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Just as the people of TSYS® pursue their avocations with gusto, they bring the same 

passion to their daily work. Our team members believe fervently that this company 

provides a worthy value: As one of the world’s largest payment-services fi rms, we 

make it possible for millions and millions of people to navigate their lives with 

confi dence and convenience every day. 

TSYS touches 1 of every 2 credit-card accounts in the United States. With more than 

1,257 authorizations per second coursing through the TSYS networks worldwide at 

peak periods, we see each transaction as a unique snapshot of the human experience 

— whether it’s celebration, relaxation, a surprise situation or something in between. 

Never let it be said that the payments industry is tedious or humdrum.

This year’s report presents a glimpse of our team members’ extraordinary personal 

pursuits and the lessons they can teach us on the job. Perhaps you’ll pause to 

remember one of these stories with your next transaction, wherever you may be. 

Or even better, thanks to TSYS, perhaps you’ll be on your way to the next task 

before the thought has fully crossed your mind.

Lisa James (cover photo), photographed near Glencoe, in the Scottish Highlands, and Rob Ferrell (pictured above), 

photographed in Smiths Station, Alabama, are two among thousands of TSYS team members who bring their zest 

for living to work every day.

    TO MAKE IT HAPPEN
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COMPANY
A PASSION FOR OUR

“I am continually amazed at the enthusiasm TSYS team members bring to

 the job every day and with their extraordinary commitment to 

getting the job done right.”  Philip W. Tomlinson, Chairman & CEO of TSYS 

Dear Shareholder:

I love watching new team members get acquainted with our company. As they embrace the values that make the 
organization strong, as they learn the stories from our past and as they each take a role in writing the next chapter in our 
history, every person who comes to work for TSYS adds color and fl avor to the company in a unique way. I am continually 
amazed at the enthusiasm TSYS team members bring to the job every day, and with their extraordinary commitment to 
getting the job done right. I’m more and more convinced that our people have what it takes — they have a passion to be 
the best, and they work toward that goal every day. I’m proud to tell people everywhere that I work for TSYS. 

As a company, we experienced some remarkable stories together in 2005, great victories and accomplishments that also were 
balanced with some disappointing client decisions. Let’s take a closer look at everything we have faced together this past year.

Strong fi nancial performance. For the fi rst time in history, TSYS raised its earnings forecast twice in back-to-back quarters. 
I’m proud to report that we exceeded our goal, earning $194.5 million on total revenues of $1.6 billion, or $0.99 per share 
for 2005, a 29-percent increase over net income and EPS in 2004. We have projected our 23rd straight year of growth in 
2006, expecting total revenues to increase 5–7 percent and earnings to increase 21–23 percent over 2005.

Industry consolidation. Our success in this niche of the payments industry is a result of our intense focus on credit-card 
processing for issuers over the past two decades. Overall, TSYS has exclusive or partial relationships with 13 of the top 
15 bankcard issuers in the United States, a group that issues 90 percent of all the accounts in the marketplace. Banking 
consolidation trends in recent years have resulted overwhelmingly in our favor. But now we are seeing some of the risks 
associated with consolidation, creating challenges that we must continue to manage as the industry evolves.

After acquiring the consumer-credit and private-label card portfolio of Sears, Roebuck & Co., Citibank informed us that 
it intends to migrate processing for the portfolio to the bank’s current provider. The decision means that an estimated 
81 million accounts will be leaving TSYS.

As a result of Bank of America’s completed acquisition of MBNA Corp., the bank has informed us that it will shift the processing 
for its consumer-credit portfolio to an in-house legacy system as early as October 2006. Our projected earnings for 2006 include 
a one-time termination penalty of approximately $69 million triggered by the decision. We’ll continue to provide merchant 
services and commercial-card processing, but we’ll be losing an estimated 49 million accounts from one of our largest clients. 

I want to make clear, that from our perspective Bank of  America’s decision to leave TSYS bears no refl ection on our service or 
technology. Bank of America has emphasized that its leadership team believes moving the processing in house represented 
the fastest and most effi cient route to integrate the portfolios. Even so, the decision was disappointing because Bank of 
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America has consolidated every portfolio that it has acquired 
in the past with TSYS, including the portfolio of the former 
FleetBoston Financial Corp. in 2005.

We’ve managed a similar client loss successfully in the past. 
Yet our business has continued to grow, which is a tribute to 
our passion for winning. I’m confi dent in our leadership team’s 
experience with issues like this. We believe we have ample time 
to restructure expenses accordingly. We’re also looking ahead 
to bolster revenues with new products and services, as well as 
new client relationships.

Still winning. In fact, we’ve experienced a dramatic shift in 
market share since 2003 when TSYS processed about 20 
percent of all Visa and MasterCard accounts in the United 
States. After winning and converting portfolios for clients 
like JPMorgan Chase & Co., TSYS was processing 438 million
accounts at year-end 2005. Our company supported about 
37 percent of general-purpose credit-card accounts last year.

In 2006, we still expect to reach a peak market share of 49 
percent of Visa and MasterCard accounts owned by the 
top-50 U.S. issuers — that’s nearly 1 of 2 consumer-credit 
accounts in this country.

TSYS has earned a reputation as a trusted agent for these 
institutions. They understand our commitment to security 
and risk management, issues that gained plenty of attention 
after numerous data-security breaches in the fi nancial-services 
industry during 2005. These events, combined with other 
regulatory changes, prompted us to formalize a more 
comprehensive approach to enterprise risk management 
last year. Today, we have risk offi cers assigned to every 
business unit in the company, and we’ve established 
reporting processes that far exceed the industry’s 
compliance requirements. We understand the critical 
need for the fi nancial-services industry to police itself 
effectively so that we maintain consumers’ confi dence in 
the payments infrastructure.
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M. Troy Woods, President & Chief Operating Offi cer (left), 
& Philip W. Tomlinson, Chairman of the Board 
& Chief Executive Offi cer
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Major wins in North America. In 2005, we celebrated the 
fi nal phase of a successful conversion for JPMorgan Chase. 
We launched a new relationship with Capital One Financial 
Corporation, which is especially notable because the No. 6 U.S. 
card issuer will shift to TSYS from its in-house processing system 
in 2006. TSYS won an agreement from Fifth Third Bancorp, a 
top-10 U.S. bank-holding company and one of the country’s 
most respected regional banks. We improved our standing 
in Canada in a new deal with Toronto-Dominion Bank, which 
will establish TSYS as the processor of choice for three of 
Canada’s top fi ve card issuers when that conversion is 
completed in 2006.

In addition to these victories, we’ve announced a series of 
contract renewals and extensions with long-standing clients 
such as Navy Federal Credit Union, Metavante, CompuCredit 
Corp., AmSouth Bank, Vancouver City Savings Credit Union, 
TrustMark National Bank and others. Combined, these renewals 
are expected to represent solid revenues in the years ahead. 

All total, TSYS clients experienced organic growth of 41 million 
accounts in 2005. Clearly, TSYS continues to offer the industry’s 
gold standard for service and technology. 

Growing in Europe. Our company’s success in international 
markets has been equally exciting. In Europe, our agreement 
with ABN AMRO, the largest Dutch bank and the No. 20 bank 
worldwide, was strategically signifi cant as it marked our fi rst 
relationship with a fi nancial institution on the Continent. Later, 
TSYS also won an important renewal agreement with Allied 
Irish Banks.

We believe that Europe is a promising market, where dynamics 
such as consolidation among banks and processors and evolving 
competitive factors will continue to offer fruitful opportunities for 
TSYS in the future. 

Prepaid strategies. We achieved substantial traction with 
our prepaid services in 2005. We see the potential for prepaid 
products to accommodate a broad range of applications in 
fi nancial services and also serve as an effective bridge to new 
geographic markets and product segments. For instance, 
the prepaid segment effectively positions us to capture 
broader retail-fi nance opportunities with our retail clients, 
especially in Europe. 

In association with The Royal Bank of Scotland Group, we 
signed prepaid agreements with retailers such as HMV, the 
largest seller of music, DVDs and electronic games in the UK. 
Separately, TSYS signed other prepaid agreements with Sonae 
Distribuição, Portugal’s largest retailer, and Hunkemöller, a 
leading Dutch specialist retailer with outlets in Germany, 
Denmark, France, Luxembourg and Belgium.

TSYS was instrumental in establishing independent prepaid-
card associations in Europe and the United States. Among 
other initiatives, the associations aim to promote industry-wide 
standards and best-practices, defi ne viable business cases and 
establish effective distribution chains.

Progress in Asia. TSYS accomplished a pivotal and long-
awaited milestone in the People’s Republic of China in 2005 
by purchasing an equity stake in China UnionPay Data Co., Ltd., 
the payments-processing subsidiary of the state-sanctioned 
China UnionPay Co., Ltd. Through relationships with our 
colleagues in China, we will have an extraordinary opportunity 
to share important intellectual capital, bolstering the payments 
infrastructure in the world’s largest emerging payments market. 

China UnionPay operates the only national bankcard network 
in China, and all of China’s 875 million general-purpose 
bankcards — including about 35 million credit cards — 
bear the China UnionPay brand. CUP Data, as our joint 
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“I’m more and more convinced that our people have what it takes — they have 
a passion to be the best, and they work toward that goal every day. I’m proud to tell 

people everywhere that I work for TSYS.”  Philip W. Tomlinson, Chairman & CEO of TSYS 
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venture with China UnionPay is known, has signed numerous 
processing agreements in its fi rst two years of operation, 
including several of China’s largest fi nancial institutions.

Diversifying the payments chain. As we go forward, TSYS 
will continue long-term efforts to expand our positions across 
the payments chain.

Because of the heated competition in the domestic credit 
marketplace, most accounts are issued with loyalty components 
that enable the consumer to experience more value in every 
transaction. Before TSYS acquired ESC Loyalty, TSYS calculated 
the points and sent the data to outside fi rms for fulfi llment. 
With ESC Loyalty, we are now positioned to offer processing 
for loyalty programs; call-center support for cardholders; and 
fulfi llment through ordering and shipping rewards merchandise.

The acquisition of Vital Processing Services in 2005 is perhaps 
the best single example of our diversifi cation. We’re pleased 
with the growth and improvements that we’ve seen at Vital in 
2005. It has enhanced reporting capabilities, implemented 
new gift-card services for small- and medium-size merchants, 
streamlined the process of bringing new merchants on board 
for processing, and increased transaction volumes by 15 
percent over 2004.  

We have restructured our customer-contact resources to create 
TSYS Managed Services, a specialized business unit with more 
than 1,250 customer-service agents in seven contact centers 
across three countries. With a more effi cient operating structure 
and dedicated sales team, we are positioned to deliver 
customized, high-quality support such as contact-center 
management, receivables management, technical and 
account support for merchants, fraud and risk management, 
and specialty services to retail companies, mid-tier banks, 
super-regional banks and global fi nancial institutions.

Sharing stories is a hallmark of our company’s culture. It’s a 
distinction that points to the quality relationships we have with 
each other and our clients, the foundation of our growth and 
success over the years. At TSYS, you’ll fi nd good people, and 
good people to do business with. I hope you’ll enjoy reading 
these stories about our team members and their passionate 
pursuits in the pages ahead. As you read, you’ll see how they 
are essential to our success.

In 2006, we’re planning to convert more than 75 million accounts 
to TSYS, making this one of our highest conversion queues ever, 
even in the face of pending client losses. I know that TSYS will 
continue to win in the marketplace, and I know that our team will 
continue working to return long-term value for your investments. 
On behalf of the entire TSYS family on three continents, we are 
grateful for your support.

Respectfully,

PHILIP W. TOMLINSON
Chairman of the Board &
Chief Executive Offi cer
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Revenues before 
reimbursable items*

01 02 03 04 05

$659,228

$723,963

$828,301

$956,619

$1,289,790

* Reimbursable items include payments from clients to TSYS for “out-of-pocket” expenses, such as postage.

Operating income

$137,703

$157,672

$190,579

$202,214

$287,129

01 02 03 04 05

Net income

$104,418

$125,805

$140,973

$150,558

$194,520

01 02 03 04 05

(dollars in thousands)

FINANCIAL
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(dollars in thousands, except per share data)

Revenues before reimbursable items

Total revenues

Operating income

Net income

Basic earnings per share

Diluted earnings per share

Return on average equity

Operating margin

Net profi t margin

2005

$1,289,790

1,602,931

287,129

194,520

0.99

0.99

20.7%

17.9%

12.1%

2004

$956,619

1,187,008

202,214

150,558

0.76

0.76

18.9%

17.0%

12.7%

% Change

34.8

35.0

42.0

29.2

29.0

29.1

FINANCIAL HIGHLIGHTS

$0.14

96 97 98 99 00      01 02 03 04 0595      

$0.20

$0.24

$0.28

$0.35

$0.45

$0.53

$0.64

$0.71

$0.76

$0.99

Diluted earnings per share
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Dean Hueber is obsessed with grabbing life’s color and passing it on.

His pursuits as a photographer started when he bought his fi rst camera for 
family snapshots, but he was drawn quickly to landscape photography as an 
artistic expression.  

“I was a collector at fi rst … collecting as many images as quickly as I could. Seeing 
the moment was as exciting as getting the photo,” says Dean, a veteran fi nancial 
analyst for Vital Processing Services, a wholly owned subsidiary of TSYS. “When I 
could not capture the beautiful moment to show it to others, I felt such a loss.”

Dean spends much of his spare time chasing the richest colors across North 
America. “Nature photography is as much about the adventure along the way 
as the fi nal photo itself,” he says.

“I make a mental list of possibilities, and go searching for the opportunities. Then 
I shoot the images that are already in my head,” Dean says. He fi nds special joy 
in “serendipitous moments of discovery” when he fi nds an image that he hasn’t 
considered before.

Dean is enjoying a different kind of discovery these days, as his panoramic 
photography is exhibited in galleries in the Phoenix, Arizona, area on a 
life-size scale.

“Sometimes the images are ordinary, but the experience never is,” Dean says.
And so it is with the business of payments.

Dean Hueber and the team at Vital enable banks and independent sales 
organizations to service and support merchants that accept card-based 
payments, playing a role in every transaction — whether it happens at a home-
based business, a big-box retailer or anywhere you might pay with plastic. 

Through Vital, TSYS supports a broad range of point-of-sale solutions, and our 
world-class merchant services have earned an industry-leading reputation. These 
factors — plus our technology, scale, sophistication and execution excellence — 
explain our clients’ escalating transaction growth.

Next time you’re paying with plastic, remember that TSYS treats every ordinary 
moment like a mountaintop experience — an idea that Dean Hueber understands.

“Nothing is more spectacular than seeing the sun rise over the Sierras,” Dean 
says. “It makes my spirit soar, and capturing that moment for others is a 
special bonus.”

Photographer, 

tour guide, 

school volunteer, 

fi nancial analyst, 

husband and 

father of two.

DEAN C. HUEBER

          CAPTURING 
THE MOMENT

A PASSION FOR 

“Sometimes the images are ordinary, but the experience 
never is. Nothing is more spectacular than seeing 

the sun rise over the Sierras. It makes my spirit soar.”



13%
of all authorizations
originating at U.S.
merchant locations 

99.985%
merchant authorization 
availability 

20%
of bankcard-accepting
merchant locations in U.S. 

Relationships with

23 OF THE TOP 25
U.S. acquiring banks 
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Photographed at Lost Dutchman State Park, near Apache Junction, Arizona.
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Photographed in Atlanta, Georgia.

875 MILLION
bankcards on the 
China UnionPay 
network 

China will be among 
the top three payment 
markets by

2015

200 MILLION
credit cards in 
China by 2008

 



Jing Yang has seen a world of opportunity in a time when opportunities were 
limited for most Chinese citizens.

“As a kid, my dream was to become a writer, to travel around the world and write 
stories,” says Jing, who has played key roles in the efforts of TSYS to enter China 
for the past three years. She has received her family’s blessing to pursue her calling 
despite traditional obligations that otherwise might have kept her closer to home.

“I never wanted to burden my parents with my dream, so I managed everything 
on my own,” Jing says. She started her own business in China and saved enough 
money in a year to fund four years of study in Japan. “Being independent gave 
me confi dence and taught me that hard work is behind every dream.”

After her studies in China, Japan and the United States, the fi rst 10 years of 
Jing’s career involved massive hardware components for ships, low-pollution fuel 
products, and now, payments. In that time, Jing has learned that business is about 
bringing people together to pursue common interests, wherever they might live.

Jing has published articles for Chinese newspapers and stories in an English literary 
magazine. But fi nding time for writing is a challenge when you’re managing client 
relationships across 13 time zones, which brings interruptions at all hours of the 
day and night.

“Lots of people speak different languages, but not many are truly comfortable 
in multiple cultures. Jing understands what other people are thinking when their 
words are not enough to convey the message,” says David E. Duncan, senior 
director of international services for TSYS.

Thanks in part to the spirit of partnership fostered by Jing and her colleagues, TSYS 
has strengthened its position as a global leader in payments with the purchase of a 
34-percent equity stake in China UnionPay Data Co., Ltd. (CUP Data), and plans to 
increase its stake in the near future. CUP Data is the processing subsidiary of China 
UnionPay Co., Ltd., the state-sanctioned operator of China’s payment network and 
one of the world’s largest and fastest-growing payment schemes.

It’s an investment of strategic importance because all of China’s 875 million bank-
cards — including an estimated 200 million credit cards by 2008 — bear the China 
UnionPay brand. Because bankcard penetration, card-based expenditures and 
merchant acceptance are growing rapidly, China will be one of the world’s three 
largest credit markets in the next 10 years, according to industry projections.

“Wherever you go, people are the same, so location doesn’t matter to me as 
much as it once did,” Jing says. “If you open up, people will open up to you. 
That’s what helps me communicate.”

Linguist, 

short-story writer, 

environmentalist, 

corporate strategy 

director, gardener, 

wife and mother of two.

JING YANG

“Wherever you go, people are the same, so location doesn’t 
matter to me as much as it once did. If you open up, people will 

open up to you. That’s what helps me communicate.”

                CROSSING  
     CULTURES

A PASSION FOR 
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52 MILLION
accounts converted 
to TSYS in 2005

75 MILLION
projected accounts in 
pipeline for 2006

12
Photographed with “Darby” in Midland, Georgia.
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                     WORKING 
 TOGETHER

A PASSION FOR

“Working with horses is all about trust 
and collaboration — meeting the challenge and 

getting to the other side together.”

Vicky Estcourt’s life east of London had a stable routine: Sleep. Wake. Feed the horses. 
Work. Ride the horses. Sleep. Repeat.

Then the bank she’d worked for since she was 16 years old sent her to Columbus, 
Georgia, with a team to coordinate a product conversion with TSYS.

“It was my fi rst-ever visit to America. I was expecting tall buildings and bright lights, 
but I was touched by the Southern hospitality instead,” Vicky says.

After seeing the bank’s conversion safely through, Vicky joined TSYS Europe a short 
while later. And a short while after that, she transferred to Columbus for an assignment 
working as a consultant and advocate representing the clients’ interests throughout 
the conversion process.

“As soon as I got here, I felt at home. I fell in love with Columbus immediately. 
That was pretty much the turning point in my life,” says Vicky, who now plans to 
marry an attorney she’s met here.

Finding herself settled once more, she realized that she missed the life she 
once enjoyed.

“I realized that I still did not feel complete. I needed a horse in my life. Otherwise, I 
was just wandering in my spare time with nothing special to do,” Vicky says. So her 
friends introduced her to a dashing gray Arabian with an English name — Darby. 

More recently, Vicky has realized that the bit and bridle can teach some lessons 
about the process of converting millions of accounts and billions of dollars to the 
TSYS processing environment — specifi cally, lessons about trust and collaboration.

“You have to win the horse’s trust so he understands that you have his best interest 
at heart. Reassuring clients is the same: ‘We may have a critical issue now, but it will 
get fi xed and you will convert on time,’ ” Vicky says.

With this same attention to trust and teamwork, TSYS converted 52 million 
accounts to its payments systems in 2005, reaching 438 million accounts on fi le 
at year-end. Remarkably, some of these conversions involved more accounts in
a single weekend than the whole business comprised just 10 years ago, balancing
billions of dollars in outstanding credit-card loans to the penny.

“Conversions are all about teamwork. No one part of the team could pull it off 
alone,” Vicky says. And this brings the second point: “Working with horses is all 
about trust and collaboration — meeting the challenge and getting to the other 
side together.”

Cinema buff, 

equestrian, 

client advisor  

and aquarist.

VICKY ESTCOURT
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         CARVING

 FRIENDSHIPS
A PASSION FOR

“Your given name is a special mark of individuality. With a simple 
gift, I can recognize that every name is unique.”

With an $84 scroll saw, Fred Villacorta has carved out more goodwill among 
his peers than could be bought for thousands of dollars.

Over the last four years, Fred has carved wooden name plates for almost 
every co-worker he has met in person or by phone from his desk at TSYS 
Canada in St. Catharine’s, Ontario.

He’s given away nearly 2,000 name plates to people across the company 
since he bought that scroll saw on sale at the local Canadian Tire.

“Some people send me notes to say they’ve never received such a gift. So I 
like doing this because I know it makes people happy,” says Fred, a Filipino 
Canadian who’s worked as a programmer for Canadian Tire Financial Services 
and other organizations since 1974. Now he is a senior programmer analyst at 
TSYS Canada.

Instead of watching television, Fred carves names in his basement. “For me, 
this is stress-relief. Programming every day can be stressful. When I go home 
on the weekends, I want to focus on the woodwork, and make it perfect for 
another friend.”

Fred’s handiwork is just one of the many reasons, big and small, that people 
feel welcome when they come to work at TSYS. Our team members describe 
their company as a friendly place to work, a place where people celebrate 
special events together. They are satisfi ed and content, and say their work at 
TSYS is worthwhile. This camaraderie contributes to our parent company’s 
annual ranking in FORTUNE magazine’s “100 Best Companies To Work For” 
in America. Synovus Financial Corp. was named to the survey’s Hall of Fame 
in 2005 and continues to rank among the nation’s best large employers.

We’re serious about enjoying life at work. In 2005, more than 800 team 
members participated in efforts to overhaul 77 separate initiatives on 
compensation, promotions, credibility and other issues. But why does 
it matter?

Because in the hyper-competitive payments industry, our people could 
choose to work almost anywhere. We’re focused on doing what’s right for 
every team member, so every person will be focused on serving our clients 
with loyalty and enthusiasm. The competitive advantage is clear.

So in his own way, Fred Villacorta is carving bonds of friendship out of maple, 
cherry and ash. “Your given name is a special mark of individuality. With a 
simple gift, I can recognize that every name is unique.” 

Action movie fan, 

woodworker, 

namekeeper,  

senior programmer,

husband and

father of three.

FRED VILLACORTA



77
life-at-work initiatives 
addressed in 2005

6,793
total number of 
team members

18
countries in which TSYS
is represented

15
Photographed in Thornhill, Ontario, near Toronto.



23% 
year-over-year increase 
in gift cards sold by 
one UK retail client 

25% 
year-over-year increase in 
the purchase value of gift
cards sold by the same UK
retail client
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Photographed near Glencoe, in the Scottish Highlands.



If Lisa James says she’s taking a walk this weekend, you ought to listen closely.

Lisa spends most weekends hiking the “Munro Challenge,” as it’s called in the 
UK: climb all of Scotland’s 284 peaks that are higher than 3,000 feet. Sir Hugh 
Thomas Munro published the list in 1891, and he climbed all but one before 
he died.

Some weekends, Lisa climbs up to three mountains in a day (the “straightforward” 
peaks, that is) for up to 20 kilometers of steady uphill and downhill walking. So far, 
she’s topped nearly 90 mountains on the list. The harder climbs have left her with 
some exhilarating memories, not to mention some tingling in her toes.

“We go whatever the weather — rain, sleet or snow,” Lisa says. “You can’t just go 
all that way to the mountains and then decide not to do the walk just because the 
weather is bad. And we’ve been in some sticky situations.”

She’s had frostbite and mild hypothermia from extreme conditions, but success lies 
in the planning, Lisa says. “You’ve got to be able to get off the mountain no matter 
the conditions.” She studies maps and escape routes long before she ever packs 
her rucksack. And she never leaves without her favorite trail snack, malt loaf, as the 
local fruitcake is called. Lisa likes hers with chocolate.

Lisa’s travels also have taken her to destinations like Italy, Egypt, Tanzania, Kenya, 
New Zealand and Australia. She’s aiming for the Andes in Chilean Patagonia 
this year.

“I may get tired, but never tired of the mountains,” Lisa says. “The beauty of the 
scenery gives me an incredible sense of achievement.”

Lisa was one of the fi rst team members on board at TSYS Europe. Since then, her 
team has supported some of the largest and most innovative banks in Europe as 
they design and implement their payment strategies with TSYS, steadily expanding 
the footprints in new segments like prepaid cards. The prepaid segment has been 
strategically important to TSYS over the past year because the product has allowed 
TSYS to enter markets that have proved especially challenging in the past.

TSYS Europe is positioned to lead the European market for prepaid services. This 
past holiday season saw particular success among prepaid clients, with more than 
500,000 new-account activations per week during the peak period. In fact, one major 
UK retailer increased its revenues from gift-card sales by 25 percent over the prior 
year — during a year in which the nation’s overall retail sales declined by 0.4 percent.

“You have to choose who you will walk with, because you’ll be relying on these 
people, trusting them, in diffi cult situations,” Lisa says. “You need a team to 
give you the push to make it to the top.”

Mountaineer, 

diver, skier, 

options consultant, 

trekking guide, 

and connoisseur of 

campfi re chili, 

malt loaf and 

Scotch whisky.

LISA JAMES

“You have to choose who you will walk with, because you’ll 
be relying on these people, trusting them, in diffi cult situations. 
You need a team to give you the push to make it to the top.”
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                      EXPANDING 
THE FOOTPRINT

A PASSION FOR 



Working with civic leaders on both sides of the Chattahoochee River, Jim 
Lynn has been a key player on the team that’s working to transform the 
riverfront in Phenix City, Alabama. 

He and his peers have quietly and tirelessly pursued their vision to 
change the river’s west bank from a weary vista with a tumultuous 
past into “a working, living, learning, breathing community.”

“Phenix City has the tremendous untapped potential of a landscape 
that rivals any riverfront city in the country,” says Jim, a former journalist 
who’s now an associate director for documentation at TSYS. “We’ve 
been talking about these changes for two decades — but the effort 
has started and failed. I look out the windows from the TSYS campus 
every day and ask, ‘Isn’t it time for something to happen?’ ”

Now Phenix City appears on the brink of its own rebirth, as the 
community has embarked on the fi rst stages of a $200 million plan 
to bring homes, hotels, restaurants, a college campus and more to 
a revitalized downtown. Though earlier efforts faltered, Jim believes 
this effort will ultimately succeed because of unprecedented unity and 
partnership among public and private community leaders on both sides 
of the river. 

At TSYS, improvements are easier to come by as experts are weaving 
a back-to-basics discipline for “operational excellence” throughout 
the corporate culture.

“Operational excellence requires a commitment from everyone in 
the organization,” says Jeanne A. McDowell, group executive for 
operational excellence at TSYS. “As we become more effective 
in translating strategies into operating terms, every person will 
understand what to do to reach our goals.”

Improvements range from small processes like managing embossing 
tape for credit cards, to large processes like project management 
enhancements. But the results yielded savings worth millions in just 
the fi rst year. 

“You need ideas to spark progress,” Jim says. “Relationships and 
attitudes are hard work, but big things happen when you focus on the 
vision more than your differences.”

Journalist, 

client communications 

specialist, 

development advocate, 

school volunteer, 

husband and 

father of three.

JAMES K. “JIM” LYNN

               SOLVING 
    PROBLEMS
A PASSION FOR

“You need ideas to spark progress. Relationships and attitudes 
are hard work, but big things happen when 

you focus on the vision more than your differences.”
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$3.5 MILLION
saved through 
process 
improvements

56
Six Sigma 
green belts

19Photographed in Phenix City, Alabama, with Sammy Howard, former mayor of 
Phenix City and retired president of CB&T Bank of East Alabama.



As a former Army fi eld artillery specialist, Darrel Wright has seen fi rsthand 
how big guns can cause an opponent to crumple. Now he’s training as 
a professional boxer, but the knock-out punch has the same meaning — 
it’s far better to give than receive.

“Boxing is not like any other sport. You don’t get any lucky breaks. You 
have to be prepared for every second of every round,” Darrel says.

Training up to four hours a day in a sport his mother once forbade, 
Darrel presses to punish his body more than any opponent could. But 
the greatest strength, he says, is all in the head — that’s why he spends 
nearly as much time in church and the local bookstore as in the gym.

