)82 2.5 million share
were available for future grant under the Plan. &kercise price of stock options granted underlam may not be less tt
100% of the fair market value of the common shareshe date of grant. Options under the Plan expiréater than 10 yes
after date of grant.

Effective in the third quarter of fiscal year 20@8¢ option program for noemployee directors was revised. Under the re
program, each director receives four quarterly grasf an equal number of options. The number ofoogt granted
determined once each year by dividing $90 by therage fair market value of the stock for the presigear. The exercise pr
is the fair market value of the underlying stocktbe date of the grant. In fiscal years 2008, 2a6d@ 2006, noremploye:
directors received an aggregate of 256,852, 267ah82420,112 options, respectively.
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The Company estimated the fair value of its newntggraising the Black-Scholes optipnieing model with the followin

assumptions:

For the Fiscal Year Ended

December 28, 200:i

Non-vested
Options Common Share:
Expected volatility 81-93% N/A
Risk-free interest rat 2.14-3.9% N/A
Expected life in year 2.11-2.4C N/A
Annualized forfeiture rat 14.8% 14./%
Weighted average grant date fair va $ 0.5€ $ 1.1C
Stock Option Activity
Stock option activity under the Plan for fiscal ggea008, 2007 and 2006 was as follows:
Weighted
Grant Price Average Aggregate
Range Exercise Price Intrinsic

Description Shares Per Share Per Share Value
Outstanding as of January 1, 2( 7,674,29°  $0.85-$38.1: $ 2.4¢
Granted 720,11: 1.80-2.8¢ 2.21
Exercisec (41,000 1.55-3.57 2.1C
Cancellec (1,091,441 1.35-38.1: 3.61
Outstanding as of December 31, 2( 7,261,96!  $0.85-$16.7¢ $ 2.1t
Granted 532,19: 2.43-4.7: 3.47
Exercisec (501,329 .86—3.57 1.4¢€
Cancellec (797,43) .86—16.7¢ 2.91
Outstanding as of December 30, 2( 6,495,39(  $0.85-$11.6: $ 2.22
Grantec 3,371,59  $ 0.79-%2.1¢ 1.1¢
Exercisec (450,25() .85-1.3¢ 0.9C
Cancellec (2,838,48) 79-11.5¢ 2.1C
Outstanding as of December 28, 2( 6,578,26. $0.79-%$11.6: $ 1.81 $ 19243
Stock options exercisable at December 28, & 2,99536. $0.86-%$11.6: $ 22z $ 85,09¢

The weighted average grant date fair value of ogtigranted in fiscal years 2008, 2007 and 2006%@a66, $1.27 and $0.

per share, respectively.
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The following table summarizes information concegnstock options outstanding as of December 283200

Per Share Exercise Price Range Total

$.7¢-$1.21 $1.25-$2.34 $2.45-$11.6¢ $.7¢-$11.63
Outstanding as of December 28, 2( 2,854,60! 2,226,59: 1,497,06; 6,578,26.
Weighted average remaining te 7.9t 7.1¢ 4,51 6.91
Weighted average exercise pr $ 1.04 $ 1.6€ $ 3.5 $ 1.81
Exercisable as of December 28, 2( 743,39: 1,088,35 1,163,61. 2,995,36.
Weighted average remaining te 4.62
Weighted average exercise pr $ 0.91 $ 1.6¢ $ 3.5¢€ $ 2.22

Nor-vested Common Share Activity

Non-vested common share grant activity for fiscal y2@08 was as follows:

Description Shares

Outstanding as of December 30, 2( 366,75¢
Granted 50,00(
Exercisec (313,759
Cancellec (50,000
Outstanding as of December 28, 2( 53,00(

The weighted average grant date fair value of nestad common shares granted in fiscal year 200849
14. Benefit Plans

In October 1995, the Company adopted a 401(k) saviplan. Employees meeting certain eligibility reeonents ma
contribute up to 15% of pretax gross wages, sulbgecertain restrictions. The contribution percgetavas increased to 25%
fiscal year 2005. The Company also sponsors aquatified retirement plan (Select Plan) for sen@mployees. Tho
employees meeting the eligibility requirements aingéd therein may contribute up to 25% of theisdoavages across the 401
(k) plan and the Select Plan, subject to certatrictions. The Company makes matching contribgtioh50% of the first 6%
an employee’s wages contributed to these plans.p@oynmatching contributions vest 20% per year eviéveyear period. Fc
fiscal years 2008, 2007 and 2006 the Company madehing contributions to the plans of $553, $53d $458, respectively.

15. Related Party Transactions

The Company has a $124,000 investment in 2001 Dpwednt Corporation, a communityiented economic developm
company in Cedar Rapids, lowa, of which Thomas Mlli@s is the President. Mr. Collins was a memb&the Board c
Directors of the Company until his retirement imd2007. Mr. Collins owns no interest in 2001 Depehent Corporation.

In addition to borrowing under the Revolving Loagraement with PNC, the Company may borrow an aatditi $9.0 millio
which is supported by a letter of credit (CredihBncement Letter of Credit) which was provided BSTGlobal Holdings, L.I
(TCS), an affiliate of Theodore G. Schwartz, therpany's Chairman and principal shareholder. The face atafuthe Cred
Enhancement Letter of Credit may be reduced orentieleased by PNC under certain circumstances BNC receives tl
Companys audited financial statements for the fiscal yeaded December 28, 2008, and if the Company achiegdail
financial ratios and EBITDA and meets certain mimimavailability thresholds under the Revolving Losgreement. Bast
upon the Compang’performance against these requirements, the Gongdicipates the Credit Enhancement Letter oflif
to be entirely released by PNC by the end of tte €juarter of 2009.
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In connection with the issuance of the Credit Emeament Letter of Credit, the Company and TCS edtanto ¢
Reimbursement and Security Agreement, dated Mag®)8 (Reimbursement Agreement). Under the termstha
Reimbursement Agreement, the Company paid $0.2omiih fees to TCS which are being amortized olaerterm of the Crec
Enhancement Letter of Credit. Additionally, the Gmany pays TCS for providing the Credit Enhancenietter of Credit a
amount which varies depending on the amount ofdwangs under the Revolving Loan Agreement. The Camyppaid $0.
million to TCS in fiscal year 2008 for fees relatedhe Credit Enhancement Letter of Credit. SeteMdor more information.

16. Reclassification
Certain amounts reported in fiscal years 2007 &6 have been reclassified to conform to the 2068gmtation.
17. Fair Value Measurements

The Company adopted SFAS 157 “Fair Value Measurésheas of December 31, 2007, with the exception ofaghy@ication o
the statement to non-recurring, nfimancial assets and liabilities which becomesaifie December 29, 2008. The adoptio
SFAS 157 did not have a material impact on the Gomwis fair value measurements. SFAS 157 defines fairevas the pric
that would be received to sell an asset or patdatasfer a liability in the principal or most adtageous market for the asse
liability in an orderly transaction between marlgatrticipants at the measurement date. SFAS 15bliséias a fair valt
hierarchy, which prioritizes the inputs used in g fair value into three broad levels as fobow

* Level 1- Quoted prices in active markets for identical essetiabilities.
« Level 2—Inputs, other than the quoted prices in active mitztkthat are observable either directly or indiye:
* Level 3— Unobservable inputs based on the Com's own assumption

The following table presents the fair value hiehgréor those assets and liabilities measured aw/fdie on a recurring basis
of December 28, 2008:

Fair Value Measurements at December 28, 20

Level 1 Level 2 Level 3
Cash and cash equivalents $ 61€ $ — $ =
Foreign currency contracts, net liability! $ — $ 434 $ —
Interest rate swap, net liability( $ — $ 25¢ $ —

(1) Cash and cash equivalents: The carrying amoutiesktitems approximates fair value at period

(2) Foreign currency contracts: The carrying amtoof these items is based on valuations providgdhle counteparty
institution, but there are no guaranteed sellinggsrfor these forward currency contra

(3) Interest rate swap: The carrying amount & ttem is based on a valuation provided by thentenparty institution, bt
there is no guaranteed selling price for this casit

The carrying amounts of accounts receivable, adsquayable and short-term debt approximate fainexal
18. Subsequent Events

On January 29, 2009, the Company received a profrasa Tresar Holdings LLC, an affiliate of Theo@o6. Schwartz, tt
Companys Chairman and principal shareholder, to acqulirefahe outstanding shares of common stock ofGbenpany othe
than those shares held by Theodore G. Schwartzenain related holders. The CompanBoard of Directors formed a spe
committee of independent directors to review thappsal.
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On or about February 10, 2009, the Company wasedenith a purported class action complaint filedoorabout February
2009. The complaint was filed in the Circuit Coofthe Nineteenth Judicial Circuit, Lake Countyinbis against the Compat
all of its directors and Tresar Holdings LLC (“Teey. The complaint alleges that the directors breachet fiduciary duties ¢
good faith, loyalty, fair dealing and due care. Eoenplaint also alleges that Tresar and Theodor@cBwartz aided and abet
the directors in breaching their fiduciary duti€se action is in its very early stages and has/abbeen certified by the court
a class action. The Company believes that the cimps without merit and intends to defend thedaitvvigorously.

On March 9, 2009, the Company announced that teeigpcommittee of its Board of Directors and Tredaldings LLC ha
jointly agreed not to further pursue Tresar Hold' proposal to acquire the remaining outstandingreshaf the Company’
common stock not currently held by Theodore G. Sutwy the Compang’ Founder and Chairman, and certain related ha
Tresar Holdings withdrew its proposal.

19. Quarterly Data (Unaudited)

The following is a summary of the quarterly resat®perations, including income per share, for@wenpany for the quartel
periods of fiscal years 2008 and 2007:

First Second Third Fourth Full
Quarter Quarter Quarter Quarter Year
Fiscal year ended December 28, 2008:
Net revenue $ 63517 $ 60,71 $ 5924: $ 6532¢ $ 248,79
Gross profit 7,771 10,73: 10,07! 12,27: 40,84¢
Operating income (los! (3,139 2,46¢ 2,26¢ 5,46¢ 7,062
Net income (loss (4,02¢) (63) 2,00t 5,10¢ 3,01¢
Net income (loss) per sha
Basic $ (0.08) $ 0.0C $ 0.04 $ 0.1C $ 0.0¢
Diluted $ (0.05 % 0.0C $ 004 $ 0.1C $ 0.0¢
Fiscal year ended December 30, 2007:
Net revenue $ 5238 $ 5381¢ $ 5682( $ 61,66( $ 224,68
Gross profit 6,317 4,09( 4,521 5,87t 20,80:
Operating los! (1,579 (4,65€) (1,987 (974 (9,19))
Net income (loss 15,21°¢ (5,436 (2,767%) (1,927 5,08¢
Net income (loss) per sha
Basic $ 031 $ 0.1y $ (0.0e) $ 0.0 s 0.1c
Diluted $ 03C $ 0.1y $ (0.06) $ 0.0 % 0.1C

Total quarterly earnings per common share may goglethe full year amount because net income pernwon share
calculated independently for each quarter. Comnimares equivalents can change on a quarteutter basis due to th
dilutive impact on each quarterly earnings per sitalculation.
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Item 9. Changes in and Disagreements with Accountéon Accounting and Financial Disclosure.

We have not had disagreements with our independsgistered public accounting firm regarding accmgtor financial
disclosure matters.