“It’s more mental than physical: the more you fi ght, the sharper your mind 
becomes. Your hands, eyes and feet have to work as one, because the 
punch you don’t see is the one that knocks you out,” he says.

Darrel admits that he’s learned some of life’s toughest lessons in the 
boxing ring in recent years. “Getting the sense knocked out of you will 
make you humble,” he says. And others: There’s no excuse for being 
unprepared. Someone else may fi ght harder, but the winner fi ghts 
smarter. Learn from others’ hard knocks.

Darrel brings the same even temperament to his work at TSYS, where he 
answers 70 or more service calls a day for some of the largest U.S. banks. 
Like more than a thousand of his colleagues in contact centers in North 
America, Europe or elsewhere, he’s learned to listen to his customers, 
understand and solve their problems. And with the perfect opening, 
he’s ready to offer new services that match the customers’ needs and 
earn more for the bank. 

To pursue an outsourcing market opportunity that’s growing at a double-
digit rate, TSYS established TSYS Managed Services, a specialized 
business unit with 1,250 customer-service agents in seven contact 
centers in three countries.

Meantime, Darrel continues training for the next bout. “You fi ght to win ... 
but you also fi ght for the experience,” he says. “I want to be bold, whole, 
complete in every area of my life. I want to help people learn that life is 
about balance and patience, not fl eeting things.”

     DELIGHT
OUR CUSTOMERS

A PASSION FOR 
            THE FIGHT TO

Boxer, choir member, 

customer-service agent, 

student, father, coach, 

artillery specialist 

and Big Brother.

RONALD DARREL WRIGHT

“I want to be bold, whole, complete in every area 
of my life. I want to help people learn that life is about 

balance and patience, not fl eeting things.”
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1,250 
customer-service 
agents
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7 
TSYS-operated 
contact centers 
in three countries
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9 MILLION
“spam” messages 
screened from e-mail 
systems in 2005 

240,000
viruses quarantined 
from e-mail systems 
in 2005
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Photographed with “Esta,” a military K-9, at Fort Benning,
near Columbus, Georgia.



“Nothing feels better than fi guring out who did it and
then catching the bad guys. It’s my passion.”

                       POLICING THE 
PAYMENTS HIGHWAY

A PASSION FOR    

In a 21-year military career, John O’Hara has policed Swiss Alps, 
Pacifi c atolls and lots of territory in between. Now he’s policing the 
payments highway for TSYS.

One of John’s last assignments in military law enforcement was 
investigating contract irregularities for the federal government at 
Kwajalein Atoll, a monitoring installation in the Marshall Islands 
that’s barely a half-mile wide by three miles long. All supplies are 
delivered once a month by barge. “Kwajalein is in the middle of 
nowhere,” John says. “Sometimes they would run out of toothpaste 
and deodorant, but they never ran out of food and beer.”

In addition to investigating fraud for the military, John has served 
on ski patrols in Switzerland, worked criminal investigations and 
beat patrols on multiple military outposts, and served as a military 
bodyguard.

Every policing experience has revealed the same satisfaction: 
“Nothing feels better than fi guring out who did it and then catching 
the bad guys. It’s my passion.”

John has directed risk management for several TSYS business units 
since he joined the company six years ago, including coordinating 
efforts with federal authorities to detect and thwart fi nancial crimes 
that could support terrorist activities.

Recently, John’s work took him from Bleeker, Alabama, to Tokyo, 
Dublin, Manila, London and New York in a fi ve-week stretch, as 
his team at TSYS Prepaid works to enhance fraud-monitoring 
technologies for a client with global operations.

“Our procedures at TSYS go far beyond the industry’s standard 
regulatory and compliance requirements,” says John C. Latimer, 
the enterprise risk management offi cer at TSYS. “No one can tell 
you that they can protect all data all the time from every threat. But
we do assure our clients that we understand the dynamics of risk 
management, and we are providing the best protection available
using state-of-the-art technologies.”

Meanwhile, dozens of people on the fraud and risk teams at TSYS 
won’t stop building and testing new ways to beat the bad guys.

“We won’t stop because the crooks never stop,” John O’Hara says. 
“While we’re trying to fi gure out how to catch them, they’re trying 
to fi gure out how to get away with another crime. We’re always 
working to stay one step ahead.”

Ski patrolman, 

RV’er, dog handler, 

drill sergeant, sleuth, 

bodyguard, risk director, 

Mr. Fix-it, husband 

and father of three.

JOHN O’HARA
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Rob Ferrell has been barnstorming grass-strips amid cornfi elds since 
he learned to fl y at 18, but a certain bumpy landing near Milledgeville, 
Georgia, stands out in his memory. On the edge of night, he spooked 
the cows from a makeshift pasture runway and landed hard, breaking 
the front wheel of his hand-built experimental airplane. Stranded. 
Eight miles from town. On a crisp November night.

Rob slept under the wing, and woke with a calf snuggled by his side. 
Both jumped, nearly fl ipping the plane. That’s when he saw the bull 
for the fi rst time. “Did I mention that the airplane was red?” 

Now his second plane is under construction, and Rob’s planning to 
build a replica of an Italian sports car.

“Figuring out how something works is a way of thinking, a way of life 
for me,” Rob says. “When you’ve built an airplane and feel it lift off the 
ground for the fi rst time, the adrenaline is unlike anything else. When 
you create an airplane, you are creating the fl ying experience.”

But Rob never fl ies by the seat of his pants — at play or at work. At 
TSYS, Rob’s team controls the fl ow of account data from TSYS to 
clients and then to their customers. 

“No one thinks about us, but without effi cient messaging, our 
clients would be fl ying in the dark,” Rob says, referring to the bank’s 
critical customer-service functions that are supported by a stream of 
information from TSYS.
 
At year-end 2005, TSYS supported 438 million accounts and processed 
more than 12.1 billion merchant and cardholder transactions, thanks 
to hundreds of detail-oriented IT experts who keep the data zipping 
through the networks. Rob’s team assures that response times measure 
in thousandths of a second. So the bank’s service agent can solve a 
customer’s problem even while she’s standing at the point of sale.

“That’s the power that TSYS gives our clients. It’s all about speed and 
accuracy,” Rob says.

Army veteran, pilot, 

tinkerer, barn-stormer, 

programmer, husband 

and father of two.

ROBERT W. “ROB” FERRELL III
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             FOR THE

“Without effi cient messaging, our clients would be 
fl ying in the dark ... it’s all about speed and accuracy.”
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As building development in the UK has encroached upon the athletic 
fi elds where schoolchildren once competed, youthful interest in 
England’s grand sporting traditions like cricket has dwindled.

“Getting kids into active sport these days is so diffi cult … even 
though activity through sport is an important part of individual 
development,” says Grant Williams, a director of sales in the UK 
and Ireland for TSYS Europe.

So private, local groups like the 205-year-old Radcliffe-On-Trent 
Cricket Club are increasingly responsible for promoting students’ 
interest in one of the world’s oldest sports. As more than 140 
students — some as young as 5 — have joined the club’s juniors 
cricket program, Radcliffe found its cricket ground quite crowded.

“Because of our demand, we’ve had to hire the cricket grounds from 
as far as 20 miles away,” Grant says. This year, he raised 200,000 
(about $350,000) to buy farmland adjacent to the club’s property in 
Nottinghamshire (in the Midlands region of England) and convert it 
to a top-quality cricket ground. 

“I’ve been fortunate with the sporting experiences that I’ve had in 
my life. It’s appropriate to give back to the community and share 
with the youngsters some of the experiences that I enjoyed,” 
Grant says. “I wanted to do this for the longevity of the club 
and for the community.”

Like Grant, the people of TSYS invest in community building, wherever 
they may live and work. As a corporate family, we have set records 
for United Way contributions, built houses for low-income families, 
renovated and repaired homes for military veterans, provided 
thousands of holiday gifts to children in need, volunteered for 
hurricane relief, donated hundreds of pints of blood to American 
Red Cross, and so much more.

        THE 
COMMUNITY

A PASSION FOR 

Globe-trotting golfer,  

coach, long leg, 

conciliator, fund-raiser, 

ubiquitous friend, 

sales director, husband 

and father of two.

GRANT WILLIAMS

“It’s appropriate to give back to the community, and share with
the youngsters some of the experiences that I enjoyed.”
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for United Way 
chapters 

200,000
for cricket grounds  

992
pints of blood
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Selected Financial Data

The following financial data should be read in conjunction with the Consolidated Financial Statements and related Notes thereto and
Financial Review, included elsewhere in this Annual Report. The historical trends in TSYS’ results of operations and financial position
over the last five years are presented below. Revenues before reimbursable items and net income have grown over the last five years at
compounded annual growth rates of 16.5% and 17.3%, respectively. The balance sheet data also reflect the continued strong financial
position of TSYS as evidenced by the current ratio of 1.8:1 at December 31, 2005, and increased shareholders’ equity.

Years Ended December 31,

2005 2004 2003 2002 2001(in thousands except per share data)

Income Statement Data:
Revenues:

Electronic payment processing services ************************* $ 869,785 759,544 682,850 594,356 550,508
Merchant services********************************************* 237,418 26,169 24,966 23,520 21,904
Other services************************************************ 182,587 170,906 120,485 106,087 86,816

Revenues before reimbursable items************************** 1,289,790 956,619 828,301 723,963 659,228
Reimbursable items ******************************************* 313,141 230,389 225,165 231,170 233,093

Total revenues********************************************** 1,602,931 1,187,008 1,053,466 955,133 892,321

Expenses:
Salaries and other personnel expense*************************** 462,217 361,532 326,568 300,240 267,792
Net occupancy and equipment expense ************************ 283,955 240,424 206,313 174,883 171,772
Other operating expenses ************************************* 256,489 152,449 104,841 91,168 81,961

Expenses before reimbursable items ************************** 1,002,661 754,405 637,722 566,291 521,525
Reimbursable items ******************************************* 313,141 230,389 225,165 231,170 233,093

Total expenses ********************************************* 1,315,802 984,794 862,887 797,461 754,618

Operating income ****************************************** 287,129 202,214 190,579 157,672 137,703
Nonoperating income ******************************************* 4,798 2,077 3,790 5,614 2,858

Income before income taxes, minority interest and equity in income
of joint ventures ********************************************** 291,927 204,291 194,369 163,286 140,561

Income taxes*************************************************** 103,286 77,210 70,868 57,908 53,891
Minority interest in subsidiary’s net income ************************ (256) (259) (338) (154) (76)
Equity in income of joint ventures ******************************** 6,135 23,736 17,810 20,581 17,824

Net income ************************************************** $ 194,520 150,558 140,973 125,805 104,418

Basic earnings per share*************************************** $ 0.99 0.76 0.72 0.64 0.54

Diluted earnings per share************************************* $ 0.99 0.76 0.71 0.64 0.53

Cash dividends declared per share ******************************* $ 0.220 0.140 0.078 0.068 0.060

Weighted average common shares outstanding******************** 197,145 196,847 196,830 197,017 194,773

Weighted average common and common equivalent shares
outstanding ************************************************** 197,345 197,236 197,438 197,497 195,604

At December 31,

2005 2004 2003 2002 2001(in thousands)

Balance Sheet Data:
Total assets ************************************************ $1,410,897 1,281,943 1,001,236 779,493 656,554
Working capital ******************************************** 235,277 176,291 126,267 148,623 99,620
Obligations under capital leases and software arrangements

(excluding current portion) ******************************** 3,555 4,508 29,748 67 135
Shareholders’ equity**************************************** 1,012,772 864,612 732,534 602,206 507,330
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activity of clients’ portfolios. Therefore, electronic paymentFinancial Overview
processing revenues and the related margins are influenced by

TSYS’ (the Company’s) revenues are derived from providing the client mix relative to the size of client card portfolios, as well
electronic payment processing and related services to financial as the number and activity of individual cardholder accounts
and nonfinancial institutions, generally under long-term process- processed for each client. Consolidation among financial institu-
ing contracts. TSYS’ services are provided primarily through the tions has resulted in an increasingly concentrated client base,
Company’s cardholder systems, TS2 and TS1, to financial institu- which results in a changing client mix toward larger clients and
tions and other organizations throughout the United States, increasing pressure on the Company’s operating profit margins.
Mexico, Canada, Honduras, Puerto Rico and Europe. The Com-

Based upon available market share data that includes cardspany currently offers merchant services to financial institutions
processed in-house, the Company believes it has a 39.1% mar-and other organizations in the United States and Japan through
ket share of the domestic consumer card processing market; aits wholly owned subsidiary, Vital Processing Services, L.L.C.
84.6% share of the Visa and MasterCard domestic commercial(Vital), and its majority owned subsidiary, GP Network Corpora-
card processing market; a 14.4% share of the domestic retailtion (GP Net).
card processing market; and a 4.8% market share of the

Due to the somewhat seasonal nature of the credit card industry, U.S. signature debit processing market. The Company believes it
TSYS’ revenues and results of operations have generally in- has continued opportunities for growth as in-house processors
creased in the fourth quarter of each year because of increased and issuers processed by competitors realize the potential for
transaction and authorization volumes during the traditional reduced costs, enhanced revenue and better portfolio perform-
holiday shopping season. Furthermore, growth or declines in ance offered through TSYS’ processing solutions.
card portfolios of existing clients, the conversion of cardholder

The Company believes Vital has a 13% market share of domesticaccounts of new clients to the Company’s processing platforms
authorizations and a 20% share of all bankcard-acceptingand the loss of cardholder accounts impact the results of opera-
merchant locations in the U.S. Vital maintains relationships withtions from period to period. Another factor which may affect
23 of the top 25 U.S. acquiring banks.TSYS’ revenues and results of operations from time to time is the

sale by a client of its business, its card portfolio or a segment of
The Company provides services to its clients including process-

its accounts to a party which processes cardholder accounts
ing consumer, retail, commercial, government services, stored

internally or uses another third-party processor. Consolidation in
value and debit cards. Consumer cards include Visa and Master-

either the financial services or retail industries, a change in the
Card credit cards, as well as American Express cards. Retail cards

economic environment in the retail sector, or a change in the
include private label and gift cards. Commercial cards include

mix of payments between cash and cards could favorably or
purchasing cards, corporate cards and fleet cards for employees.

unfavorably impact TSYS’ financial position, results of operations
Government services accounts on file consist mainly of student

and cash flows in the future.
loan processing accounts. Stored value cards consist of prepaid

A significant amount of the Company’s revenues is derived from cards, including loyalty incentive cards and flexible spending
long-term contracts with large clients, including certain major cards. Debit cards consist mainly of on-line (PIN-based) and off-
customers. Processing contracts with large clients, representing line (signature-based) accounts. The tables on page 46 summa-
a significant portion of the Company’s total revenues, generally rize TSYS’ accounts on file (AOF) information at December 31,
provide for discounts on certain services based on the size and 2005, 2004 and 2003.

A summary of the financial highlights for the years ended December 31, 2005, 2004 and 2003, respectively, is provided below:

Percent Change
Years Ended December 31, 2005 vs. 2004 vs.
2005 2004 2003 2004 2003(in millions except per share data)

Revenues Before Reimbursables **************************************** $1,289.8 956.6 828.3 34.8% 15.5%
Total Revenues ******************************************************* 1,602.9 1,187.0 1,053.5 35.0 12.7
Operating Income **************************************************** 287.1 202.2 190.6 42.0 6.1
Net Income ********************************************************** 194.5 150.6 141.0 29.2 6.8
Basic EPS ************************************************************ 0.99 0.76 0.72 29.0 6.8
Diluted EPS ********************************************************** 0.99 0.76 0.71 29.1 6.9
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A summary of the financial highlights occurring in 2005 include: Renewals

( Revenues before reimbursables increased 34.8% in 2005, as ( TSYS renewed its agreement with Navy Federal Credit Union,
compared to 2004, to $1,289.8 million. Expenses before the world’s largest credit union, to continue processing for an
reimbursables increased 32.9% in 2005, as compared to 2004, additional five years.
to $1,002.7 million.

( MBNA Corporation (MBNA), based in Wilmington, Delaware,
extended its existing seven-year relationship with TSYS for( Excluding the impact of the acquisition of Vital and TSYS
commercial card processing services by an additional threePrepaid, Inc. (TSYS Prepaid), revenues before reimbursables
years.increased 10.3% in 2005, as compared to 2004, to

$1,054.7 million. Expenses before reimbursables increased
( TSYS renewed agreements with C&A Modas in Mexico as well10.2% in 2005, as compared to 2004, to $831.6 million.

as agreements with Juniper Bank, Wilmington, DE; Trustmark
National Bank, Jackson, MS; Allied Irish Bank, Dublin, Ireland( Net income increased 29.2% in 2005, as compared to 2004, to
and Metavante of Milwaukee, WI.$194.5 million.

( Vital announced a renewal of its service agreement with its( Diluted earnings per share was $0.99, an increase of 29.1%, as
largest customer, Bank of America.compared to $0.76 in 2004.

( Cash flows generated by operating activities were $238.9 mil- Acquisitions
lion in 2005, compared to $332.0 million in 2004.

( The Company acquired the remaining 50% interest from Visa
( TSYS approved a quarterly cash dividend of $0.06 per share, U.S.A. (Visa) of Vital for $95.8 million.

an increase of 50% from the previous dividend rate. TSYS has
( TSYS expanded its global reach into China by purchasing aincreased its dividend payment for six consecutive years.

34% equity interest in China UnionPay Data Co., Ltd. (CUP
( Accounts on file processed on TSYS’ systems increased 22.4% Data) for $37 million.

to 437.9 million at December 31, 2005, compared to
357.6 million at December 31, 2004. Conversions

Significant highlights occurring during 2005 include:
( TSYS successfully converted the account portfolio of

JPMorgan Chase & Co. (Chase).
New Clients

( In March and April, the Company converted Bank of America’s
( TSYS signed an agreement with Capital One Financial Corpo- acquired account portfolio of FleetBoston Financial Corp.

ration (Capital One) to provide processing services for its (FleetBoston).
North American portfolio of consumer and small business
credit card accounts. Other Business

( TSYS signed an agreement with Fifth Third Bancorp and ( TSYS successfully implemented two retail gift card programs
successfully converted its Visa and MasterCard consumer in Europe — one for HMV, the largest retailer of music, DVD
credit portfolio to TS2. and games in the UK and another for Hunkemöller, a leading

specialist retailer in the Netherlands, with outlets in Germany,
( TSYS signed a seven-year contract with ABN AMRO Bank, Denmark, France, Luxembourg and Belgium.

Barneveld, Netherlands, which represents the first processing
agreement with a card issuer based in continental Europe. ( TSYS Prepaid announced it was sponsoring the creation of an
Additionally, TSYS provides customer care services on behalf industry-wide prepaid card trade association. The trade asso-
of ABN AMRO by managing a customer contact center in the ciation will help advance the rapidly evolving prepaid market,
Netherlands. The center will support full end-to-end customer focusing primarily on branded cards using open networks such
service, including general customer service queries, applica- as Visa and MasterCard, as well as EFT and ATM networks.
tion processing, chargebacks and dispute handling, fraud and

( TSYS announced that Answers, etc. will use TSYS Prepaid’scollections.
platform to power the Zoomcard Prepaid MasterCard. The

( TSYS signed an agreement with Toronto-Dominion Bank to Zoomcard, issued by KeyBank, is accepted at more than
provide a range of processing and support services for its 900,000 ATMs and more than 24 million merchant locations
consumer and commercial credit card accounts. worldwide.
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( TSYS established TSYS Managed Services by integrating con- earnings. The accompanying Consolidated Financial Statements
tact centers and customer-servicing operations of several sub- and related Notes and Selected Financial Data are an integral
sidiary companies into a single special business unit. part of this Financial Review and should be read in conjunction

with it.

Deconversions
Critical Accounting Policies and Estimates

( TSYS concluded its negotiations with Citibank related to con-
TSYS’ financial position, results of operations and cash flows aretinuing its processing services for the Sears, Roebuck and Co.
impacted by the accounting policies the Company has adopted.card portfolio. TSYS received official notification that Citibank
In order to get a full understanding of the Company’s financialplans to migrate all of the Sears consumer MasterCard and
statements, one must have a clear understanding of the ac-private-label accounts from TSYS in a deconversion that is
counting policies employed.scheduled to occur in May 2006. TSYS expects to continue

supporting commercial-card accounts for Citibank, as well as
The Company has prepared the accompanying consolidated

Citibank’s Banamex USA consumer accounts, according to the
financial statements in conformity with accounting principles

terms of the existing agreements for those portfolios.
generally accepted in the United States of America. The prepa-
ration of the consolidated financial statements requires manage-( In December 2005, TSYS received official notification from
ment of the Company to make a number of estimates andBank of America of its intent to shift the processing of its
assumptions relating to the reported amounts of assets andconsumer card portfolio in house in October 2006 in connec-
liabilities at the date of the consolidated financial statementstion with the acquisition of MBNA.
and the reported amounts of revenues and expenses during the
period. These estimates and assumptions are developed basedIndustry Developments
upon all information available. Actual results could differ from

Consolidation among financial institutions, particularly in the estimated amounts.
area of credit card operations, continued to be a major industry

Factors that could affect the Company’s future operating resultsrisk. During 2005, the following consolidations and industry
and cause actual results to vary materially from expectations areevents occurred:
listed in the Company’s forward-looking statements on page 60.

( Bank of America announced a definitive agreement to acquire Negative developments in these or other risk factors could have
MBNA. With the acquisition, Bank of America became one of a material adverse effect on the Company’s financial position,
the largest card issuers in the United States. results of operations and cash flows.

( Washington Mutual, Inc. (WAMU), the nation’s largest savings A summary of the Company’s critical accounting policies follows:
and loan, acquired Providian Financial Corp. (Providian).

ACCOUNTS RECEIVABLE: Accounts receivable balances are
( Multiple data breaches, including credit card data security stated net of allowances for doubtful accounts and billing adjust-

breaches, were announced that allowed unauthorized access ments of $12.6 million and $6.8 million at December 31, 2005
to consumer profiles. A bill under consideration in the Senate and December 31, 2004, respectively. The allowance represents
would require U.S. businesses to make data-security breaches 6.4% and 4.5% of total accounts receivable at December 31,
public, with those failing to do so facing possible criminal 2005 and December 31, 2004, respectively. TSYS’ client base
prosecution. mainly consists of financial institutions and other card issuers

such as retailers. A substantial amount of the Company’s ac-
( Chase entered into an agreement to purchase the credit card

counts receivable balances are current, and the average number
operation, including both its private-label Sears credit card

of days sales outstanding in accounts receivable at Decem-
accounts and its co-branded Sears MasterCard accounts, from

ber 31, 2005 was 40 days. Because TSYS invoices clients for
Sears Canada Inc.

services monthly in arrears, accounts receivable includes one
month of service billings not yet invoiced.

Financial Review
TSYS records allowances for doubtful accounts when it is proba-

This Financial Review provides a discussion of critical accounting ble that the accounts receivable balance will not be collected.
policies and estimates, related party transactions and off-bal- When estimating the allowances for doubtful accounts, the
ance sheet arrangements. This Financial Review also discusses Company takes into consideration such factors as its day-to-day
the results of operations, financial position, liquidity and capital knowledge of the financial position of specific clients, the indus-
resources of TSYS and outlines the factors that have affected its try and size of its clients, the overall composition of its accounts
recent earnings, as well as those factors that may affect its future receivable aging, prior experience with specific customers of
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accounts receivable write-offs and prior history of allowances in A deliverable in multiple element arrangements indicates any
proportion to the overall receivable balance. This analysis in- performance obligation on the part of the seller and includes
cludes an ongoing and continuous communication with its larg- any combination of obligations to perform different services,
est clients and those clients with past due balances. A financial grant licenses or other rights. Revenue is allocated to the
decline of any one of the Company’s large clients could have a separate units of accounting in a multiple element arrangement
material adverse effect on collectibility of receivables and thus based on relative fair values, provided the delivered element has
the adequacy of the allowance for doubtful accounts. standalone value to the customer, the fair value of any undeliv-

ered items can be readily determined, and delivery of any
Increases in the allowance for doubtful accounts are recorded as

undelivered items is probable and substantially within the Com-
charges to bad debt expense and are reflected in other operat-

pany’s control. Evidence of fair value must be objective and
ing expenses in the Company’s consolidated statements of

reliable. An item has value to the customer on a standalone
income. Write-offs of uncollectible accounts are charged against

basis if it is sold separately by any vendor or the customer could
the allowance for doubtful accounts.

resell the deliverable on a standalone basis.
TSYS records allowances for billing adjustments for actual and

On March 3, 2003, the Company announced that Bank One had
potential billing discrepancies. When estimating the allowance

selected TSYS to upgrade its credit card processing. Under the
for billing adjustments, the Company considers its overall history

long-term software licensing and services agreement, TSYS was
of billing adjustments, as well as its history with specific clients

to provide electronic payment processing services to Bank One’s
and known disputes. Increases in the allowance for billing adjust-

credit card accounts for at least two years starting in 2004
ments are recorded as a reduction of revenues in the Company’s

(excluding statement and card production services). Following
consolidated statements of income, and actual adjustments to

the provision of processing services, TSYS was to license a
invoices are charged against the allowance for billing

modified version of its TS2 consumer and commercial software
adjustments.

to Bank One through a perpetual license with a six-year payment
REVENUE RECOGNITION: The Company’s electronic payment term. The Company used the percentage-of-completion ac-
processing revenues are derived from long-term processing counting method for its agreement with Bank One and recog-
contracts with financial and nonfinancial institutions and are nized revenues in proportion to costs incurred. This agreement
generally recognized as the services are performed. Electronic has been superseded by the agreement with Chase described
payment processing revenues are generated primarily from below.
charges based on the number of accounts on file, transactions

On July 1, 2004, Bank One and Chase merged under the name
and authorizations processed, statements mailed, cards em-

Chase. On October 13, 2004, TSYS finalized a definitive agree-
bossed and mailed and other processing services for cardholder

ment with Chase to service the combined card portfolios of
accounts on file. Most of these contracts have prescribed annual

Chase Card Services and to upgrade its card-processing technol-
revenue minimums. The original terms of processing contracts

ogy. The agreement extended a relationship that started with
generally range from three to ten years and provide for penalties

TSYS and the former Bank One in March 2003. Pursuant to the
for early termination.

revised agreement, the first phase of the project was executed
The Company recognizes revenues in accordance with Staff successfully, and Bank One’s remaining accounts were con-
Accounting Bulletin No. 104 (SAB No. 104), ‘‘Revenue Recogni- verted to the modified TS2 processing platform during the
tion.’’ SAB No. 104 sets forth guidance as to when revenue is fourth quarter of 2004, according to the project’s original sched-
realized or realizable and earned when all of the following ule. Chase converted its consumer accounts to a modified
criteria are met: (1) persuasive evidence of an arrangement version of TS2 in July 2005, after which TSYS expects to maintain
exists; (2) delivery has occurred or services have been per- the card-processing functions of Chase Card Services for at least
formed; (3) the seller’s price to the buyer is fixed or determina- two years. Chase Card Services then has the option to either
ble; and (4) collectibility is reasonably assured. extend the processing agreement for up to five additional two-

year periods or migrate the portfolio in-house, under a perpet-
The Company evaluates its contractual arrangements that pro-

ual license of a modified version of TS2 with a six-year payment
vide services to clients through a bundled sales arrangement in

term. TSYS’ revenues from Chase were less than 10% of total
accordance with the Financial Accounting Standard Board’s

revenues for the year ended December 31, 2005.
(FASB’s) Emerging Issues Task Force No. 00-21 (EITF 00-21),
‘‘Revenue Arrangements with Multiple Deliverables.’’ EITF 00-21 As a result of the revised agreement with Chase, TSYS discontin-
addresses the determination of whether an arrangement involv- ued its use of the percentage-of-completion accounting method
ing more than one deliverable contains more than one unit of for the original agreement with Bank One. The revised agree-
accounting and how the arrangement consideration should be ment is accounted for in accordance with the FASB’s EITF 00-21
measured and allocated to separate units of accounting. and other applicable guidance.
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The Company recognizes software license revenue in accor- the services are performed, either on a per unit or a fixed price
dance with Statement of Position No. (SOP) 97-2, ‘‘Software basis.
Revenue Recognition,’’ and SOP 98-9, ‘‘Modification of

CONTRACT ACQUISITION COSTS: The Company capitalizesSOP 97-2, Software Revenue Recognition With Respect to Cer-
contract acquisition costs related to signing or renewing long-tain Transactions.’’ For software licenses for which any services
term contracts. The Company capitalizes internal conversionrendered are not considered essential to the functionality of the
costs in accordance with FASB Technical Bulletin No. 90-1,software, revenue is recognized upon delivery of the software,
‘‘Accounting for Separately Priced Extended Warranty and Prod-provided (1) there is evidence of an arrangement, (2) collection
uct Maintenance Contracts.’’ The capitalization of costs relatedof the fee is considered probable, (3) the fee is fixed or determi-
to cash payments for rights to provide processing services isnable, and (4) vendor specific objective evidence (VSOE) exists
capitalized in accordance with the FASB’s Emerging Issues Taskto allocate revenue to the undelivered elements of the
Force No. 01-9, ‘‘Accounting for Consideration Given by aarrangement.
Vendor to a Customer (Including a Reseller of the Vendors
Products),’’ and SAB 104. These costs are amortized using theWhen services are considered essential to the functionality of the
straight-line method over the contract term beginning when thesoftware licensed, revenues are recognized over the period that
client’s cardholder accounts are converted and producing reve-such services will be performed using the percentage-of-com-
nues. All costs incurred prior to a signed agreement are ex-pletion method in accordance with SOP 81-1, ‘‘Accounting for
pensed as incurred. The amortization of contract acquisitionPerformance of Construction-Type and Certain Production-Type
costs associated with cash payments is included as a reductionContracts.’’ Progress during the period in which services are
of revenues in the Company’s consolidated statements of in-performed is measured by the percentage of costs incurred to
come. The amortization of contract acquisition costs associateddate to estimated total costs for each arrangement as this is the
with conversion activity is recorded as other operating expensesbest measure of progress. Provisions for estimated losses on
in the Company’s consolidated statements of income.incomplete contracts are made in the period in which such

losses are determined. For license arrangements in which the The Company evaluates the carrying value of contract acquisi-
fee is not considered fixed or determinable, the license revenue tion costs associated with each customer for impairment on the
is recognized as payments become due. basis of whether these costs are fully recoverable from expected

undiscounted net operating cash flows of the related contract.The Company’s merchant services revenues are derived from
The determination of expected undiscounted net operating cashlong-term processing contracts with large financial institutions
flows requires management to make estimates.and other merchant acquirers which generally range from three

to eight years and provide for penalties for early termination. These costs may become impaired with the loss of a contract,
Merchant services revenues are generated primarily from the financial decline of a client, termination of conversion efforts
processing all payment forms including credit, debit, electronic after a contract is signed, diminished prospects for current
benefits transfer and check truncation for merchants of all sizes clients or if the Company’s actual results differ from its estimates
across a wide array of retail market segments. The products and of future cash flows.
services offered include authorization and capture of electronic

SOFTWARE DEVELOPMENT COSTS: In accordance withtransactions, clearing and settlement of electronic transactions,
Statement of Financial Accounting Standards No. 86, ‘‘Com-information reporting services related to electronic transactions,
puter Software to be Sold, Leased or Otherwise Marketed,’’merchant billing services, and point-of-sale terminal sales and
software development costs are capitalized once technologicalservices. Revenue is recognized as merchant services as those
feasibility of the software product has been established. Costsservices are performed, primarily on a per unit basis. Revenues
incurred prior to establishing technological feasibility are ex-on point-of-sale terminal equipment are recognized upon the
pensed as incurred. Technological feasibility is established whentransfer of ownership and shipment of product.
the Company has completed a detailed program design and has

The Company’s other service revenues are derived from recov- determined that a product can be produced to meet its design
ery collections work, bankruptcy process management, legal specifications, including functions, features and technical per-
account management, skip tracing, commercial printing activi- formance requirements. Capitalization of costs ceases when the
ties, targeted loyalty programs, and customer relationship man- product is generally available to clients. At each balance sheet
agement services, such as call center activities for card date, the Company evaluates the unamortized capitalized costs
activation, balance transfer requests, customer service and col- of software development as compared to the net realizable
lection. The contract terms for these services are generally value of the software product which is determined by expected
shorter in nature as compared with the Company’s long-term undiscounted net operating cash flows. The amount by which
processing contracts. Revenue is recognized on these services as the unamortized software development costs exceed the net
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realizable value is written off in the period that such determina- Common Stock,’’ is not amortized. However, equity method
tion is made. Software development costs are amortized using goodwill shall not be reviewed for impairment in accordance
the greater of (1) the straight-line method over its estimated with SFAS No. 142, but instead should continue to be reviewed
useful life, which ranges from three to ten years or (2) the ratio of for impairment in accordance with paragraph 19(h) of APB 18.
current revenues to total anticipated revenue over its useful life. Equity method goodwill is not reported as goodwill in the

Company’s balance sheet, but is reported as a component of
The Company also develops software that is used internally. the equity investment.
These software development costs are capitalized based upon

TRANSACTION PROCESSING PROVISIONS: The CompanySOP 98-1, ‘‘Accounting for the Costs of Computer Software
has recorded estimates to accrue for contract contingenciesDeveloped or Obtained for Internal Use.’’ Internal-use software
(performance penalties) and processing errors. A significantdevelopment costs are capitalized once (1) preliminary project
number of the Company’s contracts with large clients containstage is completed, (2) management authorizes and commits to
service level agreements which can result in TSYS incurringfunding a computer software project, and (3) it is probable that
performance penalties if contractually required service levels arethe project will be completed, and the software will be used to
not met. When providing these accruals, the Company takesperform the function intended. Costs incurred prior to meeting
into consideration such factors as the prior history of perform-these qualifications are expensed as incurred. Capitalization of
ance penalties and processing errors incurred, actual contractualcosts ceases when the project is substantially complete and
penalties inherent in the Company’s contracts, progress towardsready for its intended use. Internal-use software development
milestones and known processing errors not covered bycosts are amortized using an estimated useful life of three to five
insurance.years. Software development costs may become impaired in

situations where development efforts are abandoned due to the
These accruals are included in other current liabilities in theviability of the planned project becoming doubtful or due to
accompanying consolidated balance sheets. Increases and de-technological obsolescence of the software product.
creases in transaction processing provisions are charged to other
operating expenses in the Company’s consolidated statementsGOODWILL: Goodwill results from the excess of cost over the
of income, and payments or credits for performance penaltiesfair value of net assets of businesses acquired. In July 2001, the
and processing errors are charged against the accrual.FASB issued Statement of Financial Accounting Standards

No. 141 (SFAS No. 141), ‘‘Business Combinations,’’ and State-
IMPAIRMENT OF LONG-LIVED ASSETS AND INTANGIBLES:ment of Financial Accounting Standards No. 142 (SFAS No. 142),
In accordance with SFAS No. 144, the Company reviews long-‘‘Goodwill and Other Intangible Assets.’’ SFAS No. 141 requires
lived assets, such as property and equipment and intangiblesthat the purchase method of accounting be used for all business
subject to amortization, including contract acquisition costs andcombinations initiated after June 30, 2001. SFAS No. 141 also
certain computer software, for impairment whenever events orspecifies criteria that intangible assets acquired in a purchase
changes in circumstances indicate that the carrying amount of anmethod business combination must meet to be recognized and
asset may not be recoverable. Recoverability of assets to be heldreported apart from goodwill, noting that any purchase price
and used is measured by a comparison of the carrying amount ofallocable to an assembled workforce may not be accounted for
an asset to estimated undiscounted future cash flows expectedseparately.
to be generated by the asset. If the carrying amount of an asset
exceeds its estimated future cash flows, an impairment charge isSFAS No. 142 requires that goodwill and intangible assets with
recognized by the amount by which the carrying amount of theindefinite useful lives no longer be amortized, but instead tested
asset exceeds the fair value of the asset. Assets to be disposedfor impairment at least annually in accordance with the provi-
of would be separately presented in the balance sheet andsions of SFAS No. 142. SFAS No. 142 also requires that intangi-
reported at the lower of the carrying amount or fair value lessble assets with estimable useful lives be amortized over their
costs to sell, and would no longer be depreciated. The assetsrespective estimated useful lives to their estimated residual
and liabilities of a disposed group classified as held for salevalues, and reviewed for impairment in accordance with State-
would be presented separately in the appropriate asset andment of Financial Accounting Standards No. 144 (SFAS No. 144),
liability sections of the balance sheet.‘‘Accounting for the Impairment or Disposal of Long-Lived As-

sets.’’ The Company adopted SFAS No. 142 on January 1, 2002.
Related Party Transactions

The portion of the difference between the cost of an investment
and the amount of underlying equity in net assets of an equity The Company provides electronic payment processing and
method investee that is recognized as goodwill in accordance other services to its parent company, Synovus Financial Corp.
with Accounting Principles Board (APB) Opinion No. 18 (Synovus), and its affiliates, and to the Company’s joint venture,
(APB 18), ‘‘The Equity Method of Accounting for Investments in Total System Services de México, S.A. de C.V. (TSYS de México).
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The Company had a joint venture with Visa and used the equity TSYS did not have an outstanding balance on the line of credit
method of accounting to record its 50% ownership in the joint and was in compliance with all covenants. As the LIBOR rate
venture. In the ordinary course of business, TSYS, which owns changes, TSYS will be subject to interest rate risk.
the merchant back-end processing software used by Vital, pro-

In addition, TSYS maintains another unsecured credit agreementvides processing services to Vital. On March 1, 2005, the Com-
with CB&T. The credit agreement has a maximum availablepany acquired the remaining 50% interest in Vital. Refer to
principal balance of $5.0 million, with interest at prime. TSYS didNote 19 in the consolidated financial statements for more infor-
not use the credit facility during 2005 or 2004.mation on the acquisition of Vital.

The foregoing related party services are performed under con- Balance Sheets
tracts that are similar to its contracts with unrelated third party

TSYS maintains deposit accounts with CB&T and other Synovuscustomers. The Company believes the terms and conditions of
affiliates, the majority of which earn interest and on which TSYStransactions between the Company and these related parties are
receives market rates of interest. Included in cash and cashcomparable to those which could have been obtained in trans-
equivalents are deposit balances with Synovus affiliates ofactions with unaffiliated parties. The Company’s margins with
$152.6 million and $176.6 million at December 31, 2005 andrespect to related party transactions are comparable to margins
2004, respectively.recognized in transactions with unrelated third parties. The

amounts related to these transactions are disclosed on the face
The Company maintains restricted cash balances on depositof TSYS’ consolidated financial statements. Refer to Note 2 in
with CB&T and other Synovus affiliates. The restricted cashthe consolidated financial statements for more information on
balances relate to cash collected on behalf of clients which aretransactions with affiliated companies.
held in escrow. At December 31, 2005 and 2004, the Company
had restricted cash balances of $4.1 million and $5.7 million,At December 31, 2005, Columbus Bank and Trust Company
respectively, on deposit with Synovus affiliates.(CB&T), a wholly owned subsidiary of Synovus, owned 159.6 mil-

lion shares (80.9%) of TSYS’ common stock.
At December 31, 2005 and 2004, TSYS had dividends payable
of $9.6 million and $6.4 million, respectively, associated with

Line of Credit related parties.

On June 30, 2003, TSYS obtained a $45.0 million long-term line Through its related party transactions, TSYS generates accounts
of credit from a banking affiliate of Synovus. The line is an receivable and liability accounts with Synovus, CB&T and other
automatic draw-down facility. The interest rate for the line of Synovus affiliates, and TSYS de México. At December 31, 2005
credit is the London Interbank Offered Rate (LIBOR) plus 150 ba- and 2004, the Company had accounts receivable balances of
sis points. In addition, there is a charge of 15 basis points on any $0.1 million and $0.9 million, respectively, associated with re-
funds unused. The line of credit is unsecured debt and includes lated parties. At December 31, 2005 and 2004, the Company
covenants requiring the Company to maintain certain minimum had accounts payable balances of $0.1 million and $0.3 million,
financial ratios. The Company used the facility occasionally respectively, associated with related parties. At December 31,
during the year, borrowing and repaying approximately 2005 and 2004, the Company had an accrued current liability to
$48.1 million during 2005. At December 31, 2005 and 2004, related parties of $0.3 million and $0.2 million, respectively.

Statements of Income

The Company provides electronic payment processing services and other services for Synovus, CB&T and other Synovus affiliates, as
well as the Company’s equity method joint venture, TSYS de México.

The table below summarizes revenues derived from affiliated companies for the years ended December 31, 2005, 2004 and 2003. Refer
to Note 2 in the consolidated financial statements for more information on transactions with affiliated companies.

2005 2004 2003(in thousands)

Electronic payment processing services ********************************************************* $4,998 4,919 4,356
Merchant services***************************************************************************** 2,378 13,786 14,374
Other services ******************************************************************************** 7,024 6,219 6,421
Reimbursable items *************************************************************************** 3,005 9,617 9,002
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The Company and Synovus and its affiliates are parties to various agreements to provide certain services between one another. The
table below summarizes expenses associated with affiliated companies for the years ended December 31, 2005, 2004 and 2003 by
expense category. Refer to Note 2 in the consolidated financial statements for more information on transactions with affiliated
companies.

2005 2004 2003(in thousands)

Salaries and other personnel expense ************************************************************* $ 588 787 576
Net occupancy and equipment expense*********************************************************** (882) (709) (405)
Other operating expenses *********************************************************************** 8,433 8,906 8,900

terms with the affiliated companies during the periodsNonoperating Income
presented.

The following table details the amount of interest the Company
earned from related parties and the amount of interest expense Off-Balance Sheet Arrangements
the Company paid to related parties.

OPERATING LEASES: As a method of funding its operations,2005 2004 2003(in thousands) TSYS employs noncancelable operating leases for computer
Interest income from Synovus affiliate equipment, software and facilities. These leases allow the Com-

banks*************************** $2,828 967 582
pany to provide the latest technology while avoiding the risk of

Interest expense paid to Synovus ownership. Neither the assets nor obligations related to theseaffiliate banks******************** 37 — 29
leases are included on the balance sheet. Refer to Note 14 in the
consolidated financial statements for further information on op-
erating lease commitments.Cash Flow

TSYS paid cash dividends to CB&T in the amount of approxi- Recent Accounting Pronouncements
mately $31.9 million, $19.2 million and $12.0 million in 2005,
2004 and 2003, respectively. TSYS received cash dividends from In December 2004, the FASB issued Statement of Financial
its equity method joint ventures of approximately $1.7 million, Accounting Standards No. 123 (revised) (SFAS No. 123R),
$35.9 million and $5.3 million in 2005, 2004 and 2003, ‘‘Share-Based Payment.’’ SFAS No. 123R establishes standards
respectively. for the accounting for transactions in which an entity exchanges

its equity instruments for goods or services. It also addresses
transactions in which an entity incurs liabilities in exchange forStock Options
goods or services that are based on the fair value of the entity’s

Certain officers of TSYS and other TSYS employees participate in equity instruments or that may be settled by the issuance of
the Synovus Incentive Plans. Nonqualified options to acquire those equity instruments. This Statement requires a public entity
Synovus common stock were granted in 2005, 2004 and 2003 as to measure the cost of employee services received in exchange
follows: for an award of equity instruments based on the grant-date fair

value of the award (with limited exceptions). That cost will be2005 2004 2003(in thousands, except per share data) recognized over the period during which an employee is re-
Number of shares under options*** 697 710 426 quired to provide service in exchange for the award.
Weighted average exercise price ** $28.71 26.00 18.91

This Statement applies to all awards granted after the required
effective date and to awards modified, repurchased or cancelledThese stock options were granted with an exercise price equal to
after that date. Compensation cost will be recognized on or afterthe fair market value of Synovus common stock at the date of
the required effective date for the portion of outstanding awardsgrant. The options vest over two to three years and expire eight
for which the requisite service has not yet been rendered, basedto ten years from date of grant.
on the grant-date fair value of those awards calculated under

The Company believes the terms and conditions of the transac- Statement of Financial Accounting Standards No. 123, ‘‘Ac-
tions described above between TSYS, CB&T, Synovus and other counting for Stock-Based Compensation,’’ for either recognition
affiliated companies are comparable to those which could have or pro forma disclosures. The Statement is effective for the first
been obtained in transactions with unaffiliated parties. No signif- interim or annual period of the first fiscal year that begins on or
icant changes have been made to the method of establishing after June 15, 2005.

43



The Company adopted SFAS No. 123R on January 1, 2006. The accounting principle by requiring retrospective application to
Company expects that the impact of expensing existing TSYS prior periods’ financial statements, unless it is impracticable to
and Synovus stock options will have a negative impact upon its determine either the period-specific effects or the cumulative
results of operations and statement of financial position. The effect of the change. The provisions of this Statement are
expected results for 2006 include the estimated impact of effective for accounting changes and corrections of errors made
expensing the fair value of stock options beginning in 2006, as in fiscal years beginning after December 15, 2005. The Com-
well as expenses associated with restricted stock awards, which pany does not expect the impact of adopting SFAS No. 154 on
are expected to replace stock options as TSYS’ primary method its financial position, results of operations or cash flows to be
of equity-based compensation. The incremental (as compared to material.
2005) after-tax expense for both options and restricted stock

In June 2005, the EITF reached a consensus on EITF Issue
awards in 2006 is estimated at $5.8 million, which represents

No. 05-6 (EITF 05-6), ‘‘Determining the Amortization Period for
approximately $0.03 per diluted share, or 3% of reported 2005

Leasehold Improvements.’’ This guidance provides that lease-
diluted earnings per share.

hold improvements acquired in a business combination and
In May 2005, the FASB issued Statement of Financial Accounting those acquired after the inception of a lease should be amor-
Standards No. 154 (SFAS No. 154), ‘‘Accounting Changes and tized over the shorter of the useful life of the assets or a term
Error Corrections — a replacement of APB Opinion No. 20 and that includes renewals that are reasonably assured at the date of
FASB Statement No. 3.’’ SFAS No. 154 replaces APB Opinion acquisition of the leasehold improvements. The guidance is
No. 20, ‘‘Accounting Changes,’’ and Statement of Financial effective for periods beginning after June 29, 2005. The Com-
Accounting Standards No. 3, ‘‘Reporting Accounting Changes in pany does not expect the impact of adopting EITF 05-6 on its
Interim Financial Statements,’’ and changes the requirements for financial position, results of operations or cash flows to be
the accounting for and reporting of a change in accounting material.
principle. SFAS No. 154 applies to all voluntary changes in
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The following table sets forth certain revenue and expense items as a percentage of total revenues and the percentage increase or
decrease in those items from the table of Selected Financial Data presented on page 35:

Percentage of
Total Revenues

Years Ended Percentage Change in
December 31, Dollar Amounts

2005 2004 2003 2005 vs. 2004 2004 vs. 2003

Revenues:
Electronic payment processing services ***************************** 54.3% 64.0 64.8 14.5% 11.2%
Merchant services ************************************************ 14.8 2.2 2.4 nm 4.8
Other services *************************************************** 11.4 14.4 11.4 6.8 41.8

Revenues before reimbursable items ***************************** 80.5 80.6 78.6 34.8 15.5
Reimbursable items ********************************************** 19.5 19.4 21.4 35.9 2.3

Total revenues ************************************************* 100.0 100.0 100.0 35.0 12.7

Expenses:
Salaries and other personnel expense ****************************** 28.8 30.5 31.0 27.8 10.7
Net occupancy and equipment expense **************************** 17.7 20.3 19.5 18.1 16.5
Other operating expenses***************************************** 16.1 12.8 10.0 68.2 45.4

Expenses before reimbursable items ***************************** 62.6 63.6 60.5 32.9 18.3
Reimbursable items ********************************************** 19.5 19.4 21.4 35.9 2.3

Total expenses ************************************************* 82.1 83.0 81.9 33.6 14.1

Operating income********************************************** 17.9 17.0 18.1 42.0 6.1
Nonoperating income ********************************************** 0.3 0.2 0.4 131.0 (45.2)

Income before income taxes, minority interest and equity in income of
joint ventures ************************************************** 18.2 17.2 18.5 42.9 5.1

Income taxes ****************************************************** 6.5 6.5 6.8 33.8 8.9
Minority interest in consolidated subsidiary’s net income *************** (0.0) (0.0) (0.0) (1.1) (23.5)
Equity in income of joint ventures************************************ 0.4 2.0 1.7 (74.2) 33.3

Net income************************************************** 12.1% 12.7 13.4 29.2 6.8

nm = not meaningful

Results of Operations
Revenues

Total revenues increased 35.0%, or $415.9 million, for the year ended December 31, 2005, compared to the year ended December 31,
2004, which increased 12.7%, or $133.5 million, compared to the year ended December 31, 2003. The increases in revenues for 2005
and 2004 include a decrease of $1.2 million and an increase of $11.7 million, respectively, related to the effects of currency translation
of its foreign-based subsidiaries and branches. Excluding reimbursable items, revenues increased 34.8%, or $333.2 million, for the year
ended December 31, 2005, compared to the year ended December 31, 2004, which increased 15.5%, or $128.3 million, compared to
the year ended December 31, 2003.
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International Revenue

TSYS provides services to its clients worldwide and plans to continue to expand its service offerings internationally in the future. TSYS’
international revenues are generated by TSYS and its consolidated entities. The Company has two joint ventures located in Mexico and
China that are accounted for under the equity method of accounting and therefore, TSYS does not include the revenues of its joint
ventures in consolidated revenues. Total revenues from clients domiciled outside the United States for the years ended December 31,
2005, 2004 and 2003, respectively, are summarized below:

Percent Change

2005 2004 2003 2005 vs. 2004 2004 vs. 2003(in millions)

Europe*********************************************************** $131.9 101.6 68.6 29.8% 48.1%
Canada ********************************************************** 89.9 83.2 75.9 8.0 9.6
Japan************************************************************ 15.6 14.0 12.1 11.6 16.0
Mexico*********************************************************** 7.6 11.2 31.4 (32.0) (64.2)
Other************************************************************ 3.8 3.7 2.5 17.1 51.1

Totals ********************************************************** $248.8 213.7 190.5 16.7 12.3

Accounts on File (AOF) Information (in millions)

Percent Change

2005 2004 2003 2005 vs. 2004 2004 vs. 2003

At December 31,************************** 437.9 357.6 273.9 22.4% 30.5%
YTD Average ***************************** 401.1 303.1 262.6 32.3 15.4

AOF by Portfolio Type
Percent Change

2005 % 2004 % 2003 % 2005 vs. 2004 2004 vs. 2003At December 31,

Consumer ****************************** 267.4 61.0% 203.3 56.9% 143.5 52.4% 31.5% 41.7%
Retail ********************************** 99.7 22.8 93.6 26.2 85.5 31.2 6.4 9.4
Commercial***************************** 30.1 6.9 25.6 7.2 21.5 7.9 17.7 19.0
Government services ******************** 18.8 4.3 16.3 4.6 13.8 5.0 15.4 18.2
Stored value **************************** 14.3 3.3 11.9 3.3 3.5 1.3 19.7 238.1
Debit ********************************** 7.6 1.7 6.9 1.8 6.1 2.2 10.5 13.3

Total ********************************* 437.9 100.0% 357.6 100.0% 273.9 100.0% 22.4 30.5

AOF by Geographic Area
Percent Change

2005 % 2004 % 2003 % 2005 vs. 2004 2004 vs. 2003At December 31,

Domestic ********************************* 381.8 87.2% 308.2 86.2% 229.8 83.9% 23.9% 34.1%
International******************************* 56.1 12.8 49.4 13.8 44.1 16.1 13.4 12.0

Total************************************ 437.9 100.0% 357.6 100.0% 273.9 100.0% 22.4 30.5

Activity in AOF
2004 to 2005 2003 to 2004 2002 to 2003

Beginning balance************************************ 357.6 273.9 245.9
Internal growth of existing clients ******************** 40.8 36.9 25.1
New clients **************************************** 51.8 49.1 19.9
Purges/Sales *************************************** (9.6) (1.1) (13.2)
Deconversions ************************************* (2.7) (1.2) (3.8)

Ending balance ************************************** 437.9 357.6 273.9
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Total revenues from clients based in Europe was $131.9 million various processing and other services to this client, including
for 2005, a 29.8% increase over the $101.6 million in 2004, processing of consumer and commercial accounts, as well as
which was a 48.1% increase over the $68.6 million in 2003. The revenues for reimbursable items. With the acquisition of Vital on
growth in revenues in 2005 from clients based in Europe was a March 1, 2005, the Company’s revenues include revenues de-
result of the growth of existing clients, the conversion of new rived from providing merchant processing services to Bank of
accounts, the effect of currency translation and the increased use America. Refer to Note 19 in the consolidated financial state-
of value added products and services by clients in Europe. ments for more information on the acquisition of Vital.

On January 25, 2005, the Company announced that it hadTotal revenues from clients based in Mexico was $7.6 million for
extended its agreement with Bank of America for an additional2005, a 32.0% decrease over the $11.2 million in 2004, which
five years through 2014. Additionally, during the third quarter ofwas a 64.2% decrease over the $31.4 million in 2003. During
2005, Vital announced the renewal of its agreement to provide2003, the Company’s largest client in Mexico notified TSYS that
merchant processing services to Bank of America.the client would be utilizing its internal global platform and

deconverted in the fourth quarter of 2003. This client repre- During the second quarter of 2005, Bank of America announced
sented approximately 70% of TSYS’ revenues from Mexico. its planned acquisition of MBNA. In December 2005, TSYS
Another Mexican client notified the Company of its intentions to received official notification from Bank of America of its intent,
utilize its internal global platform and deconverted in mid-2004. pending its acquisition of MBNA, to shift the processing of its
This client represented approximately 21% of TSYS’ revenues consumer card portfolio in house in October 2006. On Janu-
from Mexico prior to the deconversions. Management believes ary 1, 2006, Bank of America’s acquisition of MBNA was com-
that Mexico remains a viable market and plans to continue pleted. TSYS expects to continue providing commercial and
providing processing services to its existing clients in Mexico, as small business card processing for Bank of America and MBNA,
well as, pursue additional business from potential clients based as well as merchant processing for Bank of America, according
in Mexico. to the terms of the existing agreements for those services.

In 2005, all relationships with Bank of America and MBNAValue Added Products and Services
generated a combined total of $382.4 million in revenues, or

The Company’s revenues are impacted by the use of optional 23.9% of total revenues. TSYS projects an annualized loss of
value added products and services that are integrated within approximately $243.3 million in revenues upon deconversion of
TSYS’ processing systems. Value added products and services the consumer card portfolio that Bank of America plans to move
are optional features to which each client can choose to sub- in house, or approximately 15.2% of total revenues in 2005.
scribe in order to potentially increase the financial performance Excluding reimbursable items, TSYS projects an annualized re-
of its portfolio. Value added products and services include: risk duction of approximately $143.8 million in revenues from the
management tools and techniques, such as credit evaluation, loss of the consumer card portfolio, which is approximately
fraud detection and prevention, and behavior analysis tools; and 11.1% of TSYS’ revenues before reimbursables in 2005.
revenue enhancement tools and customer retention programs,

TSYS’ processing agreement with Bank of America provides thatsuch as loyalty programs and bonus rewards. These revenues
Bank of America may terminate its agreement with TSYS forcan increase or decrease over time as clients subscribe to or
consumer credit card services upon the payment of a termina-cancel these services. Value added products and services are
tion fee, the amount of which is dependent upon several factors.included mainly in electronic payment processing services
Based upon the expected October 2006 deconversion date, thisrevenues.
fee is estimated to be approximately $69 million. As a result of

For the years ended December 31, 2005, 2004 and 2003, value the expected deconversion in October 2006, TSYS will acceler-
added products and services represented 12.6%, 13.8% and ate the amortization of approximately $7 million in contract
14.1% of total revenues, respectively. Revenues from these acquisition costs.
products and services, which include some reimbursable items

Bank of America accounted for approximately 22.3%, 18.5% andpaid to third-party vendors, increased 23.2%, or $38.0 million,
18.2% of total revenues for the years ended December 31, 2005,for 2005 compared to 2004, and increased 10.8%, or $16.0 mil-
2004 and 2003, respectively. Bank of America accounted forlion, for 2004 compared to 2003.
approximately 17.8%, 14.9% and 14.6% of revenues before
reimbursable items for the years ended December 31, 2005,Major Customers
2004 and 2003, respectively. The majority of the increase in

A significant amount of the Company’s revenues is derived from revenues derived from Bank of America for 2005, as compared
long-term contracts with large clients, including its major cus- to 2004, is the result of including Vital’s revenues for merchant
tomer, Bank of America. TSYS derives revenues from providing services from Bank of America. The loss of Bank of America

47



could have a material adverse effect on the Company’s financial Electronic payment processing services revenues increased
position, results of operations and cash flows. TSYS’ manage- 14.5%, or $110.2 million, for the year ended December 31,
ment believes that the loss of revenues from the Bank of 2005, compared to the year ended December 31, 2004, which
America consumer card portfolio for the months of 2006 subse- increased 11.2%, or $76.7 million, compared to the year ended
quent to the expected deconversion, combined with decreased December 31, 2003.
expenses from the reduction in hardware and software and the
redeployment of personnel, should not have a material adverse
effect on the Company’s financial position, results of operations
or cash flows for the year ending December 31, 2006. However,
the Company’s management believes that the termination fee
associated with the Bank of America deconversion, offset by the
loss of processing revenues subsequent to the deconversion and
the acceleration of amortization of contract acquisition costs, will
have a positive effect on the Company’s financial position,
results of operations and cash flows for the year ending Decem-
ber 31, 2006.