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

Under the supervision and with the participationoaf management, including our principal executifcer and principa
financial officer, we conducted an evaluation of #iffectiveness of our disclosure controls and gulaces (as such term
defined in Rules 13a-15(e) under the SecuritiehBmge Act of 1934, as amended (the “Exchange Aad¥)of the end of th
period covered by this Annual Report on FormKl®Based on such evaluation, our principal exeeutifficer and our princips
financial officer have concluded that, as of thel erfi such period, our disclosure controls and pilaoes are effective i
recording, processing, summarizing and reportimgadimely basis, information required to be diseld by us in the repotr
that we file or submit under the Exchange Act.

Managemen's Report on Internal Control over Financial Repdrtg

Our management is responsible for establishingnaaiditaining adequate internal control over finahggorting (as such ter
is defined in Exchange Act Rules 13a-15(f) and 15¢f). Under the supervision and with the parétipn of our managemer
including our principal executive officer and prijpal financial officer, we conducted an evaluatmfnthe effectiveness of ol
internal control over financial reporting based the framework ininternal Control—Integrated Frameworissued by thi
Committee of Sponsoring Organizations of the Tremd@ommission. Based on our evaluation under gmadxork inlnternal
Control—Integrated Frameworlgur management concluded that our internal comtvet financial reporting is effective as
December 28, 2008. The effectiveness of our interoatrol over financial reporting as of Decemb8r 2008 has been audit
by Ernst & Young LLP, an independent registeredlipidrcounting firm, as stated in their report whis included elsewhere
this Annual Report on Form 10-K.

Inherent Limitations on the Effectiveness of Conis:

Our management, including our principal executiffecer and our principal financial officer, doestrexpect that our disclosu
controls and procedures or our internal controksrdinancial reporting will prevent or detect att@s and all fraud. A contr
system, no matter how well conceived and operatad provide only reasonable, not absolute, assertrat the objectives i
the control system are met. Further, the desigmaiintrol system must reflect the fact that theeer@source constraints, and
benefits of controls must be considered relativéhiir costs. Because of the inherent limitatiomsall control systems, r
evaluation of controls can provide absolute assirahat misstatements due to error or fraud witlaaxur or that all contrc
issues and instances of fraud, if any, within oampany have been detected.

These inherent limitations include the realitieattfudgments in decisiomaking can be faulty and that breakdowns can c
because of simple error or mistake. Controls can bk circumvented by the individual acts of soresgns, by collusion ¢
two or more people, or by management override efctintrols. The design of any system of controlsaised in part on certa
assumptions about the likelihood of future eveats] there can be no assurance that any desigswedieed in achieving i
stated goals under all potential future conditidPi®jections of any control€ffectiveness in future periods are subject tosti
Over time, controls may become inadequate becausianges in conditions or deterioration in therdegof compliance wit
policies or procedures.

Internal Control Over Financial Reporting

There have not been changes in our internal cootret financial reporting (as such term is defimedRules 13at5(f) and
15d-15(f)under the Exchange Act) during the fourth fiscamer ended December 28, 2008 that have matesdtitigted, or an
reasonably likely to materially affect, our interoantrol over financial reporting.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON INTERNAL
CONTROL OVER FINANCIAL REPORTING

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

We have audited APAC Customer Services, linternal control over financial reporting as céd@mber 28, 2008, based
criteria established in Internal Controllrtegrated Framework issued by the Committee ofnSpong Organizations of t
Treadway Commission (the COSO criteria). APAC Comp Services, Incs’ management is responsible for maintai
effective internal control over financial reportiagd for its assessment of the effectiveness efnat control over financi
reporting included in the accompanying managenseRgport on Internal Control Over Financial RepaytiOur responsibilit
is to express an opinion of the company’s intecaaltrol over financial reporting based on our audit

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversight lo@nited States
Those standards require that we plan and perfoematidit to obtain reasonable assurance about wheffeztive interne
control over financial reporting was maintainechiihmaterial respects. Our audit included obtairdangunderstanding of interi
control over financial reporting, assessing thé fisat a material weakness exists, testing anduatiab the design a
operating effectiveness of internal control, andfgrening such other procedures as we consideredessacy in th
circumstances. We believe that our audit providesagaonable basis for our opinion.

A companys internal control over financial reporting is aopess designed to provide reasonable assuranceliregahe
reliability of financial reporting and the prepaoat of financial statements for external purposesdécordance with genere
accepted accounting principles. A companiyternal control over financial reporting inclsdhose policies and procedures

(1) pertain to the maintenance of records thate@asonable detail, accurately and fairly refleet titansactions and dispositis
of the assets of the company; (2) provide reasenasdurance that transactions are recorded assagcés permit preparati
of financial statements in accordance with gengraticepted accounting principles, and that receipts expenditures of t
company are being made only in accordance withagiziitions of management and directors of the campand (3) provid
reasonable assurance regarding prevention or tidetlction of unauthorized acquisition, use, opatition of the company’
assets that could have a material effect on ttaniiial statements.

Because of its inherent limitations, internal cohtover financial reporting may not prevent or @étmisstatements. Als
projections of any evaluation of effectiveness utufe periods are subject to the risk that contro&sy become inadequ.
because of changes in conditions, or that the degfreompliance with the policies or procedures metgeriorate.

In our opinion, managemestAPAC Customer Services, Inc. maintained, in @terial respects, effective internal control
financial reporting as of December 28, 2008 basethe COSO criteria.

We also have audited, in accordance with the stdsd# the Public Company Accounting Oversight Bo@dnited States), tl
consolidated balance sheets of APAC Customer SEvlac. as of December 28, 2008 and December080,, 2nd the relat
consolidated statements of operations, sharehola@ensity and cash flows for each of the three yearshe period ende
December 28, 2008 and our report dated March 129, 28kpressed an unqualified opinion thereon.

/sl Ernst & Young LLP

Chicago, lllinois
March 12, 2009
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Item 9B. Other Information.
Not applicable

PART IlI
Item 10. Directors, Executive Officers and Corpora¢ Governance.

The information required by this Item (except fdwetinformation regarding executive officers reqadirey Item 401 ¢
Regulation S-K which is included in Part | undee #taption “Executive Officers of Registran®jll be set forth in our Pro»
Statement for the Annual Meeting of Shareholdersadield on June 3, 2009 under the caption “EleaiifoDirectors,”which
information is incorporated herein by reference.

We have adopted a financial code of ethics thatiegppo our Chief Executive Officer and senior fiea@l and accountir
officers. This financial code of ethics is postech mur website. The internet address for our webgit
http://www.apaccustomerservices.camnd the financial code of ethics may be found m lthvestor Relations portion of tl
website. We intend to satisfy the disclosure rezqugnt under Item 10 of Formi8regarding an amendment to, or waiver fr
a provision of this code of ethics by posting sidbrmation on our website, at the address andtiimeapecified above.

Information concerning compliance with Section féhe Exchange Act will be set forth in our Proxtatement for the Annu
Meeting of Shareholders to be held on June 3, 2008er the caption Section 16(a) Beneficial Ownership Repor
Compliance,” which information is hereby incorpeby reference.

Item 11. Executive Compensation.

The information required by this Item will be setth in our Proxy Statement for the Annual Meetrigshareholders to be hi
on June 3, 2009 under the captions “Election ot&wors — Compensation Committee Interlocks andi&ngParticipation’anc
“Executive Compensation,” which information is imporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Qvners and Management and Related Stockholder Matter.

(@) The information concerning the security ownersHipestain beneficial owners required by this Iteitl e set forth in oL
Proxy Statement for the Annual Meeting of Sharebaldo be held on June 3, 2009 under the captiwmnimon Share
Beneficially Owned by Principal Shareholders anchigemen” which information is hereby incorporated by refer!

(b) The information concerning security ownership ofnagement required by this Item will be set forthaar Prox
Statement for the Annual Meeting of Shareholdersb¢oheld on June 3, 2009 under the capti@orfimon Share
Beneficially Owned by Principal Shareholders anchi#gemen” which information is hereby incorporated by refer:

Equity Compensation Plan Informatiol

The following table summarizes the status of comralbares authorized for issuance under our Amendddrestated 20!
Incentive Stock Plan as of December 28, 2008.

Number of Securities to B Number of Securities Remaining Availabli
Issued Upon Exercise 0 Weighted Average Exercise for Future Issuance Under Equity
Outstanding Options,  Price of Outstanding Options Compensation Plans (Excluding Securitie
Plan Category Warrants, and Rights Warrants, and Rights Reflected in the First Column)
Equity compensation plans
approved by security holde 6,578,26. $ 1.81 2,502,84!

Equity compensation plans not
approved by security holde — — _
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Item 13. Certain Relationships and Related Transa@ns, and Director Independence.

The information required by this Item will be setth in our Proxy Statement for the Annual Meetigshareholders to be hi
on June 3, 2009 under the captions “Election ofe&ors” and “Certain Relationships and Related Jaations,”which
information is hereby incorporated by reference.

Item 14. Principal Accounting Fees and Services.

The information required by this Item will be setth in our Proxy Statement for the Annual Meetrigshareholders to be hi
on June 3, 2009 under the caption “Relationshifh Widependent Registered Public Accounting Firmtiich information i
incorporated herein by reference.

PART IV
Item 15. Exhibits and Financial Statement Schedules
(@) (1) Financial Statements

The following financial statements of the Compamg éncluded in Partll, Item 8 of this Annual Repam
Form 10-K:

(i) Report of Independent Registered Public Accountiign for the Fiscal Years Ended December 28, 2
December 30, 2007, and December 31, 2

(i) Consolidated Statements of Operations for the Fiéears Ended December 28, 2008, December 30, 20Q
December 31, 200

(i) Consolidated Balance Sheets as of December 28,&t8®ecember 30, 20(

(iv) Consolidated Statements of Sharehold&xglity for the Fiscal Years Ended December 28, 20@&ember 3
2007, and December 31, 20

(v) Consolidated Statements of Cash Flows for the Fiéears Ended December 28, 2008, December 30, 200@
December 31, 20C

(vi) Notes to Consolidated Financial Stateme

(vii) Quarterly Results of Operations for the Fiscal ¥eanded December 28, 2008 and December 30,
(2) Financial Statement Schedules

The following financial statement schedule is sutedias part of this Annual Report on Forn-K:

(i) Schedule —Valuation and Qualifying Accoun

All other schedules are not submitted because #neynot applicable or are not required under Reignl&-X or
because the required information is included infit@ncial statements or notes thereto.

(3) Exhibits
The exhibits required by Item 601 of Regulatic-K are listed in the Exhibit Index attached her
(b) Exhibits

The response to this portion of Iltem 15 ibrsitted as a separate section of this Annual Regoifform 10K. Se¢
Item 15(a) (3) above

(c) Financial Statement Schedule

The response to this portion of Iltem 15 ibrsitted as a separate section of this Annual Repoifform 10K. Se¢
Item 15(a) (2) above
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SIGNATURES

Pursuant to the requirements of Section 13 or 16{dhe Securities Exchange Act of 1934, the regithas duly caused t
report to be signed on its behalf by the undersigtieereunto duly authorized.

APAC CUSTOMER SERVICES, INC.

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

Dated: March 13, 200!