The Company has a long-term processing relationship with
Providian, one of the largest bankcard issuers in the nation, until
2013. In June 2005, WAMU announced its intention to acquire
Providian, and on October 1, 2005, WAMU completed the
acquisition of Providian. WAMU accounted for approximately
3.9%, 8.0% and 10.4% of total revenues for the years ended
December 31, 2005, 2004 and 2003, respectively. The decrease

$550.5

$594.4

$682.9

$759.5

$869.8

Electronic Payment Processing 

Services Revenues
(in millions)

20052004200320022001

in revenues is the result of a change in the types of services the In August 2005, TSYS finalized a five year definitive agreement
Company offers to WAMU, such as statements and card per- with Capital One to provide processing services for its North
sonalization, as well as the decrease in the number of accounts American portfolio of consumer and small business credit card
processed. accounts. TSYS plans to complete the conversion of Capital

One’s portfolio from its in house processing system to TS2 in
Refer to Note 17 in the consolidated financial statements for phases, beginning in mid-2006 and ending in early 2007. TSYS
more information on major customers. expects to maintain the card processing functions of Capital One

for at least five years. After a minimum of three years ofThe Company works to maintain a large and diverse customer
processing with TSYS, the agreement provides Capital One thebase across various industries. However, in addition to its major
opportunity to license TS2 under a long-term payment structure.customer, the Company has other large clients representing a

significant portion of its total revenues. The loss of any one of TSYS is in the process of completing the analysis of the account-
the Company’s large clients could have a material adverse effect ing for the Capital One contract. Current 2006 earnings esti-
on the Company’s financial position, results of operations and mates assume that TSYS will defer revenues and costs
cash flows. associated with converting, processing and servicing the Capital

One portfolio.
Electronic Payment Processing Services

On March 3, 2003, the Company announced that Bank One had
Electronic payment processing services revenues are generated selected TSYS to upgrade its credit card processing. Under the
primarily from charges based on the number of accounts on file, long-term software licensing and services agreement, TSYS was
transactions and authorizations processed, statements mailed, to provide electronic payment processing services to Bank One’s
cards embossed and mailed, and other processing services for credit card accounts for at least two years starting in 2004
cardholder accounts on file. Cardholder accounts on file include (excluding statement and card production services). Following
active and inactive consumer credit, retail, debit, stored value, the provisions of processing services, TSYS was to license a
government services and commercial card accounts. Due to the modified version of its TS2 consumer and commercial software
number of cardholder accounts processed by TSYS and the to Bank One under a perpetual license with a six-year payment
expanding use of cards, as well as increases in the scope of term. This agreement has been superseded by the agreement
services offered to clients, revenues relating to electronic pay- with Chase described below. The Company used the percent-
ment processing services have continued to grow. age-of-completion accounting method for its agreement with
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Bank One and recognized revenues in proportion to costs TSYS/Sears agreement granted to Sears the one-time right to
incurred. TSYS’ revenues from Bank One were less than 10% of market test TSYS’ pricing and functionality after May 1, 2004,
total revenues in 2005 and 2004, respectively. which right was exercised by Citigroup. In June 2005, TSYS

announced that Citigroup will move the Sears consumer Master-
On January 20, 2004, Circuit City Stores, Inc. (Circuit City)

Card and private-label accounts from TSYS in a deconversion
announced an agreement to sell its private-label credit card

that is expected to occur in May 2006. TSYS expects to continue
business to Bank One.

supporting commercial card accounts for Citibank, as well as
On July 1, 2004, Bank One and Chase merged under the name Citibank’s Banamex USA consumer accounts, according to the
Chase. On October 13, 2004, TSYS finalized a definitive agree- terms of the existing agreements for those portfolios. TSYS’
ment with Chase to service the combined card portfolios of management believes that the loss of revenues from the Sears
Chase Card Services and to upgrade its card-processing technol- portfolio for the months of 2006 subsequent to the expected
ogy. The new agreement replaced the agreement TSYS and the deconversion, combined with decreased expenses from the
former Bank One Corp. agreed to in March 2003. Pursuant to reduction in hardware and software and the redeployment of
the revised agreement, the first phase of the project was exe- personnel, should not have a material adverse effect on the
cuted successfully, and Bank One’s remaining accounts were Company’s financial position, results of operations or cash flows
converted to the modified TS2 processing platform during the for the year ending December 31, 2006.
fourth quarter of 2004, according to the project’s original sched-

On August 2, 2004, TSYS completed the acquisition of Clarityule. TSYS converted the consumer accounts of Chase to the
Payment Solutions, Inc. (Clarity) for $53.0 million in cash and hadmodified version of TS2 in July 2005. TSYS expects to maintain
direct acquisition costs in the amount of $515,000. Clarity wasthe card-processing functions of Chase Card Services for at least
renamed TSYS Prepaid. TSYS Prepaid is a provider of prepaidtwo years. Chase Card Services then has the option to either
card solutions that utilize the Visa, MasterCard, EFT and ATMextend the processing agreement for up to five additional two-
networks for Fortune 500 companies as well as domestic andyear periods or migrate the portfolio in-house, under a perpet-
international financial institutions. TSYS is in the process ofual license of a modified version of TS2 with a six-year payment
merging its existing prepaid solution with that of TSYS Prepaid’sterm.
solution. The Company believes the acquisition of TSYS Prepaid

As a result of the new agreement with Chase, TSYS discontinued enhances TSYS’ processing services by adding enhanced func-
its use of the percentage-of-completion accounting method for tionality and distinct value differentiation for TSYS and its clients.
the original agreement with Bank One. The revised agreement is TSYS Prepaid operates as a separate, wholly owned subsidiary of
being accounted for in accordance with EITF 00-21, which is TSYS. For the year ended December 31, 2005, TSYS’ revenues
effective for revenue arrangements entered into in fiscal periods include $19.6 million related to revenues from TSYS Prepaid,
beginning after June 15, 2003, and other applicable guidance. compared to $8.2 million in 2004, and are included in electronic

payment processing services. Refer to Note 19 in the consoli-TSYS expects that the 2006 earnings per share (EPS) impact of
dated financial statements for further information on the acquisi-the agreement will be $0.11-$0.12. Beyond 2006, the annual
tion of TSYS Prepaid.EPS impact of the agreement will depend upon Chase Card

Services’ option to either extend the processing agreement for
up to five additional two-year periods or to migrate the portfolio Merchant Services
in-house under a perpetual license of a modified version of TS2

Merchant services revenues are derived from providing elec-with a six-year payment term.
tronic transaction processing services, primarily to large financial

In March 2004, Bank of America acquired FleetBoston. In con- institutions and other merchant acquirers. Revenues from
nection with the extended agreement with Bank of America, merchant services include processing all payment forms includ-
TSYS converted the FleetBoston card portfolio to TSYS’ process- ing credit, debit, electronic benefit transfer and check truncation
ing system in March 2005. for merchants of all sizes across a wide array of retail market

segments. Merchant services’ products and services include:In October 2003, Circuit City announced that it had sold its Visa
authorization and capture of electronic transactions; clearing andand MasterCard portfolio, which includes credit card receivables
settlement of electronic transactions; information reporting ser-and related cash reserves, to FleetBoston.
vices related to electronic transactions; merchant billing services;

In July 2003, Sears and Citigroup announced an agreement for and point-of-sale terminal sales and service.
the sale by Sears to Citigroup of the Sears credit card and
financial services businesses. During the year ended Decem- On March 1, 2005, TSYS acquired the remaining 50% of Vital from
ber 31, 2005, TSYS’ revenues from the agreement with Sears Visa for $95.8 million in cash, including $794,000 of direct acquisi-
represented less than 10% of TSYS’ consolidated revenues. The tion costs. Vital is now a separate, wholly owned subsidiary of TSYS.
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As a result of the acquisition of control of Vital, TSYS changed from provides targeted loyalty consulting, as well as travel, gift card
the equity method of accounting for the investment in Vital and and merchandise reward programs to more than 40 national and
began consolidating Vital’s balance sheet and results of operations. regional financial institutions in the United States.
Refer to Note 19 in the consolidated financial statements for more

Revenues from other services increased $11.7 million, or 6.8%,information on the acquisition of Vital.
in 2005, compared to 2004. In 2004, revenues from other

Revenues from merchant services consist of revenues generated services increased $50.4 million, or 41.8%, compared to 2003.
by TSYS’ wholly owned subsidiary, Vital, and majority owned Other services revenues increased primarily as a result of in-
subsidiary, GP Net. Merchant services revenue for the years creased debt collection services performed by TDM and the
ended December 31, 2005, 2004 and 2003 were $237.4 million, revenues associated with ESC.
$26.2 million and $25.0 million, respectively. The increase is
completely attributable to the consolidation of Vital’s results In September 2003, TDM entered into a new debt collection
effective March 1, 2005. Prior to the acquisition of Vital, TSYS’ services agreement resulting in TDM recognizing revenues of
revenues included fees TSYS charged to Vital for back-end approximately $37.1 million, $40.8 million and $14.1 million in
processing support. 2005, 2004 and 2003, respectively. The revenues from this

agreement are expected to continue in 2006.
Vital’s results are driven by the transactions processed at the
point-of-sale and the number of outgoing transactions. Vital’s

On April 28, 2003, TSYS completed the acquisition of ESC for
main point-of-sale service deals with authorizations and data

$36.0 million in cash. The Company believes the acquisition of ESC
capture transactions primarily through dial-up or the Internet.

enhances TSYS’ processing services by adding leading loyalty
program technology and management solutions for TSYS’ clients.Other Services
For the year ended December 31, 2005, TSYS’ revenues include
$27.1 million related to ESC’s revenues and are included in otherRevenues from other services consist primarily of revenues gen-
services, compared to $21.5 million for 2004 and $11.9 million inerated by TSYS’ business process management services, as well
2003. Refer to Note 19 in the consolidated financial statements foras TSYS’ wholly owned subsidiaries not included in electronic
more information on the acquisition of ESC.payment processing services or merchant services. These ser-

vices include mail and correspondence processing services,
teleservicing, data documentation capabilities, offset printing, Reimbursable Items
client service, collections and account solicitation services. TSYS
provides clients, through its wholly owned subsidiary, Columbus As a result of the FASB’s Emerging Issues Task Force No. 01-14
Depot Equipment Company, with an option to lease certain (EITF 01-14), ‘‘Income Statement Characterization of Reimburse-
equipment necessary for online communications and for the use ments Received for ’Out-of-Pocket’ Expenses Incurred,’’ the
of TSYS applications. Through its wholly owned subsidiary Co- Company has included reimbursements received for out-of-
lumbus Productions, Inc. (CPI), TSYS provides full-service com- pocket expenses as revenue and expense. The largest reim-
mercial printing services to TSYS clients and others. TSYS Total bursement expense for which TSYS is reimbursed by clients is
Debt Management, Inc. (TDM) provides recovery collections postage. Reimbursable items increased $82.8 million, or 35.9%,
work, bankruptcy process management, legal account manage- in 2005, as compared to 2004. Reimbursable items increased
ment and skip tracing. Enhancement Services Corporation (ESC) $5.2 million, or 2.3%, in 2004, as compared to 2003.

A summary of reimbursable item revenues for the years ended December 31, 2005, 2004 and 2003 is provided below:

Percent Change
Years Ended December 31, 2005 vs. 2004 vs.(in thousands)

2005 2004 2003 2004 2003

Postage ************************************************** $163,434 152,753 157,996 7.0% (3.3)%
Card association access fees******************************** 67,998 19,587 11,359 nm 72.4
Other **************************************************** 81,709 58,049 55,810 40.8 4.0

Total *************************************************** $313,141 230,389 225,165 35.9 2.3

nm = not meaningful

The Company’s reimbursable items are impacted with changes in postal rates and changes in the volumes of all mailing activities by its
clients. Effective January 8, 2006, the United States Postal Service increased the rate of first class mail. The increase in reimbursable

50



items due to the increase in postal rates is expected to be offset by the decrease in reimbursable items associated with the
deconversion of the Citibank Sears portfolio in May 2006 and Bank of America’s consumer card portfolio in October 2006.

Operating Expenses

As a percentage of revenues, operating expenses decreased in 2005 to 82.1%, compared to 83.0% and 81.9% for 2004 and 2003,
respectively. The decrease in expenses for the year ended December 31, 2005 and the increase for the year ended December 31,
2004, include a decrease of $1.3 million and an increase of $10.9 million related to the effects of currency translation of the Company’s
foreign based subsidiaries and branches, respectively. The increase in 2005 as compared to 2004 is primarily due to the acquisition of
Vital in March 2005 and TSYS Prepaid in August 2004. Operating expenses increased in 2004 as compared to 2003 primarily due to the
increase in costs associated with TDM’s debt collection arrangement, increased performance-based incentive benefit accruals and the
write-off of the Company’s double-byte software development project. Operating expenses were $1,315.8 million in 2005, compared
to $984.8 million in 2004 and $862.9 million in 2003.

Salaries and Other Personnel Expense

Summarized below are the major components of salaries and other personnel expense for the years ended December 31, 2005, 2004
and 2003:

Percent Change
Years Ended December 31, 2005 vs. 2004 vs.(in thousands)

2005 2004 2003 2004 2003

Salaries ************************************************************* $352,150 281,378 260,273 25.2% 8.1%
Employee benefits *************************************************** 105,306 71,682 60,257 46.9 19.0
Nonemployee wages************************************************* 36,061 15,656 33,445 130.3 (53.2)
Other*************************************************************** 8,695 6,778 5,242 28.3 29.3
Less capitalized expenses********************************************* (39,995) (13,962) (32,649) 186.5 (57.2)

Totals************************************************************* $462,217 361,532 326,568 27.8 10.7

Salaries and other personnel expense increased 27.8% in 2005 over 2004, compared to 10.7% in 2004 over 2003. Of the $100.7 million
increase in employment expenses in 2005, approximately $59.7 million related to Vital and TSYS Prepaid. A significant portion of TSYS’
operating expenses relates to salaries and other personnel costs. The Company’s salaries and personnel expense is greatly influenced
by the number of employees. Below is a summary of the Company’s employee data:

Percent Change
Employee Data: 2005 vs. 2004 vs.
(Full-time Equivalents) 2005 2004 2003 2004 2003

At December 31, ************************************************************ 6,698 5,700 5,640 17.5% 1.1%
YTD Average **************************************************************** 6,317 5,598 5,494 12.8 1.9

The majority of the increase in the number of employees in 2005 as compared to 2004 is a result of the acquisition of Vital. The majority
of the increase in the number of employees in 2004 as compared to 2003 is a result of the acquisition of TSYS Prepaid offset by the
workforce reduction announced in February 2004.

The growth in employment expenses is also impacted by the accrual for performance-based incentives, which includes salary bonuses,
profit sharing and employer 401(k) expenses. For the years ended December 31, 2005, 2004 and 2003, the Company accrued
$48.1 million, $22.5 million and $8.4 million, respectively, of performance-based incentives.
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Net Occupancy and Equipment Expense

Summarized below are the major components of net occupancy and equipment expense:

Percent Change
Years Ended December 31, 2005 vs. 2004 vs.

2005 2004 2003 2004 2003(in thousands)

Depreciation and amortization ****************************** $108,491 81,256 76,569 33.5% 6.1%
Equipment and software rentals***************************** 96,487 88,742 85,759 8.7 3.5
Repairs and maintenance ********************************** 46,014 39,435 26,098 16.7 51.1
Impairment of developed software ************************** 3,619 10,059 — (64.0) na
Other **************************************************** 29,344 20,932 17,887 40.2 17.0

Totals ************************************************** $283,955 240,424 206,313 18.1 16.5

na = not applicable

Net occupancy and equipment expense increased 18.1% in natives now available, TSYS determined that it would no longer
2005 over 2004, compared to 16.5% in 2004 over 2003. Of the market this third-party software product as its on-line debit
$43.5 million increase in net occupancy and equipment expense solution. TSYS will continue to support this product for existing
in 2005 over 2004, $22.6 million related to Vital and TSYS clients and will enhance and develop a new solution. As a result,
Prepaid. Depreciation and amortization expense increased TSYS recognized an impairment charge in net occupancy and
$27.2 million, or 33.5%, to $108.5 million for the year ended equipment expense of approximately $3.1 million related to this
December 31, 2005, compared to $81.3 million for the year asset. The impairment charge is reflected in the domestic-based
ended December 31, 2004, which increased $4.7 million, or support services segment. As of December 31, 2005, the Com-
6.1%, from $76.6 million for the year ended December 31, 2003. pany has $1.3 million capitalized, net of amortization, related to
Amortization expense of licensed computer software increased this asset. In September 2005, TSYS also recognized an impair-
by $15.6 million, or 41.1%, in 2005 over 2004 as the Company ment loss on developed software of $482,000.
expanded its processing capacity. Amortization expense of li-

During 2004, the Company decided to change its approach forcensed computer software decreased by $3.4 million in 2004
entry into the Asia-Pacific market. As a result, the Companycompared to 2003. The Company has certain license agree-
recognized a $10.1 million charge to net occupancy and equip-ments requiring increased license fees based upon achieving
ment expense for the write-off of the double-byte softwarecertain thresholds of processing capacity. Amortization expense
development project. The $10.1 million impairment charge isof developed software decreased $750,000 for the year ended
reflected in the domestic-based support services segment.December 31, 2005, as compared to the prior period in 2004, as

a result of some of the Company’s developed software becom-
TSYS’ equipment and software needs are fulfilled primarily

ing fully amortized in 2005. Amortization expense of developed
through operating leases and software licensing arrangements.

software in 2004 compared to 2003, increased $815,000 as a
Equipment and software rental expense was $96.5 million for the

result of developed software placed in service late in 2003 and
year ended December 31, 2005, an increase of $7.8 million, or

2004.
8.7%, compared to $88.7 million for the year ended Decem-
ber 31, 2004, an increase of $3.0 million, or 3.5%, compared toThe Company was developing its Integrated Payments
$85.8 million for the year ended December 31, 2003. TSYS’(IP) Platform supporting the on-line and off-line debit and stored
equipment and software rentals increased in 2004 due to ex-value markets, which would have given clients access to all
panding processing capacity and transition costs associated withnational and regional networks, EBT programs, ATM driving and
the opening of its new data centre in Europe.switching services for online debit processing. Through 2004,

the Company invested a total of $6.3 million since the project
In July 2003, the Company announced plans to build a state-of-began.
the-art data centre in Knaresborough, England to accommodate

Development relating specifically to the IP on-line debit plat- future client growth and to prepare for its corporate expansion
form primarily consisted of a third party software solution. throughout Europe. In October 2004, the Company announced
During the first quarter of 2005, the Company evaluated its the completion of its 53,000 square-foot data centre. The centre
debit solution and decided to modify its approach in the debit replaced the Company’s leased data centre in Harrogate,
processing market. With the acquisition of Vital and debit alter- England.

52



Other Operating Expenses

Summarized below are the major components of other operating expenses for the years ended December 31, 2005, 2004 and 2003:

Percent Change
Years Ended December 31, 2005 vs. 2004 vs.

2005 2004 2003 2004 2003(in thousands)

Third-party data processing services************************* $ 42,743 5,493 4,347 nm% 26.4%
Court costs associated with debt collection services*********** 32,117 33,930 12,433 (5.3) 172.9
Supplies and stationery ************************************ 28,947 25,215 25,110 14.8 0.4
Professional advisory services ******************************* 25,991 11,457 7,976 126.8 43.7
Terminal deployment costs ********************************* 24,867 — — nm nm
Travel and business development *************************** 16,692 11,958 12,118 39.6 (1.3)
Amortization of conversion costs **************************** 15,920 11,540 7,703 38.0 49.8
Management fees ***************************************** 8,272 8,659 8,629 (4.3) 0.3
Transaction processing provisions *************************** 7,397 9,878 3,450 (25.1) 186.9
Bad debt expense***************************************** 3,482 (1,086) (998) nm 8.9
Amortization of acquisition intangibles*********************** 3,205 1,458 750 119.8 94.4
Other **************************************************** 46,856 33,856 23,323 38.0 45.5

Totals ************************************************** $256,489 152,449 104,841 68.2 45.4

nm = not meaningful

Other operating expenses increased 68.2% in 2005 compared to the year ended December 31, 2005, the Company had provi-
2004, and increased 45.4% in 2004 compared to 2003. Other sions for bad debt expense of $3.5 million, and for the years
operating expenses were impacted by the acquisition of Vital ended December 31, 2004 and 2003, the Company had recov-
and TSYS Prepaid. Of the $104.0 million increase in other eries of bad debt expense of $1.1 million and $1.0 million,
operating expenses in 2005, approximately $88.8 million related respectively.
to the acquisition of Vital in March 2005 and TSYS Prepaid in
August 2004. Other operating expenses were also impacted by Operating Income
the court costs associated with a new debt collection arrange-
ment entered into by TDM, amortization of contract acquisition Operating income increased 42.0% to $287.1 million in 2005,
costs and the provision for transaction processing accruals. As a compared to $202.2 million in 2004, which was an increase of
result of a new debt-collection agreement with an existing client 6.1% over 2003 operating income of $190.6 million. The operat-
in 2003, the Company’s other expenses were impacted by an ing income margin increased to 17.9% in 2005, compared to
increase in court costs and attorney commissions for the years 17.0% and 18.1% in 2004 and 2003, respectively. The margin for
ended December 31, 2005 and 2004, respectively, some of 2005 increased when compared to the same period in 2004
which it expects to recover in future periods. Amortization of mainly as a result of the consolidated results of Vital, and
contract acquisition costs associated with conversions was increased revenues and benefits associated with increased oper-
$15.9 million, $11.5 million and $7.7 million in 2005, 2004 and ating leverage. The decrease in operating income margin in
2003, respectively. 2004 was primarily as a result of the impact of the debt collec-

tion agreement by TDM signed in September 2003, the impair-
Other operating expenses also include, among other things,

ment charge for the double-byte project, increases in the accrual
costs associated with delivering merchant services, professional

for performance-based incentive benefits, and the decrease in
advisory fees, charges for processing errors, contractual commit-

revenues from clients in Mexico.
ments and bad debt expense. Management’s evaluation of the
adequacy of its transaction processing reserves and allowance The Company’s operating profit is impacted by the acquisition
for doubtful accounts is based on a formal analysis which of Vital. Prior to acquiring control, TSYS accounted for its invest-
assesses the probability of losses related to contractual contin- ment in Vital using the equity method of accounting. Only TSYS’
gencies, processing errors and uncollectible accounts. Increases share of Vital’s earnings was included in TSYS’ net income. After
and decreases in transaction processing provisions and charges acquiring control of Vital, TSYS began consolidating Vital’s
for bad debt expense are reflected in other operating expenses. results of operations. By consolidating the results of Vital, the
For 2005, 2004 and 2003, transaction processing provisions impact will increase operating profit as compared to periods that
were $7.4 million, $9.9 million and $3.5 million, respectively. For TSYS used the equity method of accounting.
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statements of income. Refer to Note 19 in the consolidatedNonoperating Income
financial statements for further information on TSYS’ acquisition

Nonoperating income consists of interest income, interest ex- of Vital. The increase in 2004 was primarily the result of improve-
pense and gains and losses on currency translations. Nonoperat- ments in Vital’s operating results from increased volumes.
ing income increased in 2005, as compared to 2004, primarily
due to the increase in interest income. Nonoperating income Vital Processing Services, L.L.C.
decreased in 2004, as compared to 2003, primarily due to

In 1996, the Company formed Vital with Visa in order to expandchanges in foreign currency translation gains and interest ex-
its merchant processing business. In the ordinary course ofpense associated with software license obligations. Interest in-
business, TSYS, which owns the merchant back-end processingcome for 2005 was $6.0 million, a 110.5% increase compared to
software used by Vital, provides processing services to Vital. For$2.9 million in 2004, which was a 1.1% decrease compared to
2005, TSYS generated $3.8 million of revenue from Vital, com-$2.9 million in 2003. The variation in interest income is primarily
pared to $21.9 million and $22.1 million in 2004 and 2003,attributable to the fluctuations in the cash available for invest-
respectively. Refer to Note 2 in the consolidated financial state-ment and higher short-term interest rates.
ments for more information on related party transactions.

The Company also records foreign currency translation adjust-
During 2005, the Company’s equity in income of joint venturesments on foreign-denominated balance sheet accounts. The
related to Vital was $3.2 million, a 85.3% decrease, or $18.8 mil-Company maintains several cash accounts denominated in for-
lion, compared to $22.0 million in 2004, which was a 32.0%eign currencies, primarily in Euros and British Pounds Sterling
increase, or $5.3 million compared to $16.7 million in 2003. The(BPS). As the Company translates the foreign-denominated cash
decrease in revenues in 2005 is the result of consolidation ofbalances into US dollars, the translated cash balance is adjusted
Vital’s results on March 1, 2005. The increase in Vital’s netupward or downward depending upon the foreign currency
income in 2004 was primarily the result of growth in transactionexchange movements. The upward or downward adjustment is
volumes and decreased per transaction expense resulting fromrecorded as a gain or loss on foreign currency translation in the
newly negotiated contracts with third party service providers.Company’s statements of income. As those cash accounts have
Another contributing factor for Vital’s increase in net income wasincreased, the upward or downward adjustments have in-
a decrease in non-recurring personnel and impairment chargescreased. The majority of the translation loss of $840,000 for the
from 2003. Refer to Note 9 in the consolidated financial state-year ended December 31, 2005 relates to the translation of cash
ments for condensed consolidated financial information for Vital.accounts.

On January 18, 2005, TSYS announced it had signed an agree-The balance of the Company’s foreign-denominated cash ac-
ment to purchase the remaining 50% equity stake that Visa heldcounts subject to risk of translation gains or losses at Decem-
in Vital. The transaction closed March 1, 2005. Vital has becomeber 31, 2005 was approximately $4.9 million, the majority of
a wholly owned subsidiary of TSYS. The purchase of the remain-which is denominated in Euros.
ing 50% interest in Vital provides TSYS with greater synergies for
its clients by offering a broad range of point-of-sale solutions.Income Taxes

Income tax expense was $103.3 million, $77.2 million and TSYS de México
$70.9 million in 2005, 2004 and 2003, respectively, representing

The Company has a joint venture with a number of Mexicaneffective income tax rates of 34.9%, 34.2% and 33.6%, respec-
banks and records its 49% ownership in the joint venture usingtively. The calculation of the effective tax rate includes minority
the equity method of accounting. The operation, TSYS deinterest in consolidated subsidiary’s net income and equity in
México, prints statements and provides card-issuing supportincome of joint ventures in pretax income. TSYS’ increase in its
services to the joint venture clients and others.effective income tax rate for 2005 and 2004 was primarily due to

the result of changes in tax credits expected to be realized and During 2005, the Company’s equity in income of joint ventures
reduction in foreign tax credits. related to TSYS de México was $2.8 million, a 62.9% increase, or

$1.1 million, compared to $1.7 million in 2004, which was a
Equity in Income of Joint Ventures 51.7% increase, or $592,000, compared to $1.1 million in 2003.

TSYS’ share of income from its equity in joint ventures was TSYS pays TSYS de México a processing support fee for certain
$6.1 million, $23.7 million and $17.8 million for 2005, 2004 and client relationship and network services that TSYS de México has
2003, respectively. The decrease for 2005 is the result of TSYS’ assumed from TSYS. TSYS paid TSYS de México a processing
purchase of the remaining 50% of Vital on March 1, 2005 and support fee of $141,000, $200,000 and $591,000 in 2005, 2004
the subsequent inclusion of Vital’s operating results in TSYS’ and 2003, respectively. This processing support fee decreased,
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beginning in the fourth quarter of 2003, with the deconversion Below is the reconciliation between reported margins and ad-
of TSYS’ largest client in Mexico. Refer to Note 2 in the consoli- justed margins excluding reimbursable items for the years ended
dated financial statements for more information on related party December 31, 2005, 2004 and 2003:
transactions.