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persor
on behalf of the registrant and in the capacities @n the dates indicated:

Signature Title Date

/s/ THEODOREG. SCHWARTZ* Chairman of the Board of Directors March 13, 2009
Theodore G. Schwar

/s/ MicHAEL P. MARROW Director, President and Chief Executive Officer March 13, 2009
Michael P. Marrow (Principal Executive Officer)

/s/ ANDREW B. SYAFRAN Senior Vice President and Chief Financial Officer March 13, 2009
Andrew B. Szafrai (Principal Financial Officer)

/s/ bsePHR. DooLAN Vice President and Controller March 13, 2009
Joseph R. Doola (Principal Accounting Officer)

/s/ ONDY K. ANDREOTTI* Director March 13, 2009

Cindy K. Andreotti

/s/ BHN C. KRAFT * Director March 13, 2009
John C. Kraf
/s/ BHASKAR MENON * Director March 13, 2009

Bhaskar Menoi

/s/ DHN J. PARK * Director March 13, 2009
John J. Par
/s] SAMUEL K. SKINNER* Director March 13, 2009

Samuel K. Skinne

s/ DHN L. WORKMAN * Director March 13, 2009
John L. Workmatr

*  Andrew B. Szafran, as attorney in fact for eactsperindicated
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Schedule Il

VALUATION AND QUALIFYING ACCOUNTS

(Dollars in thousands)

Column A Column B Column C Column D Column E
Balance at Charged to Balance at
Beginning of Costs End of
Description Period and Expense  Deductions (a Period
Allowance for doubtful account
Fiscal Year ended December 31, 2I $ 191¢ S 854 % 1,30 $ 1,47:
Fiscal Year ended December 30, 2! 1,47: 562 93¢ 1,097
Fiscal Year ended December 28, 2! 1,097 2,20: 1,86& 1,43t

(@) Represents charges for which the allowance acaeasicreatec
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Exhibit
Number

Exhibit Index

Description

3.1

3.2

*10.2

*10.3

*10.4

*10.5

*10.6

*10.7

*10.8

*10.9

*10.1C

*10.11

*10.12

*10.13

Articles of Incorporation of APAC Customer Servicésc., incorporated by reference to APAC Custc
Services, Incs Annual Report on Form -K for the fiscal year ended January 1, 2C

Second Amended and Restated IByws of APAC Customer Services, Inc., incorporalgdreference |
APAC Customer Services, I's Current Report on Forn-K, dated August 22, 200

Specimen Common Stock Certificate for APAC CustoBenvices, Inc

Warrant to Purchase Common Shares, dated Januar(D8, incorporated by reference to AF
Customer Services, Ir's Current Report on Forn-K, dated January 29, 20C

Amendment to Warrant to Purchase Common Sharesq drebruary 29, 2008, incorporated by referen
APAC Customer Services, I's Current Report on Forn-K, dated March 5, 200t

APAC Customer Services, Inc. Amended and Resta288 thcentive Stock Plan incorporated by refer
into APAC Customer Services, Inc.’s Quarterly Remmr Form 10Q for the fiscal quarter ended April
2007.

Form of NonEmployee Director Stock Option Agreement (revis@®7), incorporated by reference
APAC Customer Services, I's Quarterly Report on Form -Q for the fiscal quarter ended April 1, 20!

Form of Employee Stock Option Agreement (revise@7)0incorporated by reference to APAC Custc
Services, Incs Quarterly Report on Form -Q for the fiscal quarter ended April 1, 20!

Form of Restricted Stock Award Agreement (revis€87), incorporated by reference to APAC Custc
Services, Incs Quarterly Report on Form -Q for the fiscal quarter ended April 1, 20!

APAC Customer Services, Inc. Retirement Plan fari@eEmployees, incorporated by reference to Al
Customer Services, Ir's Annual Report on Form -K for the fiscal year ended December 30, 2(

Amended and Restated Executive Employment Agreeméht Robert J. Keller, dated August 6, 2(
incorporated by reference to APAC Customer Seryites’'s Quarterly Report on Form 1D-or the fisce
quarter ended July 1, 20C

Letter Agreement, dated January 16, 2008, with Robe Keller, incorporated by reference to AF
Customer Services, Ir's Current Report on Forn-K, dated January 17, 20C

Employment Agreement with Pamela R. Schneider,ddatme 1, 2005, incorporated by reference to A
Customer Services, Ir's Quarterly Report on Form -Q for the fiscal quarter ended July 3, 20

Amendment to Employment Agreement with Pamela RinBder, dated August 6, 2007, incorporate
reference to APAC Customer Services, Inc.’s Quigrteeport on Form 1@ for the fiscal quarter end
July 1, 2007

Employment Agreement with James M. McClenahan, datay 9, 2004, incorporated by referenc
APAC Customer Services, I's Quarterly Report on Form -Q for the fiscal quarter ended June 27, 2(

Amendment to Employment Agreement with James M. Mo&han, dated August 6, 2007, incorporate
reference to APAC Customer Services, Inc.’s Quirteeport on Form 1@ for the fiscal quarter end
July 1, 2007

Employment Agreement with George H. Hepburn lltedaSeptember 6, 2005, incorporated by referer
APAC Customer Services, I's Current Report on Forn-K, dated September 15, 20(

Amendment to Employment Agreement with George Hobiien 111, dated August 6, 2007, incorporatet
reference to APAC Customer Services, Inc.’s Quigrteeport on Form 1@ for the fiscal quarter end
July 1, 2007



*10.14 Employment Agreement with Mark E. McDermott, datplril 12, 2004, incorporated by reference
APAC Customer Services, I's Annual Report on Form -K for the fiscal year ended January 2, 2(

*10.1% Amendment to Employment Agreement with Mark E. Mobett, dated August 6, 2007, incorporatec
reference to APAC Customer Services, Inc.’s Quigrteeport on Form 1@ for the fiscal quarter end
July 1, 2007
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Exhibit
Number Description
*10.1€ Employment Agreement with Joseph R. Doolan, dattudry 11, 2006, incorporated by referenc
APAC Customer Services, I's Current Report on Forn-K, dated February 9, 200
*10.17 APAC Customer Services, Inc. Management Incentiham,Pas amended and restated effective Aug
2007, incorporated by reference into APAC Custo®evices, Inc.’s Quarterly Report on FormQCor
the fiscal quarter ended July 1, 20
*10.18 Form of Amended and Restated Employment Securitye@ment, incorporated by reference to Af
Customer Services, Ir's Quarterly Report on Form -Q for the fiscal quarter ended July 1, 20
*10.1¢ Form of Employment Security Agreement, incorporapgdreference to APAC Customer Services, mhc.’
Quarterly Report on Form -Q for the fiscal quarter ended July 1, 20
*10.2C Executive Employment Agreement, dated February2D®8, with Michael P. Marrow, incorporated
reference to APAC Customer Services,'s Current Report on Forn-K, dated February 19, 200
10.21 Amended and Restated Credit Agreement, dated OcBihe2005, incorporated by reference to Af
Customer Services, Ir's Current Report on Forn-K, dated November 3, 200
10. 2: Amendment No.1 to Amended and Restated Credit exgemt, effective as of February 21, 2(
incorporated by reference to APAC Customer Seryibes’s Current Report on FormKg-dated March ¢
2006.
10.2: Amendment No. 2 to Amended and Restated Credit &xgent, effective as of April 2, 2006, incorpor:
by reference to APAC Customer Services,’s Current Report on Forn-K, dated April 27, 200€
10.2¢ Amendment No. 3 to Amended and Restated Credit ékgeat, effective as of June 2, 2006, incorpol
by reference to APAC Customer Services,’s Current Report on Forn-K, dated June 9, 200
10.2¢ Amendment No.4 to Amended and Restated Credit égemt, effective as of October 1, 2(
incorporated by reference to APAC Customer Seryides.’s Current Report on Formk- datec
October 30, 200¢
10.2¢ Amendment No.5 to Amended and Restated Credit éxgemt, dated as of November 10, 2
incorporated by reference to APAC Customer Seryites’s Quarterly Report on Form XD for fisca
guarter ended October 1, 20!
10.2% Amendment No. 6 to Amended and Restated Creditexgeat, dated as of December 5, 2006, incorpc
by reference to APAC Customer Services,’s Current Report on Forn-K, dated December 8 20C
10.2¢ Second Amended and Restated Loan and Security tgmte dated January 31, 2007, incorporate
reference to APAC Customer Services,’s Current Report on Forn-K, dated February 5, 200
10.2¢ Amendment No. 1 to Second Amended and Restated andrSecurity Agreement, dated June 29, -
incorporated by reference to APAC Customer Seryitregs’s Current Report on Formi8- dated July !
2007.
10.3( Amendment No. 2 to Second Amended and Restated &adrSecurity Agreement, dated January 24,
incorporated by reference to APAC Customer Seryidas.’s Current Report on Formkg- datec
January 29, 200¢
10.31 Amendment No. 3 to Second Amended and Restated hodnSecurity Agreement, dated Februan
2008, incorporated by reference to APAC CustomewiBes, Inc.’s Current Report on FormKg-datec
March 5, 2008
10.3:2 Second Lien Loan and Security Agreement, datedaigr8l, 2007, incorporated by reference to Al

Customer Services, Ir's Current Report on Forn-K, dated February 5, 200

10.3: First Amendment to Second Lien Loan and SecurityeAment, dated June 29, 2007, incorporate



10.3¢

10.3¢

10.3¢

reference to APAC Customer Services,’s Current Report on Forn-K, dated July 3, 200°

Second Amendment to Second Lien Loan and Secugtgément, dated January 24, 2008, incorporat
reference to APAC Customer Services,’'s Current Report on Forn-K, dated January 29, 20C

Third Amendment to Second Lien Loan and Securityegment, dated February 29, 2008, incorporatt
reference to APAC Customer Services,’'s Current Report on Forn-K, dated March 5, 200t

Registration Rights Agreement, incorporated by rexfee to APAC TeleServices, Ine.’Registratio
Statement on Form-1, as amended, Registration No-95638.
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Exhibit
Number Description

10.3% Tax Agreement, incorporated by reference to APAQeServices, Incs Registration Statement
Form &1, as amended, Registration No-95638.

10.3¢ Master Agreement for Call Center Services, datdatusry 1, 2003, with Cellco Partnership d/b/a Ven
Wireless, incorporated by reference to APAC CustoB®rvices, Inc.’s Annual Report on Form KCfer
the fiscal year ended December 30, 2(

10.3¢ Amendment Number One to Master Teleservices Agreemeated February 1, 2004, with Ce
Partnership d/b/a Verizon Wireless, incorporateddfgrence to APAC Customer Services, Ind@nnua
Report on Form 1-K for the fiscal year ended December 30, 2(

10.4( Amendment Number Two to Master Teleservices Agregntated March 1, 2005, with Cellco Partner
d/b/a Verizon Wireless, incorporated by referereéAPAC Customer Services, Ing.Annual Report ¢
Form 1(-K for the fiscal year ended December 30, 2(

10.41 Amendment Number Three to Master Teleservices Agese, effective April 1, 2005, with Cell
Partnership d/b/a Verizon Wireless, incorporateddfgrence to APAC Customer Services, Ia@nnua
Report on Form 1-K for the fiscal year ended December 30, 2(

10.4: Amendment Number Four to Master Teleservices Agergmeffective March 31, 2006, with Cel
Partnership d/b/a Verizon Wireless, incorporateddfgrence to APAC Customer Services, In@nnua
Report on Form 1-K for the fiscal year ended December 30, 2(

10.4: Amendment Number Six to Master Teleservices Agregredfective May 17, 2007, with Verizon Servi
Corp, incorporated by reference to APAC CustomewiSes, Inc.’s Annual Report on Form X0for the
fiscal year ended December 30, 20

10.4¢ Master Services Agreement, effective October 28)220with United Parcel Services OASIS Suj
Corporation, incorporated by reference to APAC Gun&r Services, Inc.’s Annual Report on FormKLO-
for the fiscal year ended December 30, 2(

10.4¢ Tampa, Florida Facility Amendment to Master Sersiégreement, effective April 30, 2007, with Uni
Parcel Services OASIS Supply Corporation, incorfemrdy reference to APAC Customer Services, $nc.’
Annual Report on Form -K for the fiscal year ended December 30, 2(

10.4¢ Agreement, dated August 10, 2004, with Unicare L&feHealth Insurance Company, incorporatec
reference to APAC Customer Services, Inc.’s Anndaport on Form 1@ for the fiscal year end:
December 30, 2007. [CONFIDENTIAL TREATMENT REQUESDE

10.4 Amendment Number 1 and Assignment, dated July D52@ith Unicare Life and Health Insural
Company and WellPoint, Inc. , incorporated by refiee to APAC Customer Services, IscAnnual Repo
on Form 1K for the fiscal year ended December 30, 2(

10.4¢ Vendor Agreement for Call Center Services, datquteSeber 26, 2004 with Medco Health Solutions,

10.4¢ Revolving Loan and Security Agreement, dated Mag®)8, among APAC Customer Services, Inc.
PNC Bank, National Association, as agent, and ithential institutions from time to time party therea:
lenders, incorporated by reference to APAC CustoBmwices, Inc.’s Current Report on FornKBeatec
May 6, 2008

10.5( Reimbursement and Security Agreement, dated M@&p68, between APAC Customer Services, Inc.
TCS Global Holdings, L.P., incorporated by refeenc APAC Customer Services, IreCurrent Repa
on Form K, dated May 6, 200¢

*10.51 Employment Agreement with Arthur DiBari, dated Martl, 2008, incorporated by reference to Al
Customer Services, Ir's Quarterly Report on Form -Q for the fiscal quarter ended March 30, 2C

*10.52 Employment Agreement with Andrew B. Szafran, da#ay 12, 2008, incorporated by reference to Al
Customer Services, Ir's Current Report on Forn-K, dated May 14, 200¢



*10.53 Employment Agreement with Robert B. NachwalteredaDctober 31, 2008, incorporated by referen
APAC Customer Services, I's Current Report on Forn-K, dated November 20, 200

73




Table of Contents

Exhibit
Number Description
10.5¢ Indemnification Agreement dated February 18, 20D@orporated by reference to APAC Custo
Services, In(s Current Report on Forn-K, dated February 24, 200
*10.5E Employment Agreement with Mark Anderson, dated Mak8, 2008, incorporated by reference to Al
Customer Services, Ir's Quarterly Report on Form -Q for the fiscal quarter ended March 30, 2C
21.1 Subsidiaries of APAC Customer Services, |
23.2 Consent of Ernst & Young LLF
24.1 Power of attorney executed by Cindy K. Andreotthd C. Kraft, Bhaskar Menon, John J. Park, Thec
G. Schwartz, Samuel K. Skinner and John L. Workr
31.1 Certification of Chief Executive Officer, as adoghtpursuant to Section 302 of the SarbaBekey Act o
2002.
31.2 Certification of Chief Financial Officer, as adogtpursuant to Section 302 of the Sarba@etey Act of
2002.
32.1 Certification of the Chief Executive Officer and i€hFinancial Officer Pursuant to 18 U.S.C. Sectl@%0

as adopted pursuant to Section 906 of the Sar-Oxley Act of 2002

*  Indicates management employment contracts or cosapery plans or arrangemer
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APAC CUSTOMER SERVICES, INC.

Upon written request, the Corporation will furnish to the holder hereof, without charge, a full swtement of all the
designations, praferences, qualifications, limitations, restrictions, and special ar relative rights of the shares of each class of
authorized capital stock: and the variations in the relative rights and preferences determined for each seres; and the
autharity of the Board of Directors 1o fix and determing the relative rights and preferences of a subsequent series.

ASSIGNMENT
The tollowing abbreviations, when used in the inscrption on the face of this cenificate, shad be construed as though they ware wiifhan c.a
in 1ull according to applcable laws or regulatons:

TEM COM- 35 tenants in common LMIF GIFT MIN ACT- _Custogian___ —
TEMN ENT-  as tenants by he enlirelies {Cust) [Miinary
JTTEN-  @s jodnt tenards with
ﬁﬂﬁ‘m surviversip and ke Linson Gl b3 Mnors
not as lenants in comemon At O
{Stata)
UMIETRFMINACT-  Cusioteanjuntilage ]
{Cue)
[ _ urger Lndborm Transfers
{Mnary
10 Minors Act N -
|Staln)
Additing abbreviations may also be usaed thowgh not in the above k=1,
Fon vatue rececred, Aeredy sel?, addegre arnd z‘mrmg/;s- e de
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AFFIY MEDALLION SIGMNATUIAE
GUARANTEE IMPRINT BELOW

ABOVE SIGNATURELS) TO THE ASSIGNMENT MUST COARESPOND WITH
THE MAME AS WRITTEN UPON THE FACE OF THE CERTIFICATE IN EVERY
FARTICULAR, WITHOUT ALTERATION OR ENLARGEMENT, OR ANY CHANGE
WHATEVER

THE SIZNATURE(S) MUST BE GUARANTEED BY AM ELIGIELE GUARANTOR
INSTITUTHON SUCH AS A SECURITIES BROKEAMEALER, COMMERCIAL
BANK. TRUET COMPANY, SAVINGS ASSOCIATHON OR & CAREDIT LUNION
PARTICIPATING N A MEDALLION FROGRAM AFPROVED BY THE
SECURITIES THANSFER ASSOCIATION ING,






Exhibit 10.48
VENDOR AGREEMENT

This Vendor Agreement (“Agreement”) is entered into as of September 26, 2004, by and between Medco Health
Solutions, Inc., a Delaware corporation with offices at 100 Parsons Pond Drive, Franklin Lakes, New Jersey 07417
(the "Company”) and APAC Customer Services, Inc. (“Vendor”), an lllinois corporation with offices at Six Parkway
North, Deerfield, Illinois 60015.
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DEFINITIONS

After Call Work Time shall mean the time spent by Vendor's CSR documenting an Inbound Call after release
by Vendor’'s CSR or disconnection.

Billable Hour shall mean an hour of time chargeable to Company and includes actual Talk Time, After Call
Work Time, Team Meeting Time, periods of time while waiting for a call or while on hold, and break time not to
exceed fifteen (15) minutes per four (4) hours shift.

Business of the Company shall include, but not be limited to, the following businesses (i) third party
prescription drug claims processing business (ii) the marketing of, or consulting as to, prescription drug benefit
plans that use (a) a plastic card at a network of retail pharmacies, (b) mail service pharmacy, or (c) other means;
(iii) the provision of prescription drugs through mail service; (iv) prescription benefit management business or (v)
the practice of pharmacy through the internet, the telephone or other similar means.

Customer Service Representative (_ “CSR”) shall mean Vendor's employees who have been trained by the
Company and Vendor to perform a portion of the Services.

Director of Pharmacy Practice (_ “DPP”) shall mean the person in whose name a Pharmacy License is
registered and who shall have complete authority over all matters regarding compliance with pharmacy standard
operating procedures and compliance with all applicable federal and state law. Notwithstanding the foregoing,
the Company reserves the right to employ its own DPP for the purposes of this Agreement.

Floor Supervisory Staff shall mean employees of Vendor who provide support services other than CSRs, or
who have access to the area where the Services are performed, including, but not limited to, supervisors,
managers, and computer technicians.

Inbound Calls shall mean telephone calls routed by the Company to Vendor’s Call Center for the purpose of
providing the Services.

IT shall mean Information Technology, and refers to those employees and functions that support the software
and hardware systems utilized in the Services.

Non-Compete Employee shall mean employees of Vendor with the job title of (i) Account Manager;
(i) Operations Manager; (iii) Team Lead; (iv) Supervisor; (v) Training Employees or (vi) Quality Assurance
Personnel, or other salaried Vendor Employees or Floor Supervisory Staff who are exclusively dedicated
provide PBM Call Center Services to Company.
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PBM Call Center Services shall mean services that include the receipt and handling of calls pursuant to the
Services described in the Project Schedules attached hereto.

Pharmacist shall mean an individual licensed to practice pharmacy in the state in which such individual is
employed by Vendor. Pharmacists may assist CSRs and/or members with specific questions or any other task
as directed by the DPP.

Pharmacy shall mean the area of Vendor’s facility where pharmacy services are to be performed and which is
licensed as a pharmacy by the State in which such facility is located.

(m) Program shall mean those Services listed in the applicable Project Schedules attached hereto and made a part

(n)

(0)

hereof that are performed by the Vendor for the Company.

Talk Time shall mean the time taken to handle an Inbound Call commencing at the time the Inbound Call is
accessed by the Vendor's CSR and ending when the call is released by Vendor's CSR or is otherwise
disconnected.

Team Meeting Time shall mean time spent by CSRs at meetings at which the agenda concerns the Company’s
programs and/or materials and has been approved by the Company.

(p) Term shall mean the period from September 26, 2004 through September 25, 2009.

(a)

Vendor Employees shall mean CSRs and Pharmacists employed by Vendor and assigned to provide Services
to Company.

SERVICES

Vendor's services will consist of providing certain service assistance and other service assistance on behalf of
the Company to its members or other Company-designated recipients (the “Services”), as more particularly
described on the applicable project-specific schedule(s), which shall be substantially in the form of Exhibit B
attached hereto and which shall, upon execution, be attached hereto and made a part hereof as sequentially
numbered schedules to this Agreement. The Company will route, at the Company’s discretion, Inbound Calls to
Vendor's call center as set forth in the applicable Project Schedule.

Vendor Employees who have been trained by the Company and Vendor to perform the Services will perform the
Services in accordance with the standard operating procedures set forth in the Training Manual, a copy of which
is attached hereto and made a part hereof as Exhibit A.




COMPENSATION

If Vendor timely performs its obligations in accordance with the specifications set forth herein, the Company
agrees to compensate Vendor as set forth in the applicable Project Schedule attached hereto and made a part
hereof. The parties acknowledge and agree that all rates will remain fixed for the initial 3 year Term of this
Agreement
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Payment Terms. Vendor shall invoice the Company at the end of each month for all Services performed
during such month at the rates and pursuant to the terms set forth in an applicable Project Schedule, and
Company shall pay Vendor in full no later than thirty (30) days after the receipt of an undisputed invoice. In
the event of a disputed invoice, Vendor will re-invoice for all undisputed amounts contained in such invoice
and Company shall pay Vendor in full no later than thirty (30) days after the receipt of the undisputed
amount invoice. Vendor will re-invoice, if applicable, a revised invoice once the dispute has been settled.
Company shall pay Vendor in full no later than thirty (30) days after the receipt of the revised invoice.
Company will notify Vendor in writing of any disputes within five (5) business days after receipt of an
invoice. The parties will work together to resolve such invoice disputes. If Vendor does not receive payment
of an invoice by fifty (50) days after the receipt of the invoice, the unpaid balance of any undisputed
amounts will accrue interest at the rate of one and one half percent (1.5%) per month (18% annually),
commencing on the thirty-first (31 st) day after the receipt of the invoice and ending on the date payment is
received. Company will establish procedures for the prompt processing of Vendor invoices; such
procedures to be provided to Vendor in writing.