2005 2004 2003(in thousands)

Operating income ****** $ 287,129 202,214 190,579China UnionPay Data Co., Ltd.
Net income ************ $ 194,520 150,558 140,973

In December 2005, the Company announced that it purchased
Total revenues ********* $1,602,931 1,187,008 1,053,466an initial 34% equity interest in CUP Data, the payments-

processing subsidiary of China UnionPay Co., Ltd. (CUP). CUP is Operating margin (as
sanctioned by the People’s Bank of China, China’s central bank, reported) ************ 17.9% 17.0% 18.1%
and has become one of the world’s largest and fastest-growing

Net profit margin (aspayments networks. CUP Data currently provides transaction reported) ************ 12.1% 12.7% 13.4%
processing, disaster recovery and other services for banks and

Revenue beforebankcard issuers in China. TSYS’ equity in income of joint
reimbursable items *** $1,289,790 956,619 828,301ventures related to CUP Data was approximately $63,000 in

2005. TSYS plans to increase its ownership interest to 45% upon Adjusted operating
its receipt of regulatory approval. margin ************** 22.3% 21.1% 23.0%

Adjusted net profit
Net Income margin ************** 15.1% 15.7% 17.0%

Net income increased 29.2% to $194.5 million (basic and diluted
EPS of $0.99) in 2005, compared to 2004. In 2004, net income Projected Outlook for 2006
increased 6.8% to $150.6 million (basic and diluted EPS of

TSYS expects its 2006 earnings growth to be in the range of$0.76), compared to $141.0 million (basic EPS of $0.72 and
21%-23%, based on the following assumptions: total revenuesdiluted EPS of $0.71) in 2003.
increasing 5%-7% in 2006; accounts on file at the end of 2006
will be approximately 395 million to 405 million; deconvertingNet Profit Margin
the Citigroup Sears portfolio as scheduled in May 2006; decon-
verting Bank of America’s consumer portfolio as scheduled inThe Company’s net profit margin for 2005 was 12.1%, compared
October 2006, with a one-time contract-termination payment ofto 12.7% and 13.4% for the years ended December 31, 2004
approximately $69 million and an acceleration of amortization ofand 2003, respectively. The Company’s net profit margin is
approximately $7 million in contract-acquisition costs; and defer-impacted by the acquisition of Vital. Prior to acquiring control,
ring revenues and costs associated with converting, processingTSYS accounted for its investment in Vital using the equity
and servicing the Capital One portfolio. TSYS is in the process ofmethod of accounting. Only TSYS’ share of Vital’s earnings was
completing the analysis of the accounting for the Capital Oneincluded in TSYS’ net income. After acquiring control of Vital,
contract.TSYS began consolidating Vital’s results of operations on

March 1, 2005. By consolidating the results of Vital, the impact
The expected results for 2006 also include the estimated impactwill be a lower net profit margin as compared to periods that
of expensing the fair value of stock options beginning in 2006,used the equity method of accounting.
as well as expenses associated with restricted stock awards,
which are expected to replace stock options as TSYS’ primary

Profit Margins and Reimbursable Items method of equity-based compensation. The incremental (as
compared to 2005) after-tax expense for both options andManagement believes that reimbursable items distort operating
restricted stock awards in 2006 is estimated at $5.8 million,and net profit margins as defined by generally accepted ac-
which represents approximately $0.03 per diluted share, or 3%counting principles. Management evaluates the Company’s op-
of reported 2005 diluted EPS.erating performance based upon margins excluding

reimbursable items. Management believes that margins exclud-
ing reimbursable items are more useful because reimbursable
items do not impact profitability as the Company receives
reimbursement for certain expenses incurred on behalf of its
clients.
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Cash Flows from Investing ActivitiesFinancial Position, Liquidity and
Years Ended December 31,Capital Resources

2005 2004 2003(in thousands)
The Consolidated Statements of Cash Flows show the Com- Purchases of property and
pany’s cash flows from operating, investing and financing activi- equipment, net ******** $ (40,904) (53,890) (125,235)
ties. TSYS’ primary methods for funding its operations and Additions to licensed
growth have included cash generated from current operations, computer software from
the use of leases and the occasional use of borrowed funds to vendors*************** (12,875) (57,302) (47,312)
supplement financing of capital expenditures. Additions to internally

developed computer
software ************** (22,602) (5,224) (17,689)Cash Flows from Operating Activities

Cash used in acquisitions,
Years Ended December 31, net of cash acquired *** (95,970) (51,093) (31,558)

2005 2004 2003 Dividends from joint(in thousands)
ventures ************** 1,659 35,876 5,278Net income *************** $194,520 150,558 140,973

Contract acquisition costs (19,468) (29,150) (18,129)Depreciation and
amortization ************ 151,214 108,588 98,415 Net cash used in

investing activities *** $(190,160) (160,783) (234,645)Other noncash items and
charges, net ************ (26,357) 25,926 14,668

Working capital items ****** (80,447) 46,963 12,297 The major uses of cash for investing activities have been the
Net cash provided from addition of property and equipment, primarily computer equip-

operating activities **** $238,930 332,035 266,353 ment and the purchase of the campus facility, internal develop-
ment and purchase of computer software, investments in
contract acquisition costs associated with obtaining and servic-TSYS’ main source of funds is derived from operating activities,
ing new or existing clients, and business acquisitions. The majorspecifically net income. During 2005, the Company generated
source of funds from investing activities is the dividend pay-$238.9 million in cash from operating activities compared to
ments from its joint ventures. The Company used $190.2 million$332.0 million and $266.4 million in 2004 and 2003, respec-
in cash for investing activities in 2005, compared to $160.8 mil-tively. The decrease in 2005 in net cash provided by operating
lion and $234.6 million in 2004 and 2003, respectively.activities was driven by the decrease in working capital items.

The increase in 2004 in net cash provided by operating activities
Property and Equipmentwas driven by the increase in net income, adjusted for the

increase in noncash activities such as depreciation and amortiza- Capital expenditures for property and equipment were
tion and working capital items. $40.9 million in 2005, compared to $53.9 million in 2004 and

$125.2 million in 2003. The majority of capital expenditures inWorking capital items include accounts receivable, prepaid ex-
2005 related to the investment in new computer processingpenses and other assets, accounts payable, accrued salaries and
hardware. The majority of capital expenditures in 2004 related toemployee benefits, billings in excess of costs and profits on
the completion of the building of the new European data centre.uncompleted contracts and other liabilities. The change in ac-
The majority of capital expenditures in 2003 related to thecounts receivable between the years is the result of timing of
purchase of the corporate campus and the building of a newcollections compared to billings. The change in accounts paya-
data centre in Europe, as discussed below.ble and other liabilities between years results from timing of

payments for vendor invoices. On July 30, 2003, the Company announced the groundbreaking
for a new TSYS data centre in Knaresborough, England. The
53,000 square-foot facility replaced the centre in Harrogate,
England. On October 6, 2004, the Company announced the
completion of the new data centre. The Company invested
approximately £16.6 million, or approximately $30.2 million, in
the new building, land and equipment.
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developed and are expected to be introduced in the market-Licensed Computer Software from Vendors
place by the end of 2006. This project had reached technologi-

Expenditures for licensed computer software from vendors were cal feasibility prior to TSYS’ acquisition of control of Vital. The
$12.9 million in 2005, compared to $57.3 million in 2004 and Company capitalized approximately $12.1 million since acquir-
$47.3 million in 2003. The increase in 2004 relate to site licenses ing Vital, and has a total of $20.6 million capitalized since the
acquired for mainframe processing systems whose fees are project began.
based upon a measure of TSYS’ computer processing capacity,

Through its ESC subsidiary, the Company is internally develop-commonly referred to as millions of instructions per second or
ing an advanced loyalty platform — TLP. TLP is designed toMIPS.
support transactional speed, complex reward programs and
robust analytics tools. The platform offers critical support to allInternally Developed Computer Software Costs
elements of loyalty management, including points processing,

Additions to capitalized software development costs, including tracking, communications, redemption systems and analytics.
enhancements to and development of TS2 processing systems, The Company capitalized approximately $6.1 million since the
were $22.6 million in 2005, $5.2 million in 2004 and $17.7 mil- project began. The project is expected to be fully operational
lion in 2003. and introduced to market by July 2006.

Due to the complexity of the differences between the EnglishThe increase in the amount capitalized as software development
language and Asian languages, computer systems require twocosts in 2005, as compared to 2004, is mainly attributable to
bytes to store an Asian character compared to one byte in theVital’s development of Vital Express and MSII and ESC’s devel-
English language. With the opening of a branch office in Japanopment of TSYS Loyalty Platform (TLP). The Company remains
to facilitate its marketing of card processing services, TSYScommitted to developing and enhancing its processing solu-
began modifying its current TS2 system to be able to accommo-tions to expand its service offerings. In addition to developing
date language and currency differences with Asia, commonlysolutions, the Company has expanded its service offerings
referred to as the ‘‘double-byte project.’’ The Company hadthrough strategic acquisitions.
invested a total of $10.1 million since the project began.

The following is a summary of the additions to software develop-
During 2004, the Company decided to change its approach forment costs by project for the years ended December 31, 2005,
entry into the Asia Pacific market. As a result, the Company2004 and 2003:
recognized a $10.1 million charge to net occupancy and equip-

2005 2004 2003(in millions) ment expense for the write-off of the double-byte software
development project. The $10.1 million impairment charge isVital Express************************ $12.1 — —
reflected in the domestic-based support services segment,TLP ******************************** 6.1 — —
where the software development occurred.MSII ******************************* 2.6 — —

Other ****************************** 1.8 5.2 17.7
Cash Used in Acquisitions

Total ***************************** $22.6 5.2 17.7
During 2005, the Company purchased the remaining 50% of
Vital and a 34% equity interest in CUP Data. The Company

Through its Vital subsidiary, the Company is internally develop-
purchased Vital for approximately $95.0 million, and had direct

ing two software projects — MSII and Vital Express. MSII is the
acquisition costs of $794,000. In October 2005, TSYS acquired

enhanced version of the current Merchant Accounting System
the remaining 49% of Merlin Solutions, L.L.C., a subsidiary of

Initiator (MAS) system that was originally developed by TSYS in
Vital for approximately $2.0 million. Refer to Note 19 in the

the mid-1970’s. This project had reached technological feasibil-
consolidated financial statements for more information on Vital.

ity prior to TSYS’ acquisition of control of Vital and is expected
to be introduced in the marketplace in 2006. The Company In December 2005, TSYS paid approximately $37.0 million for
capitalized approximately $2.6 million since acquiring Vital, and the 34% equity interest in CUP Data. Refer to Note 19 in the
has a total of $3.1 million capitalized since the project began. consolidated financial statements for more information on CUP

Data.
Vital Express is currently being developed by Vital and is a tool
that will provide a single point of entry system which enables On August 2, 2004, TSYS completed the acquisition of Clarity
acquirers to more easily load and maintain their merchant popu- for $53.0 million in cash and had direct acquisition costs in the
lations. The Company expects to complete Vital Express in amount of $515,000. Clarity was renamed TSYS Prepaid. Refer
phases, with the first phase having been introduced in the to Note 19 in the consolidated financial statements for more
marketplace in July 2005. The remaining phases continue to be information on TSYS Prepaid.
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On April 25, 2003, TSYS completed the acquisition of ESC for The major uses of cash for financing activities have been the
$36.0 million in cash. Refer to Note 19 in the consolidated principal payment on capital lease and software obligations, the
financial statements for more information on ESC. payment of dividends and the purchase of stock under the stock

repurchase plan as described below. The main source of cash
from financing activities has been the occasional use of bor-Cash Dividends Received from Joint Ventures
rowed funds. Net cash used in financing activities for the year

Total cash dividends received from joint ventures was $1.7 mil- ended December 31, 2005 was $38.8 million primarily as a result
lion in 2005, compared to $35.9 million and $5.3 million in 2004 of payments of cash dividends. The Company used $66.3 million
and 2003, respectively. and $20.9 million in cash for financing activities for the years

ended December 31, 2004 and 2003, respectively, primarily for
Contract Acquisition Costs the purchase of common stock, payment of cash dividends and

principal payments on capital lease obligations.TSYS makes cash payments for processing rights, third party
development costs and other direct salary related costs in

Software Obligationsconnection with converting new customers to the Company’s
processing systems. The Company’s investments in contract On March 31, 2004, the Company paid in full the obligations
acquisition costs were $19.5 million in 2005, $29.1 million in related to licensed mainframe software. The effective interest
2004 and $18.1 million in 2003. The Company made cash rates related to the software obligations were well above market
payments for processing rights of $18.5 million and $4.5 million rates.
in 2004 and 2003, respectively. Conversion cost additions were
$19.5 million, $10.6 million and $13.6 million in 2005, 2004 and Stock Repurchase Plan
2003, respectively. The decrease in the amount of conversion
cost additions in 2004 compared to 2003 is the result of the use On April 15, 2003, TSYS announced that its Board of Directors
of the percentage-of-completion accounting method for TSYS’ had approved a stock repurchase plan to purchase up to 2 mil-
agreement with Bank One. lion shares, which represents slightly more than five percent of

the shares of TSYS stock held by shareholders other than
Cash Flows from Financing Activities Synovus. The shares were to be purchased from time to time

over two years and depended on various factors including price,
2005 2004 2003(in thousands) market conditions, acquisitions and the general financial posi-

Proceeds from borrowings of tion of TSYS. Repurchased shares will be used for general
long-term debt *********** $ 48,143 — 20,234 corporate purposes. The Company purchased 571,491 shares at

Principal payments on long- an average cost of $19.07 per share. The plan expired on
term debt borrowings, April 15, 2005.
capital lease obligations
and software obligations *** (50,437) (42,656) (20,439)

Dividends paid on common
stock********************* (39,418) (23,621) (14,765)

Purchase of common stock *** — (1,189) (9,825)
Other ********************** 2,957 1,194 3,929

Net cash used in financing
activities**************** $(38,755) (66,272) (20,866)
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The following table sets forth information regarding the Company’s purchases of its common stock on a monthly basis during the three
months ended December 31, 2005:

Maximum
Number of

Total Number of Shares That
Shares Purchased May Yet Be

Total Number as Part of Publicly Purchased
of Shares Average Price Announced Plans Under the Plans
Purchased Paid per Share or Programs or Programs(in thousands)

October 2005 ************************************ — $ — — —
November 2005 ********************************** — — — —
December 2005 ********************************** — — — —

Total ****************************************** — $ —

by such officer in the future. The market value of the commonLine of Credit
stock is amortized as compensation expense over the vesting

In connection with the purchase of the campus in 2003, TSYS period of the award.
obtained a $45.0 million long-term line of credit from a banking
affiliate of Synovus. The Company used the facility occasionally

Additional Cash Flow Informationduring the year, borrowing and repaying approximately
$48.1 million during 2005. A detailed discussion is included in Off-Balance Sheet Financing
Related Party Transactions on page 41.

TSYS uses various operating leases in its normal course of
business. These ‘‘off-balance sheet’’ arrangements obligateDividends
TSYS under noncancelable operating leases for computer equip-

Dividends on common stock of $39.4 million were paid in 2005, ment, software and facilities. These computer and software lease
compared to $23.6 million and $14.8 million in 2004 and 2003, commitments may be replaced with new lease commitments
respectively. On April 21, 2005, the Company announced an due to new technology. Management expects that, as these
increase in its quarterly dividend of 50% from $0.04 to $0.06 per leases expire, they will be evaluated and renewed or replaced by
share. On April 15, 2004, the Company announced a 100.0% similar leases based on need.
increase in its quarterly dividend from $0.02 to $0.04 per share.

On June 30, 2003, the Company terminated an off-balanceOn April 17, 2003, the Company announced a 14.3% increase in
sheet arrangement and purchased the corporate campus forits quarterly dividend from $0.0175 to $0.0200 per share.
$93.5 million with a combination of $73.3 million in cash and
$20.2 million draw on its long-term line of credit through aSignificant Noncash Transactions
banking affiliate of Synovus, which is discussed in the Related
Party Transactions on page 41.During the first quarter of 2005, the Company issued

221,902 shares of common stock with a market value of $5.1 mil-
The following table summarizes future contractual cash obliga-lion to certain key executive officers and non-management
tions, including lease payments and software arrangements, asmembers of its board of directors under restricted stock bonus
of December 31, 2005, for the next five years and thereafter:awards for services to be provided by such officers and directors

in the future. The market value of the common stock at the date Contractual Cash Obligations
of issuance is included as unamortized restricted stock awards in Payments Due By Period
the shareholders’ equity section in the Company’s consolidated 1 Year 2 - 3 4 - 5 After

Total or Less Years Years 5 Yearsbalance sheet and is amortized as compensation expense over (in millions)
the vesting period of the awards. Common stock issued under Operating leases $298.2 118.9 147.7 23.1 8.5
restricted stock bonus awards is considered outstanding for Capital lease
purposes of the computation of basic and diluted EPS. obligations *** 5.6 2.1 3.3 0.2 —

Total contractualOn July 19, 2005, the Company issued 5,000 shares of common
cashstock with a market value of $120,000 to a certain key officer obligations *** $303.8 121.0 151.0 23.3 8.5

under a restricted stock bonus award for services to be provided
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Foreign Exchange In general, the Postal Service’s Move Update Requirements are
designed to reduce the volume of mail that is returned to sender

TSYS operates internationally and is subject to potentially ad-
as undeliverable as addressed. The Company produced docu-

verse movements in foreign currency exchange rates. TSYS has
ments and information in response to a subpoena that it re-

not entered into foreign exchange forward contracts to reduce
ceived from the Office of the Inspector General of the United

its exposure to foreign currency rate changes. The Company
States Postal Service and otherwise cooperated with the Depart-

continues to review potential hedging instruments to safeguard
ment of Justice during the investigation. The involved parties

it from significant currency translation risks.
agreed to a settlement of the matter without any party admitting
liability. The matter was settled during the third quarter of 2005Impact of Inflation
for amounts that were not material to TSYS’ financial condition,

Although the impact of inflation on its operations cannot be results of operations or cash flows.
precisely determined, the Company believes that by controlling
its operating expenses and by taking advantage of more effi- Forward-Looking Statementscient computer hardware and software, it can minimize the
impact of inflation.

Certain statements contained in this Annual Report which are
not statements of historical fact constitute forward-looking state-Working Capital
ments within the meaning of the Private Securities Litigation

TSYS may seek additional external sources of capital in the Reform Act (the Act). These forward-looking statements include,
future. The form of any such financing will vary depending upon among others: (i) TSYS’ belief with respect to its current market
prevailing market and other conditions and may include short- share and its growth opportunities; (ii) TSYS’ expectation that it
term or long-term borrowings from financial institutions or the will deconvert Citigroup’s Sears and Bank of America’s con-
issuance of additional equity and/or debt securities such as sumer accounts in May and October of 2006, respectively;
industrial revenue bonds. However, there can be no assurance (iii) the expected after-tax expense for both options and re-
that funds will be available on terms acceptable to TSYS. Man- stricted stock awards in 2006; (iv) the expected financial impact
agement expects that TSYS will continue to be able to fund a of recent accounting pronouncements; (v) TSYS’ plans to con-
significant portion of its capital expenditure needs through tinue to expand its service offerings internationally in the future;
internally generated cash in the future, as evidenced by TSYS’ (vi) TSYS’ expectation that it will continue providing commercial
current ratio of 1.8:1. At December 31, 2005, TSYS had working and small business card processing for Bank of America and
capital of $235.3 million, compared to $176.3 million in 2004 MBNA, as well as merchant processing for Bank of America;
and $126.3 million in 2003. (vii) the projected amount of annualized revenue loss as a result

of Bank of America shifting the processing of its consumer card
Legal Proceedings portfolio in house and the estimated termination fee to be paid

by Bank of America in connection with termination of its
The Company is subject to lawsuits, claims and other complaints

processing agreement; (viii) TSYS’ belief that the loss of reve-
arising out of the ordinary conduct of its business. In the opinion

nues from the Bank of America consumer card portfolio for 2006
of management, based in part upon the advise of legal counsel,

should not have a material adverse effect on TSYS for 2006 and
all matters are believed to be adequately covered by insurance,

that the payment of the termination fee associated with the
or if not covered, are believed to be without merit or are of such

deconversion should have a positive effect on TSYS for 2006;
kind or involve such amounts that would not have a material

(ix) TSYS’ expectation that it will convert Capital One’s portfolio
adverse effect on the financial position, results of operations or

in phases beginning in mid-2006 and ending in early 2007;
cash flows of the Company if disposed of unfavorably. The

(x) TSYS’ expectation that it will maintain the card processing
Company establishes reserves for expected future litigation

functions of Capital One for at least five years; (xi) TSYS’ expec-
exposures that TSYS determines to be both probable and

tation with respect to the impact of the Chase contract on its
reasonably estimable.

earnings growth for 2006 and its expectation that it will maintain
The Company received notification from the United States Attor- the card processing functions of Chase for at least two years;
neys’ Office for the Northern District of California that the United (xii) TSYS’ expectation that it will continue to process commercial
States Department of Justice was investigating whether the card accounts for Citibank, as well as Citibank’s Banamex USA
Company and/or one of its large credit card processing clients consumer accounts; (xiii) TSYS’ belief that the loss of revenue
violated the False Claims Act, 31 U.S.C. §§3729-33, in connec- from the Sears portfolio for 2006 should not have a material
tion with mailings made on behalf of the client from July 1997 adverse effect on TSYS for 2006; (xiv) TSYS’ expected earnings
through November 2001. The subject matter of the investigation growth for 2006; (xv) TSYS’ belief with respect to its ability to
related to the U.S. Postal Service’s Move Update Requirements. meet its contractual commitments and with respect to lawsuits,
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claims and other complaints; (xvi) the Board of Directors’ present deconvert as anticipated, amortization of related contract acqui-
intent to continue to pay cash dividends; (xvii) the expected sition costs is not accelerated as anticipated and the termination
market introduction dates of various development projects; fee is not in the amount anticipated; (iii) accounts on file at the
(xviii) management’s belief that Mexico remains a viable market; end of 2006 are lower than anticipated; (iv) TSYS incurs expenses
and the assumptions underlying such statements, including, with associated with the signing of a significant client; (v) internal
respect to TSYS’ expected increase in earnings for 2006, an growth rates for TSYS’ existing clients are lower than anticipated;
increase in revenues of 5% to 7%, accounts on file at the end of (vi) TSYS does not convert and deconvert clients’ portfolios as
2006 will be approximately 395 million to 405 million, deconver- scheduled; (vii) adverse developments with respect to foreign
sion of the Citigroup Sears portfolio as scheduled in May 2006, currency exchange rates; (viii) adverse developments with re-
deconversion of Bank of America’s consumer portfolio in Octo- spect to entering into contracts with new clients and retaining
ber 2006 with a one-time termination payment of $69 million current clients; (ix) continued consolidation in the financial ser-
and an acceleration of amortization of approximately $7 million vices industry, including the merger of TSYS clients with entities
in contract-acquisition costs and TSYS will defer revenues and that are not TSYS clients or the sale of portfolios by TSYS clients
costs associated with converting, processing and servicing the to entities that are not TSYS clients; (x) TSYS is unable to control
Capital One portfolio. In addition, certain statements in future expenses and increase market share, both domestically and
filings by TSYS with the Securities and Exchange Commission, in internationally; (xi) adverse developments with respect to the
press releases, and in oral and written statements made by or credit card industry in general, including a decline in the use of
with the approval of TSYS which are not statements of historical cards as a payment mechanism; (xii) TSYS is unable to success-
fact constitute forward-looking statements within the meaning of fully manage any impact from slowing economic conditions or
the Act. Examples of forward-looking statements include, but consumer spending; (xiii) the impact of acquisitions, including
are not limited to: (i) projections of revenue, income or loss, their being more difficult to integrate than anticipated; (xiv) the
earnings or loss per share, the payment or nonpayment of costs and effects of litigation, investigations or similar matters or
dividends, capital structure and other financial items; adverse facts and developments relating thereto; (xv) the impact
(ii) statements of plans and objectives of TSYS or its manage- of the application of and/or changes in accounting principles;
ment or Board of Directors, including those relating to products (xvi) TSYS’ inability to timely, successfully and cost-effectively
or services; (iii) statements of future economic performance; and improve and implement processing systems to provide new
(iv) statements of assumptions underlying such statements. products, increased functionality and increased efficiencies;
Words such as ‘‘believes,’’ ‘‘anticipates,’’ ‘‘expects,’’ ‘‘intends,’’ (xvii) TSYS’ inability to anticipate and respond to technological
‘‘targeted,’’ ‘‘estimates,’’ ‘‘projects,’’ ‘‘plans,’’ ‘‘may,’’ ‘‘could,’’ changes, particularly with respect to e-commerce; (xviii) changes
‘‘should,’’ ‘‘would,’’ and similar expressions are intended to occur in laws, regulations, credit card associations rules or other
identify forward-looking statements but are not the exclusive industry standards affecting TSYS’ business which require signifi-
means of identifying these statements. cant product redevelopment efforts or reduce the market for or

value of its products; (xix) successfully managing the potential
These statements are based upon the current beliefs and expec-

both for patent protection and patent liability in the context of
tations of TSYS’ management and are subject to significant risks

rapidly developing legal framework for expansive patent protec-
and uncertainties. Actual results may differ materially from those

tion; (xx) no material breach of security of any of our systems;
contemplated by the forward-looking statements. A number of

(xxi) overall market conditions; (xxii) the loss of a major supplier;
important factors could cause actual results to differ materially

(xxiii) the impact on TSYS’ business, as well as on the risks set
from those contemplated by our forward-looking statements.

forth above, of various domestic or international military or
Many of these factors are beyond TSYS’ ability to control or

terrorist activities or conflicts; and (xxiv) TSYS’ ability to manage
predict. These factors include, but are not limited to: (i) revenues

the foregoing and other risks.
that are lower than anticipated; (ii) Bank of America does not
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Consolidated Balance Sheets
December 31,

2005 2004(in thousands except per share data)

Assets
Current assets:

Cash and cash equivalents (includes $152.6 million and $176.6 million on deposit with a
related party at 2005 and 2004, respectively) (Notes 2 and 3)************************************ $ 237,569 231,806

Restricted cash (includes $4.1 million and $5.7 million on deposit with a related party at
2005 and 2004, respectively) (Note 2) ********************************************************* 29,688 24,993

Accounts receivable, net of allowance for doubtful accounts and billing adjustments of
$12.6 million and $6.8 million at 2005 and 2004, respectively (includes $0.1 million and $0.9 million
from a related party at 2005 and 2004, respectively) (Note 2)************************************ 184,532 144,827

Deferred income tax assets (Note 15) *********************************************************** 15,264 10,791
Prepaid expenses and other current assets (Note 4) ********************************************** 45,236 35,739

Total current assets************************************************************************** 512,289 448,156
Computer software, net (Note 5) ***************************************************************** 267,988 268,647
Property and equipment, net (Notes 6 and 17) ***************************************************** 267,979 263,584
Contract acquisition costs, net (Note 7)************************************************************ 163,861 132,428
Goodwill, net (Note 8)*************************************************************************** 112,865 70,561
Equity investments (Note 9) ********************************************************************** 42,731 54,400
Other intangible assets, net (Note 10)************************************************************* 13,580 4,692
Other assets************************************************************************************ 29,604 39,475

Total assets********************************************************************************* $1,410,897 1,281,943

Liabilities and Shareholders’ Equity
Current liabilities:

Accounts payable (includes $0.1 million and $0.3 million payable to related parties at 2005
and 2004, respectively) (Note 2) ************************************************************** $ 29,464 75,188

Accrued salaries and employee benefits ********************************************************* 84,348 46,725
Current portion of obligations under capital leases (Note 11) ************************************** 2,078 1,828
Other current liabilities (includes $9.9 million and $6.6 million payable to related parties at

2005 and 2004, respectively) (Notes 2 and 12) ************************************************* 161,122 148,124

Total current liabilities *********************************************************************** 277,012 271,865
Obligations under capital leases, excluding current portion (Note 11)********************************* 3,555 4,508
Deferred income tax liabilities (Note 15)*********************************************************** 89,478 131,106
Other liabilities ********************************************************************************* 24,398 6,038

Total liabilities ****************************************************************************** 394,443 413,517

Minority interest in consolidated subsidiary ******************************************************** 3,682 3,814