Taxes. Company shall pay all applicable sales, use, and any other taxes (other than Vendor’'s income
taxes), however designated, which are collected or levied on account of this Agreement. Vendor shall
collect from Company and transmit to the proper authorities all taxes that Vendor is required by law to
collect from Company in connection with this Agreement or the transactions contemplated by this
Agreement. Company shall not be liable for any penalties and/or late fees, which may be imposed if taxes
are not paid by Vendor. Vendor further agrees that Vendor shall indemnify and hold Company, its affiliates,
and agents, harmless for any judgments, fines, costs, penalties, assessments or fees associated with such
required payments.

Billing Reports. With respect to the Services performed by Vendor, Vendor shall invoice Company for the
actual number of Billable Hours completed by Vendor Employees.

Notwithstanding the location(s) where Services will be provided, during the term of this Agreement, Vendor
will provide the Company with weekly reports, which include billing summaries. In addition to the
reports/invoicing procedures outlined in this Section, Company reserves the right to reasonably request
future management, audit, usage or other ad hoc reports, and/or to request changes in reporting
procedures. If Medco requests any supplementary or customized reports requiring Vendor to perform
additional programming work, Vendor may compile such reports and charge Medco for all applicable
programming and other fees, as more specifically set forth in the applicable Project Schedule. Medco shall
pay Vendor the per hour programming fee multiplied by the number of hours required to complete the work.
Before commencing any such additional work, Vendor shall provide Medco with a good faith estimate of the
number of hours of programming required, as well as any other material costs involved. Vendor will not
begin any such work until Medco approves the estimate in writing. Vendor agrees that the source data used
to develop the reports is subject to audit by Company as stated in Section 12(d).




UMBRELLA AGREEMENT; AMENDMENTS

This Agreement shall be an “Umbrella Agreement” which shall apply to projects between the Company and
Vendor involving services of the same or similar type as the Services provided for in Section 1. From time to
time and as mutually determined by the parties, this Agreement may be amended, by affixing hereto additional
Project Schedules (each a “Project Schedule”)(commencing with Schedule B-1 and increasing numerically, B-2,
B-3, as necessary) regarding services to be performed by Vendor and compensation to be paid to Vendor by the
Company, which services, in each case and on each schedule referred to in this Section 3, shall be the
“Services” collectively regarding all such schedules the “Services”. The preceding sentence does not constitute
a commitment by the Company to continue any current arrangements beyond its stated term or to enter into any
future arrangements with Vendor.

VENDOR'’S OBLIGATIONS

Vendor represents, warrants and covenants to the Company:

(a) Chinese Wall . Only those Vendor Employees who have been trained by Vendor and the Company to
perform the Services set forth on the schedules attached hereto are authorized to perform the Services.
Vendor Employees will be dedicated exclusively to the performance of the Services set forth in this
Agreement. Vendor agrees that no Vendor Employee shall be re-assigned to Vendor’s other business
areas or other programs without providing prior written notice to the Company. All information obtained in
connection with performing the Services (including, without limitation, Confidential Material, as defined in
Section 15) shall be utilized for the sole purpose of performing the Services.

(b) Physical Security Requirements . Vendor shall perform the Services in an environment mutually agreed
upon by Company and Vendor and in compliance with Company’s commercially reasonable requests and
applicable law. The aforementioned environment may include, but is not limited to, a request by Company
for Vendor to provide a secure or physically segregated area in which to perform the Services. Vendor
agrees that compliance with any commercially reasonable requests shall not be unreasonably withheld.
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The parties agree to meet and review the physical security of the APAC sites where the services are
performed or will be performed, and agree to develop a Security Standards document which will be
mutually acceptable to both parties. Such review and document completion will be completed no later than
April 1, 2005.

Only those employees of Vendor who are assigned to perform the Services hereunder or who have a valid
business reason for being there shall be allowed access to the portion of the Call Center where the
Services (the “Restricted Area”) are being performed. Each employee of Vendor authorized to access the
Restricted Area will have a unique identification badge which will clearly identify them as an authorized
employee of Vendor. For purposes of this Agreement the term “valid business reason” shall relate to (a) the
management of the call center, or (b) related to the Company project as set forth on the applicable Project
Schedule.

If required by law, or upon mutual agreement by Company and Vendor, any area where potentially
regulated pharmacy services will be performed shall be designated as a “Pharmacy,” and as such, access
shall only be gained with the consent of and accompanied by either the DPP or the DPP’s designee, which
shall be, at a minimum, a Pharmacist. No employee of Vendor shall have a key to a Pharmacy without the
DPP’s consent.

Replacement of Vendor Employee . Upon notice from the Company or Vendor becoming aware of just
cause (just cause includes, but is not limited to, poor quality, ineffective call handling practices, compliance
infractions, evidence of drug possession, distribution or use, conviction of the equivalent of a United States’
state or federal felony crime or any crime related to financial fraud, identity theft, or credit card theft, or is
not proficient in the English language). Vendor shall immediately remove for any reasonable business
related reason any Vendor Employee if, in the Company’s reasonable opinion, the Vendor Employee is
unsatisfactory for the Services requested. Vendor shall use its reasonable best efforts to provide, as soon
as possible, a qualified replacement for such Vendor Employee who is acceptable to the Company.

Vendor Employee Background Checks and Drug Screens . Vendor will, at Vendor’s sole cost and
expense, cause to be performed criminal background checks and 5-panel drug tests (criteria for such 5
panel drug tests are attached hereto as Exhibit (D) on all Vendor Employees who will be performing the
Services or who are permitted access to the area in which the Company’s Services are being performed
under Section 4(b) above. The Company will provide to Vendor Standard Operating Procedures (“SOPs”") in
the form of attached Exhibit E, APAC Background Check SOP 101602, which Vendor shall follow in
conducting criminal background checks and drug screens. The Company must approve the scope of and
service provider(s) who perform the criminal background checks and drug tests, which approval will not be
unreasonably delayed or untimely withheld.
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Upon notice from the Company, Vendor shall immediately remove any Vendor Employee from performing
the Services if, in the Company’s reasonable opinion: (i) the employee in question fails the drug test, or
(ii) information contained in the criminal background check provides the Company with reasonable
suspicion that such employee is not a suitable candidate to perform the Services. Vendor shall use its
reasonable best efforts to provide a qualified replacement for the employee acceptable to the Company as
soon as reasonably possible.

In the event a Vendor Employee working on the Company’s program(s) has not been administered the
appropriate background check or drug screen as defined above, Vendor will pay a penalty of $1,000 per
Vendor Employee not having the appropriate background check or drug screen.

Neither the Services, nor any Vendor supplied materials used in connection with or created by Vendor as a
result of performing the Services, will infringe any patent, copyright, trademark, or any proprietary rights of a
third party or constitutes a misuse or appropriation of a trade secret.

No agreements or obligations exist to which Vendor is a party or otherwise bound, in writing or otherwise,
with any entity which in any way interfere with, impede or preclude Vendor from fulfilling all of the terms and
conditions of this Agreement.

The Services will be provided in a professional manner, and in accordance with the highest standards and
practices, and shall comply with all federal, state, and local laws, statutes, acts, ordinances, rules,
regulations, codes applicable to providing the Services.

During the term of this Agreement, Vendor shall use Vendor’s best efforts to disclose to the Company any
information that has been received by or communicated to Vendor or its employees that in Vendor's
reasonable opinion would have a negative effect on the Company or any of its affiliates as described in the
applicable SOP.

The Vendor shall provide the Company’s management representative(s) with one private office and, at a
minimum, two (2) phone lines with telephone sets, a fax line and fax machine, two (2) modem ports, a PC,
and other office supplies and equipment Company and Vendor agree are necessary to conduct normal
business.

Vendor shall notify the Company within five (5) business days of any change of senior officers or any other
information that is material to Vendor's resident and non-resident pharmacy licenses, provided that
Company has informed Vendor of what information is required and when it is required.

Vendor shall be required to provide reasonable prior notification, and receive written approval of Company,
for any changes to the physical space, lay-out or associated security equipment, which approval shall not
be unreasonably withheld.
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Upon the request by Company for Vendor to perform the Services in the Spanish Language, Vendor
covenants that all CSRs designated to receive said calls shall possess a demonstrated level of fluency in
the Spanish Language. Said fluency shall be reasonably defined by Company and implemented by Vendor
by means which include, but are not limited too: (1) a verbal assessment via telephone by a Spanish-
speaking employee of Vendor to determine confidence in the use of, pronunciation and proper and
complete word choice within, or the response to word problems and scenarios, in the Spanish Language;
(2) a written assessment to determine reading and writing skills and comprehension in the Spanish
Language; (3) an interview in person by a Spanish-speaking employee of Vendor with responses by the
aforementioned CSRs given in the Spanish Language. Detailed notes of the aforementioned Spanish
Language fluency determination shall be kept on file as a part of the records of Vendor employees’ who are
assessed for said fluency. The aforementioned CSRs shall also meet the normal CSR minimum
requirements to perform the Services.

ACCESS TO THE COMPANY'S COMPUTER SYSTEM
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Access Protocol . In connection with Vendor’s access to and use of files within the Company’s computer
system (the “System”), only those Vendor Employee’s who have been delegated to perform the Services,
and meet the necessary back ground and drug testing requirements hereunder will have access to the
System. Access will be directly supervised by both Vendor and the Company’s management. Access will be
determined by the Company.

System Modifications . The Company shall provide Vendor with timely prior notice of any changes to the
System that will require modifications to the Services provided hereunder, and shall provide Vendor with
such assistance (including the provision of instruction manuals) as is reasonably required in connection
therewith.

In no event shall Vendor allow any data residing on the System to be input to, entered, transmitted over,
stored on or otherwise reside on any computer system or terminal or data base of Vendor other than the
terminals, computer system and database specifically dedicated to performing the Services and connected
to the System.

Vendor will disable the diskette drives, and USB ports on the PCs used by CSRs, Pharmacists and other
Vendor Employees to prevent the saving of patient data and any other Company confidential materials to
diskettes or other storage media. Additionally, Vendor will specifically prohibit the saving, printing,
recording, or other means of copying or transmitting patient data and Company Confidential Information in a
means that is easily transportable.

Vendor shall follow the Company’s IT Standard Operating Procedures, in the form of attached Exhibit E,
Medco IT SOPs, with respect to maintaining the Company’s data systems, data security, and systems
attached to the Company’s network as provided by the Company.

Vendor shall provide IT support to ensure that local vendor systems issues, routine maintenance of
Company provided servers, and other related systems do not adversely impact service to the Company’s
customers.
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TRAINING
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New Hire Training. Vendor shall provide new hire training to CSRs, Pharmacists and other employees, as
applicable to handle Inbound Calls (or other types of calls, as applicable) on behalf of the Company, and
Company shall pay the costs associated with such training at the hours and fees set forth in the applicable
Project Schedule. Vendor shall pay for the cost of any additional new hire training required because of
attrition among existing Vendor employees providing the Services. The Full Time Equivalent (“FTE") base
line computation process upon which to establish any future new hire training costs due to such incidents
as ramp up for additional services and/or volumes is attached hereto as an Exhibit F to this Agreement. The
FTE base line will be adjusted as necessary from time to time by mutual consent of the parties.

Ongoing Training. Vendor shall conduct ongoing Company-specific training and skills-based training as
required to meet Company-specified standards of quality service. If the ongoing training is requested by the
Company due to a change in Program Materials (as defined in Section 7, below), implementation of a new
client, modification of the Company’s service delivery system, or other Program change, the Vendor shall
bill the Company at the training rate set forth on the applicable Project Schedule. If the ongoing training is
required by the Vendor to maintain Company-specified standards of quality service, Vendor shall pay for
the cost of training. Vendor shall document, in writing, such ongoing training and shall provide copies of
such written documents to the Company upon request.

Training Materials. Vendor shall use only Company-approved training materials regarding the Company’s
information, product knowledge, customer service policies, computer systems, and other Company specific
modules as defined by the Company.

Supervisor/Manager Training . Vendor shall provide to CSRs who have been promoted to supervisor or
manager coaching and feedback training, that has been approved by the Company no later than two
(2) weeks following such CSRs promotion to the supervisor or manager position. Vendor shall bear the cost
of this training.
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PROGRAM MATERIALS

All materials, scripts, data, results, analyses, reports, software, programming, models, inventions and other
information used or developed in connection with performing the Services, but not including any proprietary
equipment, software, intellectual property or other materials used by Vendor to perform the Services under this
Agreement not specifically developed and paid for by the Company (“Program Materials”), whether provided by
the Company, developed by the Vendor, or otherwise, shall be used or developed by Vendor at the approval
and sole direction of the Company. All Program Materials developed by Vendor will be submitted to and
approved by the Company prior to use and Vendor will use only Company approved Program Materials in
performing the Services. In addition, any information obtained by a Vendor Employee in performing the Services
shall be considered a Program Material.

OWNERSHIP OF PROGRAM MATERIALS

The Company will retain all rights, title and interest, in all intellectual property, including copyright, patent and
trademark, in and to the Program Materials. All Program Materials developed by Vendor shall be considered
Works Made for Hire for the Company, and if any such work does not so qualify as a Work Made for Hire,
Vendor hereby assigns all right, title and interest, including but not limited to copyright, trademark, trade name
and patent rights, in such Program Materials to the Company, effective from the moment of creation, for use in
any and all media, with or without modification, and with or without attribution. Vendor will affix on all Program
Materials, at the Company’s direction, an appropriate copyright or other notice to preserve the copyright or other
interest of the Company or the Company’s assignee.

PROTECTION OF COMPANY BUSINESS

In addition to the requirements set forth in Section 15 herein, Vendor (i) shall not in any manner use its
knowledge of Company’s business for the benefit of any other person or company or divulge to others
information or data concerning Company’s business affairs, including the names of customers, names of
employees, number or character of contracts, marketing strategies and prices, terms or particulars of
Company’s business; and (ii) Vendor shall, in all things and in good faith, protect the good will of Company’s
business and keep confidential its knowledge of such business affairs acquired prior to and during the term of
this Agreement.

NON-SOLICITATION

During the term of this Agreement and for a period of twelve (12) months following its termination, (a) Vendor
shall not solicit or contact any business client (not including the ultimate consumer) of the Company for the
purpose of offering products or services that compete or interfere with the Business of the Company, and
(b) neither party shall directly or indirectly (i) induce or attempt to induce, any employees, agents or other
consultants of the other party and/or its affiliates to do anything from which each party is restricted from doing by
the terms of this Agreement, or (ii) offer or aid others to offer employment to any employees, agents, or other
consultants of either party and/or its affiliates.
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INSURANCE

Vendor will provide and maintain at Vendor's expense at least the following insurance coverage at all times
while this Agreement is in effect.

(&) Workers’ Compensation & Employer’s Liability Statutory Limits

(b) Comprehensive General Liability (including broad form contractual liability coverage for Vendor's
obligations under this Agreement) and Automobile Liability

Each Person Two Million Dollars $ (2,000,000)
Each Accident Two Million Dollars $ (2,000,000)
(c) Excess/Umbrella Liability Ten Million Dollars $ (20,000,000)

This insurance shall (i) be provided by one (1) or more insurance carriers acceptable to the Company and
(i) have the Company as an additional named insured and loss payee, as its interests may appear. On or prior
to this date of this Agreement, Vendor shall provide one (1) or more insurance certificates attesting to this
coverage, which certificates shall provide that the insurer must give the Company not less than thirty (30) days
advance notice of any material change or cancellation of said coverage.

Company shall provide and maintain, at Company’s expense, Pharmacists Errors & Omissions insurance for all
Pharmacists employed by Vendor, with limits of not less than Five Million ($5,000,000) dollars, at all times while
this Agreement is in effect, as well as a “tail” policy for such coverage if and when such coverage is terminated
for any reason (including termination of this Agreement). Vendor and the employed Pharmacists of Vendor shall
be named on such policy as additional insureds. On or prior to the date of this Agreement, Company shall
provide to Vendor with a copy of such policy and any endorsement required to fulfill the requirements set forth
above.

SUPERVISION AND REPORTING

(a) Representatives. Each party shall at all times designate and maintain at least one (1) representative
(“Representative”) responsible for overseeing such party’s performance of this Agreement. Each party may
replace its Representative by written notice to the other party.

(b) Reporting. Vendor's Representative shall provide the Company’s Representative with such reports and
other briefings as the parties may mutually agree, from time to time, request regarding Vendor's
performance of the Services. If Company requests any supplementary or customized reports requiring
Vendor to perform additional programming work, Vendor shall compile such reports and charge Company
for all applicable programming and other fees at the rates set out in the applicable Project Schedule. Before
commencing any such additional work, Vendor will provide Company with a good-faith estimate of the
number of hours of programming required, as well as any other material costs involved. Vendor will not
begin any such work until Company approves the estimate in writing.
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Routine reports not subject to the above, shall include any normal performance reporting, or Company
client related reporting that would normally be required by the Company to fulfill the requirements, written or
verbal, of the Company’s client.

(c) Reporting — Raw Data. Vendor agrees to provide to the Company, at the Company’s request, with the raw
data as gathered by the automated call distribution system utilized for the Services in the Vendor's call site
where the Services are being performed. Vendor further agrees to assist, as necessary and at the fees set
forth in the applicable Project Schedule, with the development of Company generated reports utilizing the
raw data supplied by the Vendor.

(d) Inspection . During normal business hours, the Company shall have the right to inspect all areas of the
Vendor's property where the Services are being performed, as long as said inspection does not interfere
with the business operations of the location and the Company’s Inspection Team announces it arrival to the
Site Manager. The Company has the right to monitor, either real-time or on tape, Vendor's performance of
the Services.

13. INDEMNITY/LIMITATION OF LIABILITY

(@) Indemnity. Each party (“Indemnitor”) shall indemnify and hold harmless the other and its affiliates and any
successor corporation(s) and their respective directors, limited liability company managers, employees, and
agents from all damages, claims, suits, proceedings, losses, penalties, liabilities, and costs (including, but
not limited to, reasonable attorney’s fees) (collectively, the “Claims”), caused by, arising out of, or resulting
in whole or in part from Indemnitor’s breach of this Agreement or failure to perform in accordance with the
terms of this Agreement, negligence, or intentional misconduct.

Vendor's indemnity to Company, shall include Claims sustained by the Company by reason of any
misrepresentation, or negligent or wrongful acts or omissions, or incorrect warranty, or any breach of any
representation or warranty, covenant, agreement, obligation or undertaking in this Agreement by Vendor or
its directors, officers, employees or other representatives, or by any person or entity acting on behalf of or
under control of Vendor (except that this indemnification will not be applicable if such Losses are adjudged
to have been caused solely by Company’s act or omissions) whether in connection with their performance
under this Agreement or not.

Company’s indemnity to Vendor shall include Claims resulting from any act or omission of either party
attributable to the Director of Pharmacy Practice or the Services performed by the other Pharmacists under
this Agreement, Vendor’s reliance upon instructions or directions of Company, Company’s responsibilities
under Section 20(b) below, or Vendor's adherence to Company’s standard operating procedures, training
materials, on-line scripting and other materials or systems provided by Company for use by Vendor in
performing the Services. Company shall also indemnify Vendor from and against all premium charges for
the Employed Pharmacist E&O Policy maintained by Vendor under Section 11. Vendor's indemnity to
Company shall include Claims resulting from the CSR’s performance of the Services of this Agreement,
including any acts and omissions or any misconduct, to the extent not covered by the foregoing indemnity
from the Company.
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No Special Damages. Unless specifically listed in this Agreement, neither party shall be liable to the other
party for any incidental, consequential, special, punitive, or other indirect damages, including, but not limited
to, damages for economic loss or lost opportunities, even if the party had been advised of the possibility of
any such loss and/or, such damages result from the breach of any Agreement.

Limitation on Direct Damages . Any other provision of any Agreement notwithstanding, Vendor’s total
aggregate liability to the Company, whether for negligence, strict liability in tort, indemnification or
otherwise, shall be limited to the direct damages recoverable under law, but not to exceed (i) for Claims
involving bodily injury or death, Five Million Dollars ($5,000,000), or (ii) for any other Claims, the total
compensation payable to Vendor hereunder for any other Claims; provided that Vendor’s liability with
respect to Claims caused by, arising out of, or resulting in whole or in part from a breach of Section 15,
Exhibit G, or a misuse of Confidential Information shall not be limited.

14. TERM; TERMINATION
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The term of this Agreement is from September 26, 2004, to September 25, 2009, unless otherwise agreed
to by the parties in writing.

Termination for Cause . The Company may terminate this Agreement for cause if the Vendor materially
breaches this Agreement and fails to cure such breach within thirty (30) days of written notice of such
breach. With respect to Vendor’'s performance under any Project Schedule, a material breach shall be
defined as Vendor’s consistent failure to achieve all performance guarantees for a consecutive three (3)
month period, taking into account the forecast variances as set forth in such Project Schedule. The Vendor
can terminate this Agreement for cause if the Company materially breaches this Agreement and fails to
cure such breach within sixty (60) days of written notice of such breach. For purposes of this Agreement, a
material breach shall include, but is not limited to, an act or omission which results in non-compliance with
state or federal law, except to the extent attributable to Company under Section 18(b). Company may
terminate this Agreement immediately upon written notice for any breach of Section 15 and Exhibit G of this
Agreement. In the event of a Termination for Cause by the Vendor, the parties agree that no ramp down
period shall apply.

Termination for Convenience . From and after, but not prior to, the second anniversary of this Agreement,
either party may terminate this Agreement for any reason upon ninety (90) days’ prior written notice to the
other party. In the event of such termination, the parties will operate under the ramp down period set forth in
the applicable Project Schedule. All provisions of the Agreement shall remain in full force and effect during
the ramp down period.