Shareholders’ equity (Note 13):
Common stock — $0.10 par value. Authorized 600,000 shares; 197,975 and 197,587 issued at 2005

and 2004, respectively; 197,283 and 196,849 outstanding at 2005 and 2004, respectively ********** 19,797 19,759
Additional paid-in capital ********************************************************************** 54,759 44,732
Unamortized restricted stock awards ************************************************************ (4,093) —
Accumulated other comprehensive income ****************************************************** 5,685 15,373
Treasury stock (shares of 692 and 738 at 2005 and 2004, respectively)****************************** (12,841) (13,573)
Retained earnings***************************************************************************** 949,465 798,321

Total shareholders’ equity ******************************************************************** 1,012,772 864,612

Commitments and contingencies (Note 14)
Total liabilities and shareholders’ equity ******************************************************* $1,410,897 1,281,943

See accompanying Notes to Consolidated Financial Statements
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Consolidated Statements of Income
Years Ended December 31,

2005 2004 2003(in thousands except per share data)

Revenues:
Electronic payment processing services (includes $5.0 million, $4.9 million and

$4.4 million from related parties for 2005, 2004 and 2003, respectively)*************** $ 869,785 759,544 682,850
Merchant services (includes $2.4 million, $13.8 million and $14.4 million from related

parties for 2005, 2004 and 2003, respectively) ************************************* 237,418 26,169 24,966
Other services (includes $7.0 million, $6.2 million and $6.4 million from related parties for

2005, 2004 and 2003, respectively) *********************************************** 182,587 170,906 120,485

Revenues before reimbursable items ********************************************** 1,289,790 956,619 828,301
Reimbursable items (includes $3.0 million, $9.6 million and $9.0 million from related

parties for 2005, 2004 and 2003, respectively) ************************************* 313,141 230,389 225,165

Total revenues (Notes 2 and 17) ************************************************** 1,602,931 1,187,008 1,053,466

Expenses:
Salaries and other personnel expense (Note 16) ************************************** 462,217 361,532 326,568
Net occupancy and equipment expense ********************************************* 283,955 240,424 206,313
Other operating expenses (includes $8.4 million, $8.9 million and $8.9 million to related

parties for 2005, 2004 and 2003, respectively) ************************************* 256,489 152,449 104,841

Expenses before reimbursable items ********************************************** 1,002,661 754,405 637,722
Reimbursable items *************************************************************** 313,141 230,389 225,165

Total expenses (Note 2)********************************************************** 1,315,802 984,794 862,887

Operating income*************************************************************** 287,129 202,214 190,579

Nonoperating income:
Interest income (includes $2.8 million, $1.0 million and $0.6 million from related parties

for 2005, 2004 and 2003, respectively) (Note 2) ************************************ 6,012 2,856 2,887
Interest expense (Note 2) ********************************************************** (374) (941) (139)
(Loss) gain on foreign currency translation, net *************************************** (840) 162 1,042

Total nonoperating income******************************************************* 4,798 2,077 3,790

Income before income taxes, minority interest and equity in income of joint ventures ** 291,927 204,291 194,369
Income taxes (Note 15) ************************************************************** 103,286 77,210 70,868
Minority interest in consolidated subsidiary’s net income ******************************** (256) (259) (338)
Equity in income of joint ventures (Note 9) ******************************************** 6,135 23,736 17,810

Net income ********************************************************************** $ 194,520 150,558 140,973

Basic earnings per share *********************************************************** $ 0.99 0.76 0.72

Diluted earnings per share ********************************************************* $ 0.99 0.76 0.71

Weighted average common shares outstanding **************************************** 197,145 196,847 196,830
Increase due to assumed issuance of shares related to stock options outstanding ********** 200 389 608

Weighted average common and common equivalent shares outstanding****************** 197,345 197,236 197,438

See accompanying Notes to Consolidated Financial Statements
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Consolidated Statements of Cash Flows
Years Ended December 31,

2005 2004 2003(in thousands)

Cash flows from operating activities:
Net income ************************************************************************** $ 194,520 150,558 140,973
Adjustments to reconcile net income to net cash provided by operating activities:

Minority interest in consolidated subsidiary net income ********************************* 256 259 338
Loss (gain) on foreign currency translation, net***************************************** 840 (162) (1,042)
Equity in income of joint ventures **************************************************** (6,135) (23,736) (17,810)
Depreciation and amortization ******************************************************* 151,214 108,588 98,415
Impairment of developed software *************************************************** 3,619 10,059 —
Provisions for (recoveries of) bad debt expenses and billing adjustments ***************** 4,589 (2,450) 2,690
Charges for transaction processing provisions****************************************** 7,397 9,878 3,450
Deferred income tax (benefit) expense************************************************ (39,458) 31,691 27,067
Loss (gain) on disposal of equipment, net ********************************************* 2,535 387 (25)

(Increase) decrease in:
Accounts receivable **************************************************************** (13,164) (18,027) 3,624
Prepaid expenses and other assets *************************************************** 11,496 (40,383) 3,826

Increase (decrease) in:
Accounts payable******************************************************************* (51,138) 57,979 3,027
Accrued salaries and employee benefits ********************************************** 21,420 14,135 (10,819)
Billings in excess of costs and profits on uncompleted contracts ************************* — (17,573) 17,573
Other liabilities ********************************************************************* (49,061) 50,832 (4,934)

Net cash provided by operating activities ******************************************* 238,930 332,035 266,353

Cash flows from investing activities:
Purchases of property and equipment, net ********************************************** (40,904) (53,890) (125,235)
Additions to licensed computer software from vendors *********************************** (12,875) (57,302) (47,312)
Additions to internally developed computer software************************************* (22,602) (5,224) (17,689)
Cash acquired in acquisitions ********************************************************** 38,798 2,422 4,442
Cash used in acquisitions************************************************************** (134,768) (53,515) (36,000)
Dividends received from joint ventures************************************************** 1,659 35,876 5,278
Contract acquisition costs ************************************************************* (19,468) (29,150) (18,129)

Net cash used in investing activities ************************************************ (190,160) (160,783) (234,645)

Cash flows from financing activities:
Proceeds from borrowings of long-term debt ******************************************** 48,143 — 20,234
Principal payments on long-term debt borrowings *************************************** (48,261) — (20,234)
Principal payments on capital lease obligations and software obligations ******************* (2,176) (42,656) (205)
Dividends paid on common stock (includes $31.9 million, $19.2 million and $12.0 million to a

related party for 2005, 2004 and 2003, respectively) (Note 2) *************************** (39,418) (23,621) (14,765)
Proceeds from exercise of stock options ************************************************ 2,957 1,194 3,929
Purchases of common stock *********************************************************** — (1,189) (9,825)

Net cash used in financing activities ************************************************ (38,755) (66,272) (20,866)

Effect of exchange rate changes on cash and cash equivalents ****************************** (4,252) 3,953 2,859

Net increase in cash and cash equivalents******************************************* $ 5,763 108,933 13,701
Cash and cash equivalents at beginning of year ******************************************* 231,806 122,873 109,172

Cash and cash equivalents at end of year ************************************************* $ 237,569 231,806 122,873

Cash paid for interest ***************************************************************** $ 374 941 139

Cash paid for income taxes (net of refunds) ********************************************* $ 135,630 19,772 38,729

Significant noncash transactions (Note 18)

See accompanying Notes to Consolidated Financial Statements
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Consolidated Statements of Shareholders’ Equity and
Comprehensive Income

Unamortized Accumulated
Additional Restricted Other Total

Common Stock Paid-In Stock Comprehensive Treasury Retained Shareholders’
Shares Dollars Capital Awards Income (Loss) Stock Earnings Equity(in thousands except per share data)

Balance as of December 31, 2002 ************ 197,254 $ 19,725 $ 35,143 $ — $ 1,053 $ (3,317) $ 549,601 $ 602,205
Comprehensive income:

Net income ****************************** — — — — — — 140,973 140,973
Other comprehensive income, net of tax

(Note 13):
Foreign currency translation ************** — — — — 7,261 — — 7,261

Other comprehensive income ************** — — — — — — — 7,261
Comprehensive income********************** — — — — — — — 148,234
Common stock issued from treasury shares for

exercise of stock options (Note 13) ********* — — (78) — — 716 — 638
Common stock issued for exercise of stock

options ********************************** 250 25 3,268 — — — — 3,293
Purchase of treasury shares******************* — — — — — (9,825) — (9,825)
Cash dividends declared ($0.078 per share)**** — — — — — — (15,252) (15,252)
Tax benefits associated with stock options ***** — — 3,241 — — — — 3,241
Balance as of December 31, 2003 ************ 197,504 19,750 41,574 — 8,314 (12,426) 675,322 732,534
Comprehensive income:

Net income ****************************** — — — — — — 150,558 150,558
Other comprehensive income, net of tax

(Note 13):
Foreign currency translation ************** — — — — 7,059 — — 7,059

Other comprehensive income ************** — — — — — — — 7,059
Comprehensive income********************** — — — — — — — 157,617
Common stock issued from treasury shares for

exercise of stock options (Note 13) ********* — — 9 — — 42 — 51
Common stock issued for exercise of stock

options ********************************** 83 9 1,134 — — — — 1,143
Purchase of treasury shares******************* — — — — — (1,189) — (1,189)
Cash dividends declared ($0.14 per share) ***** — — — — — — (27,559) (27,559)
Tax benefits associated with stock options ***** — — 2,015 — — — — 2,015
Balance as of December 31, 2004 ************ 197,587 19,759 44,732 — 15,373 (13,573) 798,321 864,612
Comprehensive income:

Net income ****************************** — — — — — — 194,520 194,520
Other comprehensive income, net of tax

(Note 13):
Foreign currency translation ************ — — — — (9,688) — — (9,688)

Other comprehensive income ************* — — — — — — — (9,688)

Comprehensive income ********************* — — — — — — — 184,832

Common stock issued from treasury shares
for exercise of stock options (Note 13)**** — — 184 — — 732 — 916

Common stock issued for exercise of stock
options ********************************** 155 15 2,026 — — — — 2,041

Common stock issued for restricted stock
awards (Note 13) ************************ 227 22 5,208 (5,230) — — — —

Amortization of restricted stock awards
(Note 13) ******************************** — — — 1,137 — — — 1,137

Cash dividends declared ($0.22 per share)*** — — — — — — (43,376) (43,376)
Issuance of common stock under

commitment to charitable foundation ***** 6 1 99 — — — — 100
Tax benefits associated with stock options ** — — 2,510 — — — — 2,510

Balance as of December 31, 2005 *********** 197,975 $19,797 $54,759 $(4,093) $ 5,685 $(12,841) $949,465 $1,012,772

See accompanying Notes to Consolidated Financial Statements
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Notes to Consolidated Financial Statements
NOTE 1 Basis of Presentation and Summary of Year

Acquired/ OwnershipSignificant Accounting Policies
Company Name Started Percentage

BUSINESS: Total System Services, Inc. (TSYS or the Company) Columbus Depot
is an 80.9% owned subsidiary of Columbus Bank and Trust Equipment Company **** CDEC 1988 100%
Company (CB&T) which is a wholly owned subsidiary of Synovus Columbus Productions, Inc. CPI 1994 100%
Financial Corp. (Synovus). Synovus’ stock is traded on the NYSE TSYS Canada, Inc. ******** TSYS Canada 1998 100%
under the symbol ‘‘SNV.’’ GP Network Corporation ** GP Net 2000 51%

TSYS Total DebtTSYS provides electronic payment processing and related ser- Management, Inc. ****** TDM 2002 100%
vices to banks and other card-issuing institutions located in the ProCard, Inc. ************* ProCard 2002 100%
United States, Mexico, Canada, Honduras, Puerto Rico and Enhancement Services
Europe. The Company offers merchant processing services to Corporation ************ ESC 2003 100%
financial institutions and other organizations in the United States TSYS Technology Center,

Inc. ******************* TTC 2003 100%through its wholly owned subsidiary, Vital Processing Services,
TSYS Japan Co., Ltd ****** TSYS Japan 2003 100%L.L.C. (Vital), and Japan through its majority owned subsidiary,
TSYS Prepaid, Inc. ******** TSYS Prepaid 2004 100%GP Network Corporation (GP Net).
Vital Processing Services,

PRINCIPLES OF CONSOLIDATION AND BASIS OF PRESEN- L.L.C. ***************** Vital 2005 100%
TATION: The accompanying consolidated financial statements
of Total System Services, Inc. include the accounts of TSYS and The consolidated financial statements of Vital include the
its majority owned subsidiaries, which are listed below. All amounts of Vital and its wholly owned subsidiaries, Vital
significant intercompany accounts and transactions have been Merchant Services L.L.C., Golden Retriever Systems L.L.C. and
eliminated in consolidation. In addition, the Company evaluates Merlin Solutions L.L.C.
its relationships with other entities to identify whether they are

RISKS AND UNCERTAINTIES AND USE OF ESTIMATES:variable interest entities as defined by the Financial Accounting
Factors that could affect the Company’s future operating resultsStandards Board’s (FASB’s) Interpretation No. 46(R)
and cause actual results to vary materially from expectations(FIN No. 46R), ‘‘Consolidation of Variable Interest Entities,’’ and
include, but are not limited to, lower than anticipated growthto assess whether it is the primary beneficiary of such entities. If
from existing clients, an inability to attract new clients and growthe determination is made that the Company is the primary
internationally, loss of a major customer or other significantbeneficiary, then that entity is included in the consolidated
client, loss of a major supplier, an inability to grow throughfinancial statements in accordance with FIN No. 46R.
acquisitions or successfully integrate acquisitions, an inability to

In 1996, TSYS and Visa U.S.A. (Visa) formed a joint venture that control expenses, technology changes, the impact of the appli-
combined the front-end authorization and back-end accounting cation of and/or changes in accounting principles, financial
and settlement processing for merchants. TSYS accounted for its services consolidation, changes in regulatory requirements, a
50% equity interest using the equity method of accounting. In decline in the use of cards as a payment mechanism, disruption
March 2005, TSYS acquired the remaining 50% of Vital from of the Company’s international operations, breach of the Com-
Visa. As a result of the acquisition of control of Vital, TSYS pany’s security systems, a decline in the financial stability of the
changed from the equity method of accounting for the invest- Company’s clients and uncertain economic conditions. Negative
ment in Vital and began consolidating Vital’s balance sheet and developments in these or other risk factors could have a material
results of operations. adverse effect on the Company’s financial position, results of

operations and cash flows.

The Company has prepared the accompanying consolidated
financial statements in conformity with accounting principles
generally accepted in the United States of America. The prepa-
ration of the consolidated financial statements requires manage-
ment of the Company to make a number of estimates and
assumptions relating to the reported amounts of assets and
liabilities at the date of the consolidated financial statements
and the reported amounts of revenues and expenses during the
period. These estimates and assumptions are developed based
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upon all information available. Actual results could differ from mated useful lives of 2-5 years, and furniture and other equip-
estimated amounts. ment over estimated useful lives of 3-15 years. The Company

evaluates impairment losses on long-lived assets used in opera-
CASH EQUIVALENTS: For purposes of the statements of cash

tions in accordance with Statement of Financial Accounting
flows, investments with a maturity of three months or less when

Standards No. 144 (SFAS No. 144), ‘‘Accounting for the Impair-
purchased are considered to be cash equivalents.

ment or Disposal of Long-Lived Assets.’’
RESTRICTED CASH: Restricted cash balances relate to cash

LICENSED COMPUTER SOFTWARE: The Company licenses
balances collected on behalf of customers and held in escrow.

software that is used in providing electronic payment process-
TSYS records a corresponding liability for the obligation to the

ing, merchant and other services to clients. Licensed software is
customer which is reflected in other current liabilities in the

obtained through perpetual licenses and site licenses and
accompanying consolidated balance sheets.

through agreements based on processing capacity (called ‘‘MIPS
ACCOUNTS RECEIVABLE: Accounts receivable balances are agreements’’). Perpetual and site licenses are amortized using
stated net of allowances for doubtful accounts and billing adjust- the straight-line method over their estimated useful lives which
ments of $12.6 million and $6.8 million at December 31, 2005 range from three to five years. Software licensed under MIPS
and December 31, 2004, respectively. agreements is amortized using a units-of-production basis over

the estimated useful life of the software, generally not to exceed
TSYS records an allowance for doubtful accounts when it is

ten years. At each balance sheet date, the Company evaluates
probable that the accounts receivable balance will not be col-

impairment losses on long-lived assets used in operations in
lected. When estimating the allowance for doubtful accounts,

accordance with SFAS No. 144.
the Company takes into consideration such factors as its day-to-
day knowledge of the financial position of specific clients, the SOFTWARE DEVELOPMENT COSTS: In accordance with
industry and size of its clients, the overall composition of its Statement of Financial Accounting Standards No. 86, ‘‘Com-
accounts receivable aging, prior history with specific customers puter Software to be Sold, Leased or Otherwise Marketed,’’
of accounts receivable write-offs and prior experience of al- software development costs are capitalized once technological
lowances in proportion to the overall receivable balance. This feasibility of the software product has been established. Costs
analysis includes an ongoing and continuous communication incurred prior to establishing technological feasibility are ex-
with its largest clients and those clients with past due balances. pensed as incurred. Technological feasibility is established when
A financial decline of any one of the Company’s large clients the Company has completed a detailed program design and has
could have a material adverse effect on collectibility of receiv- determined that a product can be produced to meet its design
ables and thus the adequacy of the allowance for doubtful specifications, including functions, features and technical per-
accounts. formance requirements. Capitalization of costs ceases when the

product is generally available to clients. At each balance sheet
Increases in the allowance for doubtful accounts are recorded as

date, the Company evaluates the unamortized capitalized costs
charges to bad debt expense and are reflected in other operat-

of software development as compared to the net realizable
ing expenses in the Company’s consolidated statements of

value of the software product which is determined by future
income. Write-offs of uncollectible accounts are charged against

undiscounted net cash flows. The amount by which the unamor-
the allowance for doubtful accounts.

tized software development costs exceed the net realizable
TSYS records an allowance for billing adjustments for actual and value is written off in the period that such determination is
potential billing discrepancies. When estimating the allowance made. Software development costs are amortized using the
for billing adjustments, the Company considers its overall history greater of (1) the straight-line method over its estimated useful
of billing adjustments, as well as its history with specific clients life, which ranges from three to ten years or (2) the ratio of
and known disputes. Increases in the allowance for billing adjust- current revenues to total anticipated revenue over its useful life.
ments are recorded as a reduction of revenues in the Company’s

The Company also develops software that is used internally.
consolidated statements of income and actual adjustments to

These software development costs are capitalized based upon
invoices are charged against the allowance for billing

Statement of Position 98-1, ‘‘Accounting for the Costs of Com-
adjustments.

puter Software Developed or Obtained for Internal Use.’’ Inter-
PROPERTY AND EQUIPMENT: Property and equipment are nal-use software development costs are capitalized once (1) the
stated at cost less accumulated depreciation and amortization. preliminary project stage is completed, (2) management autho-
Depreciation and amortization are computed using the straight- rizes and commits to funding a computer software project, and
line method over the estimated useful lives of the assets. Build- (3) it is probable that the project will be completed and the
ings and improvements are depreciated over estimated useful software will be used to perform the function intended. Costs
lives of 5-40 years, computer and other equipment over esti- incurred prior to meeting the qualifications are expensed as
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incurred. Capitalization of costs ceases when the project is GOODWILL: Goodwill results from the excess of cost over the
substantially complete and ready for its intended use. Internal- fair value of net assets of businesses acquired. In July 2001, the
use software development costs are amortized using an esti- FASB issued Statement of Financial Accounting Standards
mated useful life of three to five years. Software development No. 141 (SFAS No. 141), ‘‘Business Combinations,’’ and State-
costs may become impaired in situations where development ment of Financial Accounting Standards No. 142 (SFAS No. 142),
efforts are abandoned due to the viability of the planned project ‘‘Goodwill and Other Intangible Assets.’’ SFAS No. 141 requires
becoming doubtful or due to technological obsolescence of the that the purchase method of accounting be used for all business
planned software product. combinations initiated after June 30, 2001. SFAS No. 141 also

specifies criteria that intangible assets acquired in a purchase
CONTRACT ACQUISITION COSTS: The Company capitalizes method business combination must meet to be recognized and
contract acquisition costs related to signing or renewing long- reported apart from goodwill, noting that any purchase price
term contracts. The Company capitalizes internal conversion allocable to an assembled workforce may not be accounted for
costs in accordance with FASB Technical Bulletin No. 90-1, separately.
‘‘Accounting for Separately Priced Extended Warranty and Prod-

SFAS No. 142 requires that goodwill and intangible assets withuct Maintenance Contracts.’’ The capitalization of costs related
indefinite useful lives no longer be amortized, but instead testedto cash payments for rights to provide processing services is
for impairment at least annually in accordance with the provi-capitalized in accordance with the FASB’s Emerging Issues Task
sions of SFAS No. 142. SFAS No. 142 also requires that intangi-Force No. 01-9, ‘‘Accounting for Consideration Given by a
ble assets with estimable useful lives be amortized over theirVendor to a Customer (Including a Reseller of the Vendors
respective estimated useful lives to their estimated residualProducts),’’ and Staff Accounting Bulletin No. 104 (SAB No. 104),
values, and reviewed for impairment in accordance with‘‘Revenue Recognition.’’ These costs are amortized using the
SFAS No. 144.straight-line method over the contract term beginning when the

client’s cardholder accounts are converted and producing reve- The portion of the difference between the cost of an investment
nues. All costs incurred prior to a signed agreement are ex- and the amount of underlying equity in net assets of an equity
pensed as incurred. The amortization of contract acquisition method investee that is recognized as goodwill in accordance
costs associated with cash payments is included as a reduction with Accounting Principles Board (APB) Opinion No. 18
of revenues in the Company’s consolidated statements of (APB 18), ‘‘The Equity Method of Accounting for Investments in
income. Common Stock,’’ shall not be amortized. However, equity

method goodwill shall not be reviewed for impairment in accor-The amortization of contract acquisition costs associated with
dance with SFAS No. 142, but instead should continue to beconversion activity is recorded as other operating expenses in
reviewed for impairment in accordance with paragraph 19(h) ofthe Company’s consolidated statements of income. The Com-
APB 18. Equity method goodwill is not reported as goodwill inpany evaluates the carrying value of contract acquisition costs
the Company’s consolidated balance sheet, but is reported as aassociated with each customer for impairment on the basis of
component of the equity investment.whether these costs are fully recoverable from expected undis-

counted net operating cash flows of the related contract. The At December 31, 2005, the Company had unamortized goodwill
determination of expected undiscounted net operating cash in the amount of $112.9 million. The Company performed its
flows requires management to make estimates. annual impairment analyses of its unamortized goodwill balance,

and this test did not result in any impairment for the periodsThese costs may become impaired with the loss of a contract,
ended December 31, 2005, 2004 and 2003, respectively.the financial decline of a client, termination of conversion efforts

after a contract is signed, diminished prospects for current OTHER INTANGIBLE ASSETS: Identifiable intangible assets
clients or if the Company’s actual results differ from its estimates relate primarily to customer relationships, covenants-not-to-
of future cash flows. compete and trade names resulting from acquisitions. These

identifiable intangible assets are amortized using the straight-
EQUITY INVESTMENTS: TSYS’ 49% investment in Total Sys-

line method over periods not exceeding the estimated useful
tem Services de México, S.A. de C.V. (TSYS de México), an

lives, which range from three to eight years. SFAS No. 142
electronic payment processing support operation located in

requires that intangible assets with estimable useful lives be
Mexico, is accounted for using the equity method of accounting,

amortized over their respective estimated useful lives to their
as is TSYS’ 34% investment in China UnionPay Data Co., Ltd.

estimated residual values, and reviewed for impairment in accor-
(CUP Data) headquartered in Shanghai, China. TSYS’ equity

dance with SFAS No. 144.
investments are recorded initially at cost and subsequently ad-
justed for equity in earnings, cash contributions and distribu- FAIR VALUES OF FINANCIAL INSTRUMENTS: The Com-
tions, and foreign currency translation adjustments. pany uses financial instruments in the normal course of its
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business. The carrying values of cash equivalents, accounts ments exist on long-term contracts accounted for under the
receivable, accounts payable, accrued salaries and employee percentage-of-completion method, the Company includes
benefits, and other current liabilities approximate their fair value amounts for contract billings that exceed accumulated contract
due to the short-term maturities of these assets and liabilities. revenues in billings in excess of costs and profits on uncom-
The fair value of the Company’s obligations under capital leases pleted contracts.
is not significantly different from its carrying value.

MINORITY INTEREST: Minority interest in earnings of subsidi-
Investments in joint ventures are accounted for using the equity ary represents the minority shareholders’ share of the net income
method of accounting and pertain to privately held companies or loss of GP Net. The minority interest in the consolidated
for which fair value is not readily available. The Company balance sheet reflects the original investment by these share-
believes the fair values of its investments in joint ventures holders in GP Net, their proportional share of the earnings or
exceed their respective carrying values. losses and their proportional share of net gains or losses result-

ing from the currency translation of assets and liabilities of GPIMPAIRMENT OF LONG-LIVED ASSETS: In accordance with
Net.SFAS No. 144, the Company reviews long-lived assets, such as

property and equipment and intangibles subject to amortization,
FOREIGN CURRENCY TRANSLATION: The Company main-including contract acquisition costs and certain computer
tains several different foreign operations whose functional cur-software, for impairment whenever events or changes in circum-
rency is their local currency. Foreign currency financialstances indicate that the carrying amount of an asset may not be
statements of the Company’s Mexican and Chinese joint ven-recoverable. Recoverability of assets to be held and used is
tures, the Company’s wholly owned subsidiary with an operationmeasured by a comparison of the carrying amount of an asset to
in Canada, the Company’s wholly owned subsidiary in Japan,estimated undiscounted future cash flows expected to be gener-
the Company’s majority owned subsidiary in Japan, GP Net, asated by the asset. If the carrying amount of an asset exceeds its
well as the Company’s branches in Japan, the United Kingdomestimated future cash flows, an impairment charge is recognized
and China, are translated into U.S. dollars at current exchangeby the amount by which the carrying amount of the asset
rates, except for revenues, costs and expenses, and net incomeexceeds the fair value of the asset. Assets to be disposed of
which are translated at the average exchange rates for eachwould be separately presented in the balance sheet and re-
reporting period. Net gains or losses resulting from the currencyported at the lower of the carrying amount or fair value less costs
translation of assets and liabilities of the Company’s foreignto sell, and would no longer be depreciated. The assets and
operations, net of tax, are accumulated in a separate section ofliabilities of a disposed group classified as held for sale would be
shareholders’ equity titled accumulated other comprehensivepresented separately in the appropriate asset and liability sec-
income (loss). Gains and losses on transactions denominated intions of the balance sheet.
currencies other than the functional currencies are included in

TRANSACTION PROCESSING PROVISIONS: The Company determining net income for the period in which exchange rates
has recorded estimates to accrue for contract contingencies change.
(performance penalties) and processing errors. A significant
number of the Company’s contracts with large clients contain RESTRICTED STOCK AWARDS: The Company has issued its
service level agreements which can result in TSYS incurring common stock to directors and to certain employees under
performance penalties if contractually required service levels are restricted stock awards. The market value of the common stock
not met. When providing for these accruals, the Company takes at the date of issuance is recorded as a reduction of sharehold-
into consideration such factors as the prior history of perform- ers’ equity in the Company’s consolidated balance sheet and is
ance penalties and processing errors incurred, actual contractual amortized as compensation expense over the vesting period of
penalties inherent in the Company’s contracts, progress towards the awards. For restricted stock award grants that are fixed
milestones and known processing errors not covered by awards that have pro rata vesting, the Company recognizes
insurance. compensation expense using the straight-line method over the

vesting period of the award. Common stock issued under re-These accruals are included in other current liabilities in the
stricted stock awards is considered outstanding for purposes ofaccompanying consolidated balance sheets. Increases and de-
the computation of earnings per share (EPS).creases in transaction processing provisions are charged to other

operating expenses in the Company’s consolidated statements
COMPREHENSIVE INCOME: Statement of Financial Ac-

of income, and payments or credits for performance penalties
counting Standards No. 130, ‘‘Reporting Comprehensive In-

and processing errors are charged against the accrual.
come,’’ requires companies to display, with the same

BILLINGS IN EXCESS OF COSTS AND PROFITS ON UNCOM- prominence as other financial statements, the components of
PLETED CONTRACTS: When provisions for progress pay- comprehensive income (loss). TSYS displays the items of other
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comprehensive income (loss) in its consolidated statements of separate units of accounting in a multiple element arrangement
shareholders’ equity and comprehensive income. based on relative fair values, provided the delivered element has

standalone value to the customer, the fair value of any undeliv-
TREASURY STOCK: The Company uses the cost method ered items can be readily determined, and delivery of any
when it purchases its own common stock as treasury shares or undelivered items is probable and substantially within the Com-
issues treasury stock upon option exercises and displays treasury pany’s control. Evidence of fair value must be objective and
stock as a reduction of shareholders’ equity. reliable. An item has value to the customer on a standalone

basis if it is sold separately by any vendor or the customer couldDERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES: In
resell the deliverable on a standalone basis.June 1998, the FASB issued Statement of Financial Accounting

Standards No. 133 (SFAS No. 133), ‘‘Accounting for Derivative
The Company recognizes software license revenue in accor-Instruments and Hedging Activities.’’ In June 2000, the FASB
dance with Statement of Position No. (SOP) 97-2, ‘‘Softwareissued Statement of Financial Accounting Standards No. 138
Revenue Recognition,’’ and SOP 98-9, ‘‘Modification of(SFAS No. 138), ‘‘Accounting for Certain Derivative Instruments
SOP 97-2, Software Revenue Recognition With Respect to Cer-and Hedging Activities, an amendment of SFAS No. 133.’’
tain Transactions.’’ For software licenses for which any servicesSFAS No. 133 and SFAS No. 138 require that all derivative
rendered are not considered essential to the functionality of theinstruments be recorded on the balance sheet at their respective
software, revenue is recognized upon delivery of the software,fair values. The Company did not have any outstanding deriva-
provided (1) there is evidence of an arrangement, (2) collectiontive instruments or hedging transactions at December 31, 2005.
of the fee is considered probable, (3) the fee is fixed or determi-

REVENUE RECOGNITION: The Company’s electronic pay- nable, and (4) vendor specific objective evidence (VSOE) exists
ment processing services revenues are derived from long-term to allocate revenue to the undelivered elements of the
processing contracts with financial and nonfinancial institutions arrangement.
and are generally recognized as the services are performed.

When services are considered essential to the functionality of theElectronic payment processing services revenues are generated
software licensed, revenues are recognized over the period thatprimarily from charges based on the number of accounts on file,
such services will be performed using the percentage-of-com-transactions and authorizations processed, statements mailed,
pletion method in accordance with SOP 81-1, ‘‘Accounting forcards embossed and mailed and other processing services for
Performance of Construction-Type and Certain Production-Typecardholder accounts on file. Most of these contracts have pre-
Contracts.’’ Progress during the period in which services arescribed annual revenue minimums. Processing contracts gener-
performed is measured by the percentage of costs incurred toally range from three to ten years in length and provide for
date to estimated total costs for each arrangement as this is thepenalties for early termination.
best measure of progress. Provisions for estimated losses on

The Company recognizes revenues in accordance with incomplete contracts are made in the period in which such
SAB No. 104. SAB No. 104 sets forth guidance as to when losses are determined. For license arrangements in which the
revenue is realized or realizable and earned when all of the fee is not considered fixed or determinable, the license revenue
following criteria are met: (1) persuasive evidence of an arrange- is recognized as payments become due.
ment exists; (2) delivery has occurred or services have been
performed; (3) the seller’s price to the buyer is fixed or determi- The Company’s merchant services revenues are derived from
nable; and (4) collectibility is reasonably assured. long-term processing contracts with large financial institutions

and other merchant acquirers which generally range from threeThe Company evaluates its contractual arrangements that pro-
to eight years and provide for penalties for early termination.vide services to clients through a bundled sales arrangement in
Merchant services revenues are generated primarily fromaccordance with the FASB’s Emerging Issues Task Force
processing all payment forms including credit, debit, electronicNo. 00-21 (EITF 00-21), ‘‘Revenue Arrangements with Multiple
benefits transfer and check truncation for merchants of all sizesDeliverables.’’ EITF 00-21 addresses the determination of
across a wide array of retail market segments. The products andwhether an arrangement involving more than one deliverable
services offered include authorization and capture of electroniccontains more than one unit of accounting and how the arrange-
transactions, clearing and settlement of electronic transactions,ment consideration should be measured and allocated to the
information reporting services related to electronic transactions,separate units of accounting.
merchant billing services, and point-of-sale terminal sales and

A deliverable in multiple element arrangements indicates any services. Revenue is recognized as merchant services as those
performance obligation on the part of the seller and includes services are performed, primarily on a per unit basis. Revenues
any combination of obligations to perform different services, on point-of-sale terminal equipment are recognized upon the
grant licenses or other rights. Revenue is allocated to the transfer of ownership and shipment of product.
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The Company’s other service revenues are derived from recov- Years Ended December 31,
(in thousands,

2005 2004 2003ery collections work, bankruptcy process management, legal except per share data)
account management, skip tracing, commercial printing activi- Net Income ************** $ 194,520 150,558 140,973
ties, targeted loyalty programs, and customer relationship man- Add: Stock-based

employee compensationagement services, such as call center activities for card
expense, net of relatedactivation, balance transfer requests, customer service and col-
income tax effects ****** 741 — —lection. The contract terms for these services are generally

Deduct: Stock-basedshorter in nature as compared with the Company’s long-term
employee compensation

processing contracts. Revenue is recognized on these other expense determined
services as the services are performed, either on a per unit or a under the fair value
fixed price basis. based method for all

awards, net of related
REIMBURSABLE ITEMS: Reimbursable items consist of out- income tax effects ****** 7,089 5,084 4,606
of-pocket expenses which are reimbursed by the Company’s

Net income, as adjusted ** $ 188,172 145,474 136,367
clients. The primary component of these expenses is postage.
The Company accounts for reimbursable items in accordance Earnings per share:
with the FASB’s Emerging Issues Task Force No. 01-14, ‘‘Income Basic — as reported******* $ 0.99 0.76 0.72
Statement Characterization of Reimbursements Received for

Basic — as adjusted******* $ 0.95 0.74 0.69‘Out-of-Pocket’ Expenses Incurred.’’
Diluted — as reported***** $ 0.99 0.76 0.71STOCK-BASED COMPENSATION: The Company maintains

stock-based employee compensation plans for purposes of in- Diluted — as adjusted***** $ 0.95 0.74 0.69
centing and retaining employees, which are described more fully
in Note 13. The Company applies the intrinsic-value based

The per share weighted average fair value of TSYS stock optionsmethod of accounting prescribed by Accounting Principles
granted during 2004 and 2003 was $17.92 and $19.79, respec-Board (APB) Opinion No. 25 (APB 25), ‘‘Accounting for Stock
tively. The fair value for these options was estimated at the dateIssued to Employees,’’ and related interpretations, including
of grant using the Black-Scholes option-pricing model with theFASB Interpretation No. 44, ‘‘Accounting for Certain Transac-
following weighted average assumptions for 2004 and 2003,tions Involving Stock Compensation, an Interpretation of APB
respectively: risk-free interest rates of 3.72% and 3.42%; ex-Opinion No. 25,’’ to account for its fixed-plan stock options.
pected volatility of 86.0% and 85.0%; expected life of 5.0 yearsUnder this method, compensation expense is recorded only if,
and 5.0 years; and dividend yield of 0.6% and 0.3%.on the date of grant, the market price of the underlying stock

exceeded the exercise price. Statement of Financial Accounting The per share weighted average fair value of Synovus stock
Standards No. 123 (SFAS No. 123), ‘‘Accounting for Stock-Based options granted to TSYS employees during 2005, 2004 and
Compensation,’’ and Statement of Financial Accounting Stan- 2003 was $7.13, $7.35 and $4.84, respectively. The fair value for
dards No. 148, ‘‘Accounting for Stock-Based Compensation — these options was estimated at the date of grant using the
Transition and Disclosure, an amendment of FASB Statement Black-Scholes option-pricing model with the following weighted
No. 123,’’ established accounting and disclosure requirements average assumptions for 2005, 2004 and 2003, respectively: risk-
using a fair-value-based method of accounting for stock-based free interest rates of 4.2%, 4.5% and 3.2%; expected volatility of
employee compensation plans. As permitted by existing ac- 22%, 28% and 34%; expected life of 8.6 years, 6.6 years and
counting standards, the Company has elected to continue to 6.0 years; and dividend yield of 2.5%, 2.6% and 3.3%.
apply the intrinsic-value-based method of accounting described

The increase in stock-based compensation expense determinedabove, and has adopted only the disclosure requirements of
under the fair value based method for all awards, net of relatedSFAS No. 123, as amended. The following table illustrates the
income tax effects in 2005 is the result of the acceleration ofeffect on net income and related earnings per share figures if the
expense related to the retirement of a key executive officer.fair-value-based method had been applied to all outstanding

and unvested awards in each period.
In December 2004, the FASB issued Statement of Financial
Accounting Standards No. 123 (revised) (SFAS No. 123R) ‘‘Share-
Based Payment.’’ SFAS No. 123R will require the Company to
recognize compensation expense for the unvested portion of
outstanding stock-based compensation granted in the form of
stock options based on the grant-date fair value of those awards
calculated under SFAS No. 123 for pro forma disclosures.
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On April 14, 2005, the Securities and Exchange Commission ADVERTISING: Advertising costs, consisting mainly of adver-
(SEC) approved a rule that delays the effective date of tising in trade publications, are expensed as incurred or the first
SFAS No. 123R for public companies that do not file as small time the advertising takes place. Advertising expense for 2005,
business issuers until the first annual or interim reporting period 2004 and 2003 was $671,000, $592,000 and $585,000,
of the first fiscal year that begins on or after June 15, 2005. The respectively.
Company adopted SFAS No. 123R on January 1, 2006.

INCOME TAXES: Income taxes reflected in TSYS’ consoli-
The expected results for 2006 include the estimated impact of dated financial statements are computed based on the taxable
expensing the fair value of TSYS and Synovus stock options income of TSYS as if TSYS were a standalone tax reporting
beginning in 2006, as well as expenses associated with restricted entity. A consolidated U.S. federal income tax return is filed for
stock awards, which are expected to replace stock options as Synovus and its majority owned subsidiaries, including TSYS.
TSYS’ primary method of equity-based compensation. The incre-
mental (as compared to 2005) after-tax expense for both options The Company accounts for income taxes in accordance with the
and restricted stock awards in 2006 is estimated at $5.8 million, asset and liability method. Deferred income tax assets and
which represents approximately $0.03 per diluted share, or 3% liabilities are recognized for the future tax consequences attribu-
of reported 2005 diluted EPS. table to differences between the financial statement carrying

amounts of existing assets and liabilities and their respective taxLEASES: The Company is obligated under noncancelable
bases and operating loss and tax credit carryforwards. Deferredleases for computer equipment and facilities. As these leases
tax assets and liabilities are measured using enacted tax ratesexpire, they will be evaluated and renewed or replaced by
expected to apply to taxable income in the years in which thosesimilar leases based on need. A lease is an agreement conveying
temporary differences are expected to be recovered or settled.the right to use property, plant, or equipment (land and/or
The effect on deferred income tax assets and liabilities of adepreciable assets) usually for a stated period of time. For
change in tax rates is recognized in income in the period thatpurposes of applying the accounting and reporting standards,
includes the enactment date.leases are classified from the standpoint of the lessee as capital

or operating leases. Statement of Financial Accounting Stan-
Income tax provisions require the use of management judg-dards No. 13 (SFAS No. 13), ‘‘Accounting for Leases’’, estab-
ments, which are subject to challenge by various taxing authori-lishes standards of financial accounting and reporting for leases
ties. Significant estimates used in accounting for income taxesby lessees and lessors. If at inception a lease meets one or more
relate to the determination of taxable income, the determinationof the following four criteria, the lease shall be classified as a
of temporary differences between book and tax bases, as well ascapital lease by the lessee: (a) the lease transfers ownership of
estimates on the realizability of tax credits.the property to the lessee by the end of the lease term; (b) the

lease contains a bargain purchase option; (c) the lease term is
EARNINGS PER SHARE: Basic EPS is calculated by dividingequal to 75 percent or more of the estimated economic life of
net income by the weighted average number of common sharesthe leased property; and (d) the present value at the beginning
outstanding during the period. Diluted EPS is calculated toof the lease term of the minimum lease payments equals or
reflect the potential dilution that would occur if stock options orexceeds 90 percent of the fair value of the leased property. If the
other contracts to issue common stock were exercised. Dilutedlease does not meet one or more of the criteria, it shall be
EPS is calculated by dividing net income by weighted averageclassified as an operating lease.
common and common equivalent shares outstanding. Common

Rental payments on operating leases are charged to expense equivalent shares are calculated using the treasury stock
over the lease term as it becomes payable. If rental payments method.
are not made on a straight-line basis, rental expense neverthe-
less shall be recognized on a straight-line basis unless another The diluted EPS calculation excludes stock options that are
systematic and rational basis is more representative of the time convertible into 22,500 common shares, 22,500 common shares
pattern in which use benefit is derived from the leased property, and 15,000 common shares for the years ended December 31,
in which case that basis shall be used. 2005, 2004 and 2003, respectively. The exclusion occurs be-

cause the exercise price of these instruments was greater than
Certain of the Company’s operating leases are for office space.

the average market price of the Company’s common stock and
The Company will make various alterations (leasehold improve-

their inclusion would have been anti-dilutive.
ments) to the office space and capitalize these costs as part of
property and equipment. Leasehold improvements are amor-
tized on a straight-line basis over the useful life of the improve- RECENT ACCOUNTING PRONOUNCEMENTS: In December
ment or the term of the lease, whichever is shorter. 2004, the FASB issued Statement of Financial Accounting Stan-
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dards No. 123 (revised) (SFAS No. 123R), ‘‘Share-Based Pay- transactions between the Company and these related parties are
ment.’’ SFAS No. 123R establishes standards for the accounting comparable to those which could have been obtained in trans-
for transactions in which an entity exchanges its equity instru- actions with unaffiliated parties. The Company’s margins with
ments for goods or services. It also addresses transactions in respect to related party transactions are comparable to margins
which an entity incurs liabilities in exchange for goods or ser- recognized in transactions with unrelated third parties. The
vices that are based on the fair value of the entity’s equity amounts related to these transactions are disclosed on the face
instruments or that may be settled by the issuance of those of TSYS’ consolidated financial statements.
equity instruments. This Statement requires a public entity to

At December 31, 2005, CB&T owned 159,630,980 sharesmeasure the cost of employee services received in exchange for
(80.9%) of TSYS’ common stock.an award of equity instruments based on the grant-date fair

value of the award (with limited exceptions). That cost will be
Vital Restricted Unitsrecognized over the period during which an employee is re-

quired to provide service in exchange for the award. In 2000, the Board of Directors of Vital approved a plan to allow
its owners to set aside 2 million units of the 100 million unitsThis Statement applies to all awards granted after the required
held by the owners to make awards to key management of Visaeffective date and to awards modified, repurchased or cancelled
and TSYS. In June 2000, TSYS awarded six of its key executivesafter that date. Compensation cost will be recognized on or after
an aggregate of 800,000 Vital restricted stock units for their rolethe required effective date for the portion of outstanding awards
in the development, growth and success of Vital. These awardsfor which the requisite service has not yet been rendered, based
were made to incent key executives to continue to grow andon the grant-date fair value of those awards calculated under
develop Vital. The units were to vest over a 36-month cliff-SFAS No. 123 for either recognition or pro forma disclosures.
vesting schedule.The Statement is effective for the first interim or annual period of

the first fiscal year that begins on or after June 15, 2005. The
In connection with the termination of Vital’s stock-based com-

Company has concluded that SFAS No. 123R will have a nega-
pensation plans, TSYS, with approval from the Compensation

tive impact on the Company’s financial position and results of
Committee, repurchased the Vital restricted units from the Com-

operations. The Company expects that the impact of expensing
pany’s six key executives in June 2003. The purchase price for

existing TSYS and Synovus stock options, as well as the impact
the restricted shares of $3.85 per unit was based upon an

of any anticipated stock option grants and restricted stock
independent, third-party valuation of Vital conducted as of

awards to be approximately $0.03 per share in 2006. The
May 31, 2003. The Company recognized compensation expense

Company does not expect the impact of adopting
throughout the entire vesting period. Semiannually, the Com-

SFAS No. 123R to have a material impact on the Company’s
pany received an independent third-party valuation of Vital

cash flows or liquidity.
throughout the vesting period and adjusted compensation ex-
pense accordingly. TSYS recognized $80,000 as compensationRECLASSIFICATIONS: Certain reclassifications have been
expense in 2003.made to the 2004 and 2003 financial statements to conform to

the presentation adopted in 2005.
Line of Credit

NOTE 2 Relationships with Affiliated
On June 30, 2003, TSYS obtained a $45.0 million long-term lineCompanies
of credit from a banking affiliate of Synovus. The line is an
automatic drawdown facility. The interest rate for the line ofThe Company provides electronic payment processing and
credit is the London Interbank Offered Rate (LIBOR) plus 150 ba-other services to its parent company, Synovus, and its affiliates,
sis points. In addition, there is a charge of 15 basis points on anyand to the Company’s joint venture, TSYS de México. The
funds unused. The line of credit is unsecured debt and includesCompany had a joint venture with Visa and used the equity
covenants requiring the Company to maintain certain minimummethod of accounting to record its 50% ownership in the joint
financial ratios. The Company used the facility occasionallyventure. In the ordinary course of business, TSYS, which owns
during the year, borrowing and repaying approximatelythe merchant back-end processing software used by Vital, pro-
$48.1 million during 2005. At December 31, 2005 and 2004,vides processing services to Vital. On March 1, 2005, the Com-
TSYS did not have an outstanding balance on the line of creditpany acquired the remaining 50% interest in Vital. Refer to
and was in compliance with all covenants. As the LIBOR rateNote 19 for more information on the acquisition of Vital.
changes, TSYS will be subject to interest rate risk.

The foregoing related party services are performed under con-
tracts that are similar to its contracts with unrelated third party In addition, TSYS maintains another unsecured credit agreement
customers. The Company believes the terms and conditions of with CB&T. The credit agreement has a maximum available
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principal balance of $5.0 million, with interest at prime. TSYS did ates, as well as the Company’s equity method joint ventures,
not use the credit facility during 2005 or 2004. TSYS de México and Vital.

The table below details revenues derived from affiliated compa-
Balance Sheets nies for the years ended December 31, 2005, 2004 and 2003:

TSYS maintains deposit accounts with CB&T and other Synovus 2005 2004 2003(in thousands)
affiliates, the majority of which earn interest and on which TSYS

Electronic payment processingreceives market rates of interest. Included in cash and cash services:
equivalents are deposit balances with Synovus affiliates of

CB&T********************** $ 4,848 4,543 3,875
$152.6 million and $176.6 million at December 31, 2005 and

Synovus and affiliates******** 148 359 4512004, respectively.
TSYS de México ************ 2 17 30

The Company maintains restricted cash balances on deposit Total electronic payment
with CB&T and other Synovus affiliates. The restricted cash processing services********** $ 4,998 4,919 4,356
balances relate to cash collected on behalf of clients which are

Merchant services:held in escrow. At December 31, 2005 and 2004, the Company
Vital *********************** $ 2,378 13,786 14,374had restricted cash balances of $4.1 million and $5.7 million,

respectively, on deposit with Synovus affiliates. Total merchant services ******** $ 2,378 13,786 14,374

At December 31, 2005 and 2004, TSYS had dividends payable Other services:
of $9.6 million and $6.4 million, respectively, associated with CB&T********************** $ 6,403 5,598 5,677
related parties. Synovus and affiliates******** 613 560 695

Vital *********************** 8 61 49Through its related party transactions, TSYS generates accounts
Total other services *********** $ 7,024 6,219 6,421receivable and liability accounts with Synovus, CB&T and other

Synovus affiliates, and TSYS de México. At December 31, 2005
Reimbursable items:

and 2004, the Company had accounts receivable balances of
Vital *********************** $ 1,421 8,058 7,717$0.1 million and $0.9 million, respectively, associated with re-
CB&T********************** 1,512 1,470 1,201lated parties. At December 31, 2005 and 2004, the Company
Synovus and affiliates******** 52 89 84had accounts payable balances of $0.1 million and $0.3 million,
TSYS de México ************ 20 — —respectively, associated with related parties. At December 31,

2005 and 2004, the Company had an accrued current liability to Total reimbursable items******* $ 3,005 9,617 9,002
related parties of $0.3 million and $0.2 million, respectively.

Statements of Income

The Company provides electronic payment processing services
and other services for Synovus, CB&T and other Synovus affili-
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The Company and Synovus and its affiliates are parties to various Cash Flow
agreements to provide certain services between one another.

TSYS paid cash dividends to CB&T in the amount of approxi-The table below details expenses associated with affiliated
mately $31.9 million, $19.2 million and $12.0 million in 2005,companies for the years ended December 31, 2005, 2004 and
2004 and 2003, respectively. TSYS received cash dividends from2003 by expense category:
its equity method joint ventures of approximately $1.7 million,

2005 2004 2003 $35.9 million and $5.3 million in 2005, 2004 and 2003,(in thousands)
respectively.Salaries and other personnel

expense:
Trustee fees paid to Synovus **** $ 588 787 576 Stock Options

Total salaries and other personnel
Certain officers of TSYS and other TSYS employees participate inexpense *********************** $ 588 787 576
the Synovus Incentive Plans. Nonqualified options to acquire

Net occupancy and equipment Synovus common stock were granted in 2005, 2004 and 2003 as
expense: follows:
Rent paid to TSYS by CB&T ***** $ (39) (39) (39)

2005 2004 2003(in thousands, except per share data)Rent paid to CB&T by TSYS ***** 102 133 319
Number of shares under options *** 697 710 426Rent paid to TSYS by Synovus *** (945) (803) (685)
Weighted average exercise price*** $28.71 26.00 18.91Total net occupancy and equipment

expense *********************** $ (882) (709) (405)
These stock options were granted with an exercise price equal to

Other operating expenses:
the fair market value of Synovus common stock at the date of

Management fees paid to grant. The options vest over two to three years and expire eightSynovus ********************* $8,131 8,459 8,038
to ten years from date of grant. Refer to Note 13 for more

Processing support fees paid to
information on stock options.TSYS de México************** 141 200 591

Misc. fees paid to CB&T ******** 7 — — The Company believes the terms and conditions of the transac-
Data processing service fees paid tions described above between TSYS, CB&T, Synovus and other

to TSYS by Synovus ********** — — (2) affiliated companies are comparable to those which could have
Data processing service fees paid been obtained in transactions with unaffiliated parties. No signif-

to Vital ********************** 21 123 124 icant changes have been made to the method of establishing
Data processing service fees paid terms with the affiliated companies during the periods

to TSYS de México *********** 50 14 23
presented.

Escrow account fees paid to
Synovus ********************* — — 2

NOTE 3 Cash and Cash EquivalentsBanking service fees paid by
TSYS to Synovus affiliate banks 83 110 124 Cash and cash equivalent balances at December 31 are summa-

Total other operating expenses **** $8,433 8,906 8,900 rized as follows:

2005 2004(in thousands)

Cash and cash equivalents in domesticNonoperating Income
accounts ************************** $191,837 177,117

The following table details the amount of interest the Company Cash and cash equivalents in foreign
earned from related parties and the amount of interest expense accounts ************************** 45,732 54,689
the Company paid to related parties:

Total ******************************* $237,569 231,806
2005 2004 2003(in thousands)

Interest income from Synovus affiliate The Company maintains accounts outside the United States
banks*************************** $2,828 967 582 denominated in U.S. dollars, Euros, British Pounds Sterling,

Interest expense paid to Synovus Canadian dollars and Japanese Yen. All amounts in domestic
affiliate banks******************** 37 — 29

accounts are denominated in US dollars.
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NOTE 4 Prepaid Expenses and Other Current on-line debit solution. TSYS will continue to support this product
Assets for existing clients and will enhance and develop a new solution.

As a result, TSYS recognized an impairment charge in net
Significant components of prepaid expenses and other current occupancy and equipment expense of approximately $3.1 mil-
assets at December 31 are summarized as follows: lion related to its on-line debit solution. In September 2005,

TSYS recognized an impairment loss on developed software of
2005 2004(in thousands) $482,000. The $3.6 million of impairment charges for 2005 are

Prepaid expenses ********************** $15,053 11,767 reflected in the domestic-based support services segment.
Supplies inventory ********************* 9,742 7,646
Other ********************************* 20,441 16,326 During 2004, the Company decided to change its approach for
Total********************************** $45,236 35,739 entry into the Asia-Pacific market. As a result, the Company

recognized a $10.1 million charge to net occupancy and equip-
ment expense for the write-off of the double-byte software
development project. The $10.1 million impairment charge isNOTE 5 Computer Software, net
reflected in the domestic-based support services segment,
where the software development occurred.Computer software at December 31 is summarized as follows:

2005 2004(in thousands) The weighted average useful life for each component of com-
Licensed computer software ********** $395,992 383,371 puter software, and in total, at December 31, 2005, is as follows:
Software development costs ********** 158,384 126,000

WeightedAcquisition technology intangibles***** 30,700 12,200 Average
AmortizationTotal computer software ************** 585,076 521,571 Period (Yrs)At December 31, 2005

Less accumulated amortization: Licensed computer software ****************** 7.0
Licensed computer software ******** 230,688 187,450 Software development costs ****************** 6.7
Software development costs ******** 80,510 63,735 Acquisition technology intangibles************* 7.4
Acquisition technology intangibles*** 5,890 1,739

Total**************************************** 7.0
Total accumulated amortization******** 317,088 252,924

Computer software, net ************** $267,988 268,647

Estimated future amortization expense of licensed computer
software and software development costs as of December 31,

Amortization expense related to licensed computer software
2005 for the next five years is:

costs was $53.3 million, $37.7 million and $41.1 million for the
years ended December 31, 2005, 2004 and 2003, respectively. Licensed Computer Software Development

Software Costs(in thousands)Amortization expense includes amounts for computer software
acquired under capital lease. Amortization of software develop- 2006 *********** $40,953 18,688
ment costs was $12.2 million, $12.9 million and $12.1 million for 2007 *********** 38,469 17,011
the years ended December 31, 2005, 2004 and 2003, respec- 2008 *********** 35,426 13,573
tively. Amortization expense related to acquisition technology 2009 *********** 30,042 9,289
intangibles was $3.9 million for 2005, $1.2 million for 2004 and 2010 *********** 8,946 6,086
$0.5 million for 2003.