Vendor 's Right to Terminate for Non -Payment . In the event that Company has not paid the undisputed
amount due on any invoice within one (1) billing period following the due date of the invoice, Vendor may
notify Company of the intent to terminate the Agreement within thirty (30) days if Company has not satisfied
the past due amount. In the event of such termination, the parties will operate under the ramp down period
set forth in the applicable Project Schedule. The Ramp-Down fees as provided for in Exhibit G shall apply in
the event of a termination for non-payment. All provisions of the Agreement shall remain in full force and
effect during the ramp down period.
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(e) Upon termination of this Agreement, for any reason other than Company’s material breach of Section 3(b)
or 4, Vendor shall cooperate with Company and act in good faith to allow an orderly transition of Vendor’s
services in order to minimize disruption to Company and to its ongoing business. Should such termination
take place, Vendor shall extend to Company, at Company’s request up to an additional one hundred and
twenty (120) day period to properly effectuate the orderly transmission of materials (“Transition Services”).
Company will provide notice of its option to extend the termination within five (5) days of the actual
termination date and the parties shall discuss and mutually agree to any Transition Services and related
costs and fees. This provision shall survive the termination of this Agreement.

Notwithstanding the above, either party may terminate this Agreement at any time upon notice to the other party
if legislation is enacted, regulations adopted or judicial opinion issued, at either the federal or state level that in
such party’s reasonable judgment (“Changed Laws”) would significantly impair Vendor’s ability to perform the
Services under this Agreement. In the event of a termination due to Changed Laws, the parties will observe the
Ramp Down period as described in the applicable Project Schedule.

CONFIDENTIALITY

In connection with performing Services, Vendor, and Vendor's CSRs, Pharmacists and Vendor Employees may
receive Confidential Material (as defined in Exhibit G attached hereto and made a part hereof). Vendor and
Vendor's CSRs, Pharmacists and Vendor Employees agree to, and shall at all times comply with, the provisions
of Exhibit G.

Company understands that it may receive pursuant to this agreement and/or any Project Schedule hereunder
certain material, data, information and other communications that are confidential and proprietary to Vendor and
that are marked as “confidential,” “proprietary,” or the like and/or disclosed in a manner consistent with their
proprietary and confidential nature (hereafter, “Vendor Confidential Material”). Company agrees to, and shall at
all times, maintain Vendor Confidential Information in strictest confidence.

BOOKS AND RECORDS; INSPECTION AND AUDIT

Vendor agrees to maintain accurate books and records in connection with Vendor’s performance of Services
and the procedures followed for maintaining the security, integrity and confidentiality of Confidential Material.
Except for pharmacy records, which shall be maintained in compliance with local, state and federal law, all such
books and records (including without limitation all papers, correspondence, data, information, reports, records
(excluding payroll records), receipts, and other sources of information relating to the work to be performed
hereunder), other than materials or Confidential Material which Vendor returns to the Company, or purges at the
Company’s direction, will be held for a period of one (1) year from completion of Vendor's performance of
Services.
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17.

18.

Representatives of the Company may, at any time, at the Company’s expense, inspect and audit Vendor’'s
compliance with the provisions of this Agreement including Vendor's books and records in connection with
Vendor's performance of Services and Vendor's procedures for maintaining the security, integrity and
confidentiality of Confidential Materials, individual health information and Company assets & equipment.

If an audit determines that Vendor has failed materially to comply with the provisions of this Agreement, the
reasonable costs of the audit shall be borne by Vendor including the direct out-of-pocket costs of such audit.

RELATIONSHIP OF PARTIES

Vendor is an independent contractor in the performance of this Agreement. Nothing herein contained is deemed
to constitute the relationship of partners, joint venturers, or of principal and agent between the parties hereto.
Neither party shall hold itself out to third persons as having the authority to act on behalf of, or as serving as the
agent of the other party. Except as expressly provided for in this Agreement, Vendor will not, without prior
written approval of the Company, undertake any commitments or incur liability on behalf of the Company for any
services or expenditures and the Company will not be liable for any expenses incurred without prior written
approval.

COMPLIANCE WITH LAW

(@) The parties mutually agree that it is their understanding and intent that this Agreement comply with
applicable federal and state laws and regulations (including, but not limited to, HIPAA) and, in its respective
performance of its obligations under this Agreement, each party agrees to use its reasonable commercial
effort to comply with such laws and regulations. This agreement may be changed or modified from time to
time to comply with HIPPA or other applicable Federal and State laws or regulations. In the event there is a
material change in federal or state laws or regulations (including any judicial or regulatory application or
interpretation of such law or regulation) such that the provision of any services or the payment of any
compensation or benefits pursuant to this Agreement would violate applicable law, regulations or
governmental policy, the parties agree to renegotiate this Agreement in good faith to restructure their
relationship to comply with applicable laws, regulations, and governmental policies, and to fulfill, to the
maximum extent possible, the legitimate expectations of both parties on the date of this Agreement. If any
such restructuring is not feasible, either party may terminate this Agreement upon thirty (30) days’ written
notice thereof to the other party.

For purposes of this Section 18, “ HIPAA ” shall mean the Health Insurance Portability and Accountability
Act of 1996 and all regulations promulgated thereunder, in each case as amended from time to time during
the Term.
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Provided that the DPP is employed by Company, it shall be the sole responsibility of Company to inform
Vendor, of any federal, state or local regulations which are specific to Company’s practice of pharmacy and
to which Vendor may be subject, and to advise Vendor, in writing, of any license, permit or approval
specifically related to Company’s business, products or services that Vendor may be required to obtain from
governmental agencies and authorities for Vendor to perform the Services, including those pertaining to
obtaining and maintaining the Pharmacy License and employment of licensed Pharmacists. Additional
provisions with respect to such compliance may be set out in a Project Schedule. Vendor shall perform the
Services in compliance with such requirements, provided, however, that if such provisions materially affect
the cost of such Services, upon request of Vendor, Vendor and Company shall negotiate any increase in
fees due to increased Vendor costs.

19. EXCLUSIVITY

@)

(b)

(©

(d)

During the term of this Project Schedule, Vendor and its Affiliates shall not perform the PBM Call Center
Services (in whole or in part) to, or on behalf of, (1) Caremark, (2) Aetna Pharmacy Management
(APM) and/or (3) Express Scripts (each, a “Top Competitor”) or their Affiliates or successors. The Company
will have the right to replace a Top Competitor with another entity engaged in the Business of the Company
(a “Replacement Company”) upon written notice to Vendor (a “Replacement Notice”), unless Vendor can
demonstrate that Vendor or its Affiliates has been in active negotiation with the Replacement Company
before the Company’s request had been received by Vendor and such active negotiation is certified in
writing to the Company by an officer of Vendor. If the Company replaces a Top Competitor with another
entity, then the Replacement Company shall be considered a Top Competitor and the prohibition set forth in
this Section shall also apply to such Replacement Company and to such Replacement Company'’s Affiliates
and successors. Vendor will then be free to offer PBM Contact Center Services to the replaced company.
On or before the second anniversary hereof, in the event Vendor enters into an agreement to perform the
PBM Contact Center Services on behalf of a Top Competitor, Vendor will provide Company with notice of
such agreement, whereupon the Company may, for a period of thirty (30) days from such notice, elect to
terminate this Project Schedule for convenience.

During the term of this Project Schedule, Vendor and its Affiliates shall not perform PBM Call Center
Services to any entity listed on Exhibit | (i) in any present facility or in any other future building or facility
where Vendor is performing the Services, except as set forth in Section 19(d) herein; and (ii) using any
dedicated infrastructure, dedicated materials, or dedicated equipment used in the performance of the
Services.

During the term of this Project Schedule, Vendor and its Affiliates shall not perform PBM Call Center
Services to any entity listed on Exhibit | using any Non-Compete Employee that works or has worked on the
Services for the period of time such Non-Compete Employee performs the Services and for one year
following the Non-Compete Employee ceasing to perform the Services. In the event a reputable
independent publicly-available source (including, without limitation, Atlantic Information Services (AIS))
indicates that an entity that is doing business in the United States and that is not listed on Exhibit | has
obtained 4 million or more covered lives as a pharmacy benefits manager, upon notice from Company,
Vendor shall add such entity to Exhibit I. In the event a reputable independent publicly available source
indicates that an entity listed on Exhibit | has substantially ceased providing the services of a pharmacy
benefits manager, Vendor may remove such entity from Exhibit I.

In the event that Company requests Vendor to perform the Services in its location in Manila, Philippines, the

requirements of Section 19(b) are waived for the Manila, Philippines location provided that Vendor performs
the Services in compliance with the Physical Security Requirements defined in section 4(b).

15




20. GENERAL

@)

(b)

(©

(d)

(e)

Severability . If any provision of this Agreement is void or unenforceable, the remaining provisions of this
Agreement will be binding upon the parties with the same effect as though the void or unenforceable part
had been deleted.

Complete Agreement . This Agreement represents the entire agreement between the parties hereto with
respect to the Services, and all prior agreements relating to the Services, written or oral, are superseded
hereby. This Agreement supersedes any terms and conditions contained in purchase orders, invoices or
other documents issued by Vendor. The parties agree that this is a negotiated agreement and the rule of
construction that any ambiguities be construed against the drafting party will not apply. This Agreement
may not be changed orally, but only by an agreement in writing signed by both parties hereto.

Waiver . The waiver of any breach or violation of any term or provision of this Agreement will not constitute
a waiver of any other or subsequent breach or violation of this Agreement.

No Third Party Beneficiary . This Agreement shall not be construed to confer any rights on any third party,
except that all references to the Company shall be deemed to include its affiliates and the respective
directors or limited liability company managers, officers, employees, and agents of the Company and each
affiliate.

Notices . Any notice required or permitted to be given under this Agreement will be in writing and will be
deemed given when delivered personally, by facsimile or three (3) days after mailing when sent by
registered or certified mail, return receipt requested, addressed to the address set forth below. If notice is
sent by registered or certified mail, postage will be prepaid.

If to the Company: Medco Health Solutions, Inc.
8111 Royal Ridge Parkway
Irving, TX 75063
Attention: Georgia Eddleman, Vice President

With a copy to: Medco Health Solutions, Inc.
100 Parsons Pond Drive
Franklin Lakes, NJ 07417
Attn: General Counsel

If to Vendor: APAC Customer Service, Inc.
Six Parkway North
Deerfield, IL 60015
Attn: Executive Vice President

And provide a copy to, General Counsel at the same address

Either party may change its address at any time by giving written notice to the other party in the manner
specified.
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@)

(h)
@

0

Public Notices . Vendor shall not make any public announcement or communication concerning this
Agreement or the arrangements between the parties provided for in this Agreement, including but not
limited to issuing press releases, granting interviews, or referencing the arrangements in Vendor’s sales or
marketing materials, except with the prior written consent of the Company.

Governing Law . This Agreement is deemed to be made under and is to be governed by and construed
according to the laws of the State of New Jersey, without giving effect to principles of conflicts of law.

Assignment . This Agreement shall not be assigned or delegated by Vendor.

Force Majeure . It is understood that neither party will be held responsible for any loss, damage or delays
occasioned by fire, strikes, lockouts, acts of God or the public enemy, floods, freight embargoes, causes
incident to national emergencies, war, failures, fluctuations or interruptions in electrical power, heat, light,
telecommunications lines or telephone service beyond the reasonable control of either party, or other
causes beyond the reasonable control of the parties despite such party’s full compliance with applicable
contingency plans.

In every case the delay or failure to perform must be beyond the control and without the fault or negligence
of the party claiming excusable delay, and the party claiming excusable delay must promptly notify the other
party of such delay. Performance times under this Agreement shall be considered extended for a period of
time equivalent to the time lost because of any delay which is excusable under this Section; provided,
however, that if any such delay continues for a period of more than five (5) business days, the party not
claiming excusable delay shall have the option of terminating this Agreement, without penalty, upon notice
to the party claiming excusable delay.

Covenants, Warranties & Representations.  Vendor hereby warrants and represents that:

» The Services provided pursuant to this Agreement will conform in all respects to Company’'s
specifications and other reasonable requirements.

e The Services provided pursuant to this Agreement and billed/invoiced to Company are certified to be
those ordered by Company pursuant to this Agreement.

. It has expertise in providing the Services it is obligated to perform under this Agreement.
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In recognition of the critical nature of timely completion of the Services pursuant to this Agreement,
Vendor has and will maintain sufficient resources, facilities, capacity and manpower to insure that all
Services will be performed by qualified personnel in a professional manner, and all Services will be
accomplished in conformity with the highest standards of its industry.

Its security procedures are adequate to protect and maintain the confidentiality of the Confidential
Information.

It has complied with and will comply with any and all relevant Laws, in performance of its obligations
hereunder.

In providing the Services provided pursuant to this Agreement, Vendor will not utilize impermissibly any
confidence, trade secret or copyright-protected information or material of any other person or entity.

Its prices outlined in the Attachments hereto shall be complete. If Company requests in writing that
Vendor perform additional services that are not set forth in the applicable Project Schedule, or if
Company requests a change to Services that may materially increase Vendor’s costs, Vendor shall be
entitled to invoice Company for such Services upon prior written notice to Company of such charges.

In the event of a breach of any of the foregoing warranties, Vendor shall, in addition to any other remedies
which may be available to Company, supply services to correct such defect at no cost to Company.

IN WITNESS WHEREOF, the parties have executed this Agreement as of the day and date first above written.

Medco Health Solutions, Inc. APAC Customer Services, Inc.
By: SIGNATURE ON FILE By: SIGNATURE ON FILE
Name: Name:
Title: Title:
Date:
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The expiration date for the Term of the Vendor Agreement was extended from September 25, 2009 to September 25,
2012.
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Exhibit 21.1

APAC CUSTOMER SERVICES, INC.
PARENT AND SUBSIDIARIES

APAC Customer Services, Inc.
FEIN 36-2777140
lllinois (state of incorporation)
Prior Corporate Name: APAC Teleservices, Inc.
(name changed to APAC Customer Services, Inc. 8919

APAC Customer Services of lowa, LLC?
FEIN 32-0047230
lllinois (state of organization)

A Pacific Customer Services Phils., Iné
Philippines (jurisdiction of organization)
1 100% ownership by APAC Customer Services,

2 40% owned by APAC Customer Services, Inc., artd 6@vned by certain individual partners of Philippicounsel from
Angara Abello Concepcion Regala & Cruz Law Offi(B€CRALAW @)

APAC Customer Services General Partner, INEINF36-4198932) was merged into APAC Customer Sesjilnc.
effective May 25, 200¢

APAC Customer Services of lllinois, Inc. (FEBE-4204566) was merged into APAC Customer Servioes effective
May 25, 2008

ITI Holdings, LLC (FEIN 4-0791858) was cancelled effective May 25, 2(
APAC Customer Services of Texas, LP (FEIM4199020) was cancelled effective May 25, 2(
APAC Customer Services, L.L.C. (FEIN-4155947) was cancelled on May 23, 2C



Exhibit 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRbgistration Statements (Form S-8 Nos. 333-63832,66665 and
333-01718) of our reports dated March 12, 2009 wespect to the consolidated financial statemamtésschedule of APAC
Customer Services, Inc., and the effectivenesstefrial control over financial reporting of APAC €omer Services, Inc., in
this Annual Report (Form 10-K) for the year endest&mber 28, 2008.

Chicago, lllinois
March 12, 2009



EXHIBIT 24.1
POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each of thedemsigned, being directors of APAC Customer Sesyice
Inc., an lllinois corporation, hereby constitutesl appoints Andrew B. Szafran, Robert B. Nachwaltet Joseph R. Doolan,
and each of them, his or her true and lawful agg+im-fact and agent, with full power of substitutiand resubstitution, for the
undersigned and in his or her name, place and,steady and all capacities, to sign the APAC Cuosto Services, Inc.
Form 10-K (Annual Report pursuant to the Securiigshange Act of 1934) for the fiscal year endedddeber 28, 2008 (the
“Form 10-K”), and any and all amendments theretal @ file the same, with all exhibits thereto arlder documents in
connection therewith, with the Securities and ExgfgaCommission and with the NASDAQ, granting urdotesaid attorney-
in-fact and agent full power and authority to pericevery act requisite and necessary to be donerinection with the
execution and filing of the Form 10-K and any alichenendments thereto, as fully for all intents guaposes as he or she
might or could do in person, hereby ratifying Akt each said attorney-in-fact and agent, or hiseosubstitute or substitutes,
may lawfully do or cause to be done by virtue tbére

This Power of Attorney may be signed in any numdferounterparts, each of which shall constitut@aginal and all of
which, taken together, shall constitute one Poviétimrney.

IN WITNESS WHEREOF, each of the undersigned hasurep set his or her hand effective thediay of March, 2009.

/s/ CINDY K. ANDREOTTI /s/ JACK C. KRAFT
Cindy K. Andreotti Jack C. Kraff

/sl BHASKAR MENON /s/ JOHN J. PARF
Bhaskar Menoi John J. Par

/sl THEODORE G. SCHWART. /s/ SAMUEL K. SKINNER
Theodore S. Schwar Samuel K. Skinne

/s/ JOHN L. WORKMAN
John L. Workmatr




Exhibit 31.1

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

I, Michael P. Marrow, Chief Executive Officer of AZ Customer Services, Inc., certify that:

1. | have reviewed this Annual Report on Forn-K of APAC Customer Services, In(

2. Based on my knowledge, this report does not corstajnuntrue statement of a material fact or om#téde a material fe
necessary to make the statements made, in lighhefcircumstances under which such statements wame, nc
misleading with respect to the period covered ligy tport;

3. Based on my knowledge, the financial statementd,ather financial information included in this repdairly present i
all material respects the financial condition, itssaf operations and cash flows of the registeenbf, and for, the peric
presented in this repol

4. The registrant’ other certifying officer (s) and | are responsifibr establishing and maintaining disclosure agatant
procedures (as defined in Exchange Act Rules 13a}¥nd 15dt5(e)), and internal control over financial repogti(a:
defined in Exchange Act Rules -15(f) and 15-15(f)), for the registrant and hax
a. Designed such disclosure controls and proceduresauwsed such disclosure controls and procedurbs ttesigne

under our supervision, to ensure that material rmédion relating to the registrant, including itensolidate
subsidiaries, is made known to us by others withose entities, particularly during the period ihieh this report i
being preparec

b. Designed such internal control over financial réipgy, or caused such internal control over finahporting to b
designed under our supervision, to provide readeradsurance regarding the reliability of financggdorting and tr
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registsadisclosure controls and procedures and preséntéuis report oL
conclusions about the effectiveness of the disctosontrols and procedures, as of the end of thegeovered b
this report based on such evaluation;

d. Disclosed in this report any change in #mgistrants internal control over financial reporting thatooed during th
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annupbrg that ha
materially affected, or is reasonably likely to evally affect, the registrarg’internal control over financial reportil
and

5. The registrang’ other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobove
financial reporting, to the registrant’s auditoredahe audit committee of the registranboard of directors (or pers¢
performing the equivalent function:

a. All significant deficiencies and material weaknesse the design or operation of internal controkio¥inancia
reporting which are reasonably likely to adversaffect the registrand’ ability to record, process, summarize
report financial information; an

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdatin the
registran’'s internal control over financial reportir

Date: March 13, 2009 /s MICHAEL P. MARROW

Michael P. Marrow
Chief Executive Officer



Exhibit 31.2

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

I, Andrew B. Szafran, Chief Financial Officer of AR Customer Services, Inc., certify that:

1. | have reviewed this Annual Report on Forn-K of APAC Customer Services, In(

2. Based on my knowledge, this report does not cortajnuntrue statement of a material fact or om#téde a material fe
necessary to make the statements made, in lighhefcircumstances under which such statements weade, nc
misleading with respect to the period covered liy tport;

3. Based on my knowledge, the financial statementd,ather financial information included in this repdairly present i
all material respects the financial condition, fessaf operations and cash flows of the registemnof, and for, the peric
presented in this repol

4. The registrang’ other certifying officer(s) and | are responsifile establishing and maintaining disclosure cdstiamc
procedures (as defined in Exchange Act Rules 13a}¥nd 15dt5(e)), and internal control over financial repogti(a:
defined in Exchange Act Rules -15(f) and 15-15(f)), for the registrant and hax
a. Designed such disclosure controls and proceduresaused such disclosure controls and procedurbs ttesigne

under our supervision, to ensure that material rmédion relating to the registrant, including itensolidate
subsidiaries, is made known to us by others withose entities, particularly during the period ihieh this report i
being preparec

b. Designed such internal control over financial réipgy;, or caused such internal control over finahporting to b
designed under our supervision, to provide readeradsurance regarding the reliability of financggorting and tr
preparation of financial statements for externappsaes in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registsadisclosure controls and procedures and preséntéuis report oL
conclusions about the effectiveness of the disctosontrols and procedures, as of the end of thegeovered b
this report based on such evaluation;

d. Disclosed in this report any change in #mgistrants internal control over financial reporting thatooed during th
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annupbrg that ha
materially affected, or is reasonably likely to evally affect, the registrarg’internal control over financial reportil
and

5.  The registrant’ other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobove
financial reporting, to the registrant’s auditoredahe audit committee of the registranboard of directors (or pers¢
performing the equivalent function:

a. All significant deficiencies and material weaknesse the design or operation of internal controkio¥inancia
reporting which are reasonably likely to adversaffect the registrand’ ability to record, process, summarize
report financial information; an

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdatin the
registran’'s internal control over financial reportir

Date: March 13, 2009 /s/ ANDREW B. SZAFRAN

Andrew B. Szafrar
Chief Financial Officer



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-KA®PAC Customer Services, Inc. (the “Companydy the fiscal yee
ended December 28, 2008, as filed with the Seeardaind Exchange Commission on the date hereofRgort”), Michael P
Marrow, as Chief Executive Officer of the Compaapd Andrew B. Szafran, as Chief Financial Officethe Company, ea
hereby certifies, pursuant to 18 U.S.C. § 1350adapted pursuant to § 906 of the Sarbabeley Act of 2002, that to F
knowledge:

(1) The Report fully complies with the requirements Sxdction 13(a) or 15(d) of the Securities Exchangg &f 193¢
(15 U.S.C. 78m(aor 780(d)); anc

(2) The information contained in the Report fairly mets, in all material respects, the financial ctodiand results
operations of the Compar

/s/ MicHAEL P. MARROW
Name: Michael P. Marro\
Title: Chief Executive Office
Date: March 13, 200

/s/ ANDREW B. SZAFRAN
Name: Andrew B. Szafra
Title: Chief Financial Office
Date: March 13, 200

This certification accompanies the Report purst@agt 906 of the Sarbané&xxley Act of 2002 and shall not, except to the Bt
required by the Sarban€xley Act of 2002, be deemed filed by the Compamydurposes of §18 of the Securities Exchi
Act of 1934, as amended, and is not to be incotpdrhy reference into any filing of the Company gtvter made before or af
the date hereof, regardless of any general incatjoor language in such filing.