The Company was developing its Integrated Payments Platform
Estimated future amortization expense on acquisition technology

supporting the on-line and off-line debit and stored value mar-
intangibles as of December 31, 2005 for the next five years is:

kets, which would have given clients access to all national and
regional networks, EBT programs, ATM driving and switching (in thousands)
services for online debit processing. Through 2004, the Com- 2006 ******************************************** $4,267
pany invested a total of $6.3 million. In March 2005, the Com- 2007 ******************************************** 4,267
pany evaluated its debit solution and decided to modify its 2008 ******************************************** 3,774
approach in the debit processing market. With the acquisition of 2009 ******************************************** 3,527
Vital and debit alternatives now available, TSYS determined that

2010 ******************************************** 3,527
it would no longer market this third-party software product as its
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NOTE 6 Property and Equipment, net The weighted average useful life for each component of contract
acquisition costs, and in total, at December 31, 2005 is as

Property and equipment balances at December 31 are as follows:
follows:

Weighted
Average2005 2004(in thousands) Amortization

Period (Yrs)Land ******************************* $ 16,881 17,378 At December 31, 2005
Buildings and improvements ********** 213,136 209,118 Payments for processing rights**************** 11.6
Computer and other equipment******* 140,165 112,457 Conversion costs **************************** 6.9
Furniture and other equipment******** 82,182 75,903 Total *************************************** 8.1
Construction in progress************** 3,669 7,426

Total property and equipment********* 456,033 422,282
Estimated future amortization expense on payments for process-Less accumulated depreciation and
ing rights and conversion costs as of December 31, 2005 for theamortization*********************** 188,054 158,698
next five years is:

Property and equipment, net ********* $267,979 263,584
Payments for Conversion

Processing Rights Costs(in thousands)
Depreciation and amortization expense related to property and 2006 ********************** $25,276 16,412
equipment was $39.2 million, $29.4 million and $22.8 million for 2007 ********************** 20,205 8,049
the years ended December 31, 2005, 2004 and 2003, respec-

2008 ********************** 19,668 5,001
tively. Depreciation expense includes amounts for equipment

2009 ********************** 18,433 4,662acquired under capital lease.
2010 ********************** 12,033 3,396

NOTE 7 Contract Acquisition Costs, net
NOTE 8 Goodwill, net

Significant components of contract acquisition costs at Decem-
In March 2005, TSYS acquired the remaining 50% of Vital forber 31 are summarized as follows:
$95.8 million. Refer to Note 19 for more information on the

2005 2004 acquisition of Vital. In accordance with authoritative accounting(in thousands)
guidelines, TSYS recorded the acquisition of the incrementalPayments for processing rights, net **** $120,015 91,787
50% interest as a business combination, requiring that TSYSConversion costs, net **************** 43,846 40,641
allocate the purchase price to the assets acquired and liabilities

Total ******************************* $163,861 132,428
assumed based on their estimated fair values. The Company has
preliminarily allocated approximately $36.7 million to goodwill.
As a result of the acquisition of control of Vital, TSYS changedAmortization related to payments for processing rights, which is
from the equity method of accounting for the investment in Vitalrecorded as a reduction of revenues, was $21.9 million,
and began consolidating Vital’s balance sheet and results of$13.7 million and $13.1 million for 2005, 2004 and 2003,
operations in the statement of income effective March 1, 2005.respectively.
The Company recorded the remaining 50% interest in Vital’s

Amortization expense related to conversion costs was $15.9 mil- assets and liabilities at historical carrying values, which resulted
lion, $11.5 million and $7.7 million for 2005, 2004 and 2003, in an additional increase in goodwill in 2005 of approximately
respectively. $6.9 million.
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The changes in the carrying amount of goodwill at December 31, 2005 and 2004 are as follows:

Domestic-Based International-Based Merchant
Support Services Support Services Processing Services Consolidated(in thousands)

Balance as of December 31, 2003 ******************* $ 28,023 1,603 — $ 29,626
Acquisition of TSYS Prepaid ************************* 40,931 — — 40,931
Currency translation adjustments********************* — 4 — 4

Balance as of December 31, 2004 ******************* 68,954 1,607 — 70,561
Acquisition of Vital ********************************* — — 43,632 43,632
TSYS Prepaid purchase price allocation adjustment **** (1,312) — — (1,312)
Currency translation adjustments********************* — (16) — (16)

Balance as of December 31, 2005 ******************* $67,642 1,591 43,632 $112,865

In December, the Company announced it had purchased an Consolidated Statements Of Income Data:
initial 34% equity interest in CUP Data. The Company is using

2004 2003(in millions)the equity method of accounting to account for its investment in
CUP Data. The difference between the cost of an investment Revenue before reimbursable items********* $249.1 227.5
and the underlying equity in net assets of CUP Data is recog- Total revenues**************************** 282.0 255.2
nized as goodwill. The goodwill associated with CUP Data is not Operating income ************************ 42.9 33.6
reported as goodwill in the Company’s consolidated balance Net income* ***************************** 43.6 34.1
sheet, but is reported as a component of the equity investment.

* Vital is a limited liability company with 100 million units of ownershipRefer to Note 19 for more information about CUP Data.
outstanding and is taxed in a manner similar to a partnership; there-
fore, net income related to Vital does not include income tax expense.

NOTE 9 Equity Investments A summary of TSYS’ equity in income of joint ventures is as
follows:

TSYS held a 50% equity interest in Vital, a joint venture with Visa,
2005 2004 2003(in millions)which combines the front-end authorization and back-end ac-

Vital ******************************** $3.2 22.0 16.7counting and settlement processing for merchants. On March 1,
2005, TSYS acquired the remaining 50% interest. The con- Other ******************************* 2.9 1.7 1.1
densed consolidated financial information for Vital as of Decem- Total equity in income of joint ventures $6.1 23.7 17.8
ber 31, 2004, and for the years ended December 31, 2004 and
2003, is summarized as follows:

The Company estimated its equity in income of Vital and ad-
justed those estimates based upon the final results of Vital.

Consolidated Balance Sheet Data:
A summary of TSYS’ equity investments at December 31 is as
follows:2004(in millions)

Current assets ************************************ $ 69.9 2005 2004(in millions)
Total assets ************************************** 141.4 Vital************************************** $ — 49.7
Current liabilities********************************** 41.8 Other ************************************ 42.7 4.7
Total liabilities ************************************ 42.1

Total equity investments******************** $42.7 54.4Members’ capital ********************************* 99.3

78



NOTE 10 Other Intangible Assets, net Estimated future amortization expense on other intangible as-
sets as of December 31, 2005 for the next five years is:

In March 2005, TSYS acquired the remaining 50% of Vital for
$95.8 million. Refer to Note 19 for more information on the (in thousands)
acquisition of Vital. TSYS has preliminarily allocated approxi- 2006 ******************************************** $3,461
mately $12.0 million to other intangible assets as part of the 2007 ******************************************** 2,369
purchase price allocation related to customer relationship 2008 ******************************************** 1,500
intangibles. 2009 ******************************************** 1,500
Significant components of other intangible assets at Decem- 2010 ******************************************** 1,500
ber 31 are summarized as follows:

2005 NOTE 11 Capital Lease Obligations
Accumulated

Gross Amortization Net(in thousands) Capital lease obligations at December 31 consists of:
Customer relationships******** $17,294 (4,397) $12,897

2005 2004Covenants-not-to-compete **** 1,000 (550) 450 (in thousands)
Trade name****************** 700 (467) 233 Capital lease obligations ****************** $5,633 6,336
Total ************************ $18,994 (5,414) $13,580 Less current portion ********************** 2,078 1,828

Noncurrent portion of capital leases ******** $3,555 4,508

2004
Accumulated

The present value of the future minimum lease payments underGross Amortization Net(in thousands)
capital leases at December 31, 2005 are summarized as follows:Customer relationships *********** $5,200 (1,667) $3,533

Covenants-not-to-compete ******* 1,000 (250) 750 (in thousands)
Trade name ********************* 700 (291) 409 2006******************************************* $2,305

2007******************************************* 2,478Total *************************** $6,900 (2,208) $4,692
2008******************************************* 1,024
2009******************************************* 211Amortization related to other intangible assets, which is re-
2010******************************************* —corded in other operating expenses, was $3.2 million, $1.5 mil-

lion and $750,000 for 2005, 2004 and 2003, respectively. Total minimum lease payments ******************* 6,018
Less amount representing interest***************** 385The weighted average useful life for each component of other

intangible assets, and in total, at December 31, 2005 is as $5,633
follows:

Weighted
Average NOTE 12 Other Current Liabilities

Amortization
Period (Yrs)At December 31, 2005

Significant components of other current liabilities at Decem-Customer relationships ********************** 6.7
ber 31 are summarized as follows:Covenant-not-to-compete ******************* 3.4

Trade name ******************************** 4.0 2005 2004(in thousands)
Total ************************************** 6.4 Accrued expenses ******************* $ 39,882 43,229

Client liabilities ********************** 34,381 24,660
Accrued income taxes**************** 25,443 21,279
Dividends payable ******************* 11,832 7,874
Transaction processing provisions****** 9,453 9,284
Client postage deposits ************** 7,459 6,184
Deferred revenues ******************* 6,421 21,682
Other******************************* 26,251 13,932

Total ***************************** $161,122 148,124
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NOTE 13 Shareholders’ Equity Restricted Stock Awards: The Company has issued its com-
mon stock to directors and to certain employees under restricted

TREASURY STOCK: In April 2003, the Company announced a
stock awards. Compensation expense relating to these awards

plan to purchase up to 2.0 million shares of its common stock
was $1.1 million for the year ended December 31, 2005, and

from time to time and at various prices over the ensuing two
unamortized compensation at December 31, 2005 was

years. Over the course of the plan, the Company repurchased
$4.1 million.

577,491 shares of its common stock at a cost of $11.0 million or
The amount and terms of common stock issued under restrictedan average cost of $19.07 per share.
awards are summarized as follows:

The following table summarizes shares held as treasury stock
and their related carrying value: Market Value(in thousands)

Number of at Date of Vesting
Date of Issuance Shares Issuance PeriodNumber of Treasury

Treasury Shares Shares Cost(in thousands) January 20, 2005 ***** 187 $ 4,300 60 months
December 31, 2005********** 692 $12,841 January 20, 2005 ***** 28 643 36 months
December 31, 2004*********** 738 13,573 February 1, 2005 ***** 7 167 36 months
December 31, 2003*********** 689 12,426 July 19, 2005********* 5 120 60 months

During 2005, 2004 and 2003, employees of the Company There were 8,684,036 shares available for grant at December 31,
exercised options for 46,200, 2,500 and 41,250 shares of TSYS 2005 under the TSYS 2002 plan.
common stock, respectively, that were issued from treasury

2000 Long-Term Incentive Plan: TSYS maintains a 2000 Long-shares. During 2005 and 2004, employees of the Company
Term Incentive Plan (LTI Plan) to attract, retain, motivate andexercised options for 155,000 and 82,800 shares, respectively, of
reward employees who make a significant contribution to theTSYS common stock that were newly issued shares.
Company’s long-term success and to enable such employees to
acquire and maintain an equity interest in the Company. The LTILong-Term Incentive Plans — TSYS
Plan is administered by the Compensation Committee of the

TSYS 2002 Long-Term Incentive Plan: TSYS’ compensation Company’s Board of Directors and enables the Company to
program includes long-term performance awards under the grant stock options, stock appreciation rights, restricted stock
Total System Services, Inc. 2002 Long-Term Incentive Plan (TSYS and performance awards; 3.2 million shares of common stock
2002 Plan), which is used to attract, retain, motivate and reward were reserved for distribution under the LTI Plan. Options
employees and non-employee directors who make a significant granted under the LTI Plan may be incentive stock options or
contribution to the Company’s long-term success. The TSYS nonqualified stock options as determined by the Committee at
2002 Plan is administered by the Compensation Committee of the time of grant.
the Company’s Board of Directors and enables the Company to

Incentive stock options are granted at a price not less than 100%grant stock options, stock appreciation rights, restricted stock
of the fair market value of the stock on the grant date, andand performance awards; 9,355,299 shares of common stock are
nonqualified options are granted at a price to be determined byreserved for distribution under the TSYS 2002 Plan. Options
the Committee. Option vesting terms are established by thegranted under the TSYS 2002 Plan may be incentive stock
Committee at the time of grant and presently range from one tooptions or nonqualified stock options as determined by the
five years. The expiration date of options granted under the LTICommittee at the time of grant.
Plan is determined at the time of grant and may not exceed ten

Incentive stock options are granted at a price not less than 100% years from the date of the grant. At December 31, 2005, there
of the fair market value of the stock on the grant date, and were options outstanding under the LTI Plan to
nonqualified options are granted at a price to be determined by purchase 989,700 shares of the Company’s common stock, all of
the Committee. Option vesting terms are established by the which were exercisable.
Committee at the time of grant and presently range from one to

There were no shares available for grant at December 31, 2005
five years.

under the LTI Plan.
The expiration date of options granted under the TSYS 2002

OTHER EQUITY ISSUANCES: TSYS has granted options to
Plan is determined at the time of grant and may not exceed ten

purchase 37,500 shares of the Company’s common stock to
years from the date of the grant. At December 31, 2005, there

attract a key individual to the Company. At December 31, 2005,
were options outstanding under the TSYS 2002 Plan to

options to purchase 37,500 shares with a weighted average
purchase 354,271 shares of the Company’s common stock, of

price of $18.50 were outstanding and exercisable.
which 331,771 were exercisable.
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EQUITY COMPENSATION PLANS: The following table summarizes TSYS’ equity compensation plans by category:

(c)
(a) (b) Number of securities remaining

Number of securities to Weighted-average available for future issuance
(in thousands except per be issued upon exercise exercise price of under equity compensation
share data) of outstanding options, outstanding options, plans (excluding securities
Plan Category warrants and rights warrants and rights reflected in column (a))

Equity compensation plans approved
by security holders *********************** 1,345 $15.10 8,684

Equity compensation plans not
approved by security holders(1)************* 37 18.50 —

Total ************************************** 1,382 $15.19 8,684

(1) This plan was adopted by TSYS’ Board of Directors on January 10, 1997 to attract a desirable individual as director of the Company
(which individual no longer serves as a director) and is limited to one individual option grant to purchase 37,500 shares of TSYS
stock at fair market value on the date of grant with one-third of such options becoming exercisable one, two and three years,
respectively, following the date of grant.

A summary of TSYS’ stock option activity as of December 31, 2005, 2004 and 2003, and changes during the years ended on those
dates is presented below:

2005 2004 2003
Weighted Weighted Weighted
Average Average Average

Options Exercise Price Options Exercise Price Options Exercise Price(in thousands except per share data)
Options:
Outstanding at beginning of year ****************** 1,586 $15.14 1,672 $15.05 1,963 $14.76
Granted ***************************************** — — 7 25.81 15 28.81
Exercised **************************************** (201) 14.70 (85) 13.98 (291) 13.49
Forfeited/canceled******************************** (3) 20.10 (8) 20.01 (15) 20.06

Outstanding at end of year ************************ 1,382 $15.19 1,586 $15.14 1,672 $15.05

Options exercisable at year-end******************** 1,359 $14.98 1,196 $13.42 1,276 $13.43

Weighted average fair value of options
granted during the year ************************* $ — $17.92 $19.79

The following table summarizes information about TSYS’ stock options outstanding and exercisable at December 31, 2005:

(in thousands except
per share data) Outstanding Exercisable

Number Outstanding Weighted Average Remaining Weighted Average Number Exercisable Weighted Average
at December 31, 2005 Contractual Life (in years) Exercise Price at December 31, 2005 Exercise Price

990 1.84 $13.17 990 $13.17
37 3.03 18.50 37 18.50

332 6.31 19.99 332 19.99
23 7.90 27.81 — —

1,382 3.04 $15.19 1,359 $14.98
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Long-Term Incentive Plans — Synovus

Synovus has various stock option plans under which the Compensation Committee of the Synovus Board of Directors has authority to
grant stock options, stock appreciation rights, restricted stock and performance awards to key Synovus employees, including key TSYS
employees. The general terms of the existing stock option plans include vesting periods ranging from two to three years and exercise
periods ranging from five to ten years. Such stock options are granted at exercise prices which equal the fair market value of a share of
common stock on the grant date.

A summary of the option activity related to option grants on Synovus common stock to TSYS employees as of December 31, 2005,
2004 and 2003, and changes during the years ended on those dates is presented below:

2005 2004 2003
Weighted Weighted Weighted
Average Average Average

Options Exercise Price Options Exercise Price Options Exercise Price(in thousands except per share data)

Options:
Outstanding at beginning of year***************** 6,330 $24.89 6,063 $23.97 6,203 $23.31
Granted**************************************** 697 28.71 710 26.00 426 18.91
Exercised*************************************** (534) 19.11 (417) 13.68 (513) 11.96
Net Synovus/TSYS employee transfers in and out ** 1 21.28 14 19.35 — —
Forfeited/canceled ****************************** (43) 23.33 (40) 20.94 (53) 21.64

Outstanding at end of year ********************** 6,451 $25.79 6,330 $24.89 6,063 $23.97

Options exercisable at year-end ****************** 2,070 $22.02 2,603 $21.41 2,436 $18.89

Weighted average fair value of options
granted during the year *********************** $ 7.13 $ 7.35 $ 4.84

The following table summarizes information about Synovus’ stock options outstanding and exercisable at December 31, 2005:

(in thousands
Outstanding Exercisableexcept per

share data) Number Weighted Average Weighted Number Weighted
Range of Outstanding at Remaining Contractual Average Exercisable at Average

Exercise Prices December 31, 2005 Life (in years) Exercise Price December 31, 2005 Exercise Price

$ 1.75 – $18.06 247 4.04 $17.80 247 $17.80
18.38 – 22.54 1,280 3.09 19.70 886 20.05
22.88 – 26.15 1,073 6.17 24.89 381 22.88
26.44 – 30.84 3,851 6.08 28.58 556 26.47

6,451 5.42 $25.79 2,070 $22.02
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tracts with its clients. These processing contracts contain com-Accumulated Other Comprehensive Income (Loss)
mitments, including, but not limited to, minimum standards and

Comprehensive income (loss) for TSYS consists of net income time frames against which the Company’s performance is mea-
and cumulative foreign currency translation adjustments re- sured. In the event the Company does not meet its contractual
corded as a component of shareholders’ equity. The income tax commitments with its clients, the Company may incur penalties
effects allocated to and the cumulative balance of each compo- and certain clients may have the right to terminate their con-
nent of accumulated other comprehensive income (loss) are as tracts with the Company. The Company does not believe that it
follows: will fail to meet its contractual commitments to an extent that

will result in a material adverse effect on its financial position,
Accumulated Other

results of operations or cash flows.Comprehensive Income (Loss)(in thousands)
CONTINGENCIES: The Company is subject to lawsuits, claimsBalance at December 31, 2002*** $ 1,053
and other complaints arising out of the ordinary conduct of itsForeign currency translation**** 11,558

Tax effect ******************** (4,297) business. In the opinion of management, based in part upon the
advise of legal counsel, all matters are believed to be ade-Balance at December 31, 2003*** 8,314
quately covered by insurance, or if not covered, are believed toForeign currency translation**** 10,967

Tax effect ******************** (3,908) be without merit or are of such kind or involve such amounts that
would not have a material adverse effect on the financial posi-Balance at December 31, 2004*** 15,373
tion, results of operations or cash flows of the Company ifForeign currency translation ** (15,019)

Tax effect ******************* 5,331 disposed of unfavorably. The Company establishes reserves for
expected future litigation exposures that TSYS determines to beBalance at December 31, 2005 ** $ 5,685
both probable and reasonably estimable.

The Company received notification from the United States Attor-
NOTE 14 Commitments and Contingencies neys’ Office for the Northern District of California that the United

States Department of Justice was investigating whether the
LEASE COMMITMENTS: TSYS is obligated under noncancel- Company and/or one of its large credit card processing clients
able operating leases for computer equipment and facilities. violated the False Claims Act, 31 U.S.C. §§3729-33, in connec-

tion with mailings made on behalf of the client from July 1997
The future minimum lease payments under noncancelable oper-

through November 2001. The subject matter of the investigation
ating leases with remaining terms greater than one year for the

related to the U.S. Postal Service’s Move Update Requirements.
next five years and thereafter and in the aggregate as of

In general, the Postal Service’s Move Update Requirements are
December 31, 2005, are as follows:

designed to reduce the volume of mail that is returned to sender
as undeliverable as addressed. The Company produced docu-(in thousands)
ments and information in response to a subpoena that it re-2006 ***************************************** $101,681
ceived from the Office of the Inspector General of the United2007 ***************************************** 98,379
States Postal Service and otherwise cooperated with the Depart-2008 ***************************************** 49,341
ment of Justice during the investigation. The involved parties2009 ***************************************** 15,978
agreed to a settlement of the matter without any party admitting

2010 ***************************************** 7,091
liability. The matter was settled during the third quarter of 2005

Thereafter ************************************ 8,520 for amounts that were not material to TSYS’ financial condition,
Total future minimum lease payments************ $280,990 results of operations or cash flows.

NOTE 15 Income Taxes
The majority of computer equipment lease commitments come

The provision for income taxes includes income taxes currentlywith a renewal option or an option to terminate the lease. These
payable and those deferred because of temporary differenceslease commitments may be replaced with new leases which
between the financial statement carrying amounts and tax basesallows the Company to continually update its computer equip-
of assets and liabilities.ment. Total rental expense under all operating leases in 2005,

2004 and 2003 was $107.9 million, $97.1 million and $93.6 mil-
lion, respectively.

CONTRACTUAL COMMITMENTS: In the normal course of its
business, the Company maintains long-term processing con-
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The components of income tax expense included in the consoli- significant portions of the net deferred tax liability at Decem-
dated statements of income were as follows: ber 31, 2005 and 2004 relate to the following:

Years Ended December 31, At December 31,

2005 2004 2003 2005 2004(in thousands) (in thousands)

Current income tax expense Deferred income tax assets:
(benefit): Net operating loss and income tax

credit carryforwards ************* $ 10,565 9,976Federal ******************* $139,116 48,029 48,209
Allowances for doubtful accountsState ********************* (860) (3,957) (4,408)

and billing adjustments********** 8,618 5,702Foreign ******************* 4,687 1,447 —
Deferred revenue ***************** 1,234 —

Total current income tax Other, net *********************** 11,974 8,605
expense ****************** 142,943 45,519 43,801

Total deferred income tax assets ***** 32,391 24,283
Deferred income tax expense Less valuation allowance for

(benefit): deferred income tax assets ****** (2,241) (1,853)
Federal ******************* (35,738) 29,028 25,563

Net deferred income tax assets ****** 30,150 22,430
State ********************* (1,792) 873 1,504

Deferred income tax liabilities:Foreign ******************* (2,127) 1,790 —
Excess tax over financial statement

Total deferred income tax depreciation ******************* (51,219) (60,544)
expense ****************** (39,657) 31,691 27,067 Computer software development

costs ************************** (37,160) (35,914)Total income tax expense***** $103,286 77,210 70,868
Purchase accounting adjustments*** (4,122) (5,383)
Foreign currency translation******** (3,424) (8,754)

Income tax expense differed from the amounts computed by Deferred revenue ***************** — (21,606)
applying the statutory U.S. federal income tax rate of 35% to Other, net *********************** (8,439) (10,544)
income before income taxes, minority interest and equity in

Total deferred income tax liabilities (104,364) (142,745)income of joint ventures as a result of the following:
Net deferred income tax liabilities ** $ (74,214) (120,315)

Years Ended December 31,
Total net deferred tax assets2005 2004 2003(in thousands) (liabilities):

Computed ‘‘expected’’ income Current ************************** $ 15,264 10,791
tax expense *************** $102,175 71,502 68,029 Noncurrent ********************** (89,478) (131,106)

Increase (decrease) in income
Net deferred income tax liability ***** $ (74,214) (120,315)tax expense resulting from:

Minority interest in income
of consolidated subsidiary As of December 31, 2005, TSYS had net operating loss andand equity in income of

federal and state income tax credit carryforwards of $20.5 millionjoint ventures************ 2,058 8,217 6,115
and $3.3 million, respectively. As of December 31, 2004, TSYSState income tax benefit,
had net operating loss and federal and state income tax creditnet of federal income tax

benefit ***************** (1,724) (2,004) (1,888) carryforwards of $20.4 million and $2.7 million, respectively. The
Increase in valuation credits will begin to expire in the year 2010. The net operating

allowance *************** 388 438 1,065 losses will expire in the years 2011 through 2019. In assessing
Tax Credits**************** (4,532) (1,172) (1,793) the realizability of deferred income tax assets, management
Permanent differences and considers whether it is more likely than not that some portion or

other, net *************** 4,921 229 (660) all of the deferred income tax assets will not be realized. The
Total income tax expense***** $103,286 77,210 70,868 ultimate realization of deferred income tax assets is dependent

upon the generation of future taxable income during the periods
in which those temporary differences become deductible. Man-

Temporary differences between the financial statement carrying agement considers the scheduled reversal of deferred tax liabili-
amounts and tax bases of assets and liabilities that give rise to ties, projected future taxable income and tax planning strategies

in making this assessment.
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At December 31, 2005 and 2004, based upon the level of (in thousands)
historical taxable income and projections for future taxable 2005 ***************************************** $17,804
income over the periods in which the deferred income tax assets 2004****************************************** 13,869
are deductible, management believes it is more likely than not 2003****************************************** 3,805
that TSYS will realize the benefits of these deductible differ-
ences, net of existing valuation allowances. The valuation allow- 401(K) PLAN: The Company’s employees are eligible to par-
ance for deferred tax assets was $2.2 million and $1.9 million at ticipate in the Synovus/TSYS 401(k) Plan. The terms of the plan
December 31, 2005 and 2004, respectively. The increase in the allow employees to contribute up to $15,000 in eligible pretax
valuation allowance for deferred income tax assets was $388,000 compensation with a discretionary company contribution up to a
for the year ended December 31, 2005. The increase relates to maximum of 7% of participant compensation, as defined, based
new state tax credits earned in 2005, which more likely than not upon the Company’s attainment of certain financial goals. The
will not be realized in later years. Company’s contributions to the plan charged to expense for the

years ended December 31 are as follows:The Company realizes substantial credits against state income
taxes. The Company is able to recognize benefits in excess of its (in thousands)
state income tax obligations by transferring these credits to 2005 ***************************************** $15,190
affiliated companies in exchange for cash payments.

2004****************************************** —
2003****************************************** —Deferred taxes related to deferred revenue changed as a result

of the Company finalizing its tax return treatment of this item.
STOCK PURCHASE PLAN: The Company maintains stockThis item, in addition to the loss of accelerated depreciation
purchase plans for employees and directors, whereby TSYSbenefits from 2004 to 2005 had no impact on total tax expense.
makes contributions equal to one-half of employee and directorThese items did increase current tax expense and decrease
voluntary contributions. The funds are used to purchase pres-deferred tax expense for year 2005 as compared to prior years.
ently issued and outstanding shares of TSYS common stock for
the benefit of participants. The Company’s contributions toNOTE 16 Employee Benefit Plans
these plans charged to expense for the years ended Decem-

The Company provides benefits to its employees by offering ber 31 are as follows:
employees participation in certain defined contribution plans.

(in thousands)These employee benefit plans are described as follows:
2005******************************************* $4,836

MONEY PURCHASE PLAN: The Company’s employees are 2004 ******************************************* 4,047
eligible to participate in the Synovus/TSYS Money Purchase 2003 ******************************************* 3,766
Pension Plan, a defined contribution pension plan. The terms of
the plan provide for the Company to make annual contributions POSTRETIREMENT MEDICAL BENEFITS PLAN: TSYS pro-
to the plan equal to 7% of participant compensation, as defined. vides certain medical benefits to qualified retirees through a
The Company’s contributions to the plan charged to expense for postretirement medical benefits plan, which is immaterial to the
the years ended December 31 are as follows: Company’s consolidated financial statements. The measurement

of the benefit expense and accrual of benefit costs associated(in thousands)
with the plan do not reflect the effects of the 2003 Medicare Act.2005 ***************************************** $17,322
Additionally, the benefit expense and accrued benefit cost2004****************************************** 14,181
associated with the plan, as well as any potential impact of the2003****************************************** 13,780
effects of the 2003 Medicare Act, are not significant to the
Company’s consolidated financial statements.

PROFIT SHARING PLAN: The Company’s employees are eli-
gible to participate in the Synovus Financial Corp./Total System NOTE 17 Segment Reporting, including
Services, Inc. (Synovus/TSYS) Profit Sharing Plan. The Com- Geographic Area Data and Major
pany’s contributions to the plan are contingent upon achieve- Customers
ment of certain financial goals. The terms of the plan limit the
Company’s contribution to 7% of participant compensation, as In June 1997, the FASB issued Statement of Financial Account-
defined, not to exceed the maximum allowable deduction under ing Standards No. 131 (SFAS No. 131), ‘‘Disclosures about
Internal Revenue Service guidelines. The Company’s contribu- Segments of an Enterprise and Related Information.’’
tions to the plan charged to expense for the years ended SFAS No. 131 establishes standards for the way public business
December 31 are as follows: enterprises are to report information about operating segments
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in annual financial statements and requires those enterprises to United States, Mexico, Canada, Honduras, Europe and Puerto
report selected financial information about operating segments Rico. The domestic-based support services include electronic
in interim financial reports issued to shareholders. It also estab- payment processing services and other services provided from
lishes standards for related disclosures about products and the Company’s facilities in the United States. The domestic-
services, geographic area data and major customers. based support services segment includes the financial results of

TSYS, excluding its foreign branch offices, and the following
On March 1, 2005, TSYS acquired the remaining 50% of Vital

subsidiaries: CDEC, CPI, TSYS Canada, TDM, TTC, ProCard, ESC
from Visa. Refer to Note 19 for more information about the

and TSYS Prepaid.
acquisition of Vital. As a result of the acquisition, the Company
revised its segment information to reflect the information that

International-based support services include electronic payment
the chief operating decision maker (CODM) uses to make re-

processing services and other services provided outside the
source allocations and strategic decisions. The CODM at TSYS

United States. International-based support services include the
consists of the chairman of the board and chief executive officer,

financial results of GP Net, TSYS Japan and TSYS’ branch offices
the president and the three senior executive vice presidents. The

in Europe, Japan and China. The Company’s share of the equity
revision included adding a new segment, merchant processing

in income of TSYS de México and CUP Data are included in the
services, to include the information regarding Vital. For periods

international-based support services segment because TSYS de
prior to the acquisition, TSYS has reclassified the Company’s

México’s and CUP Data’s operations and client bases are lo-
share of the equity in income of Vital that was included in the

cated outside the United States.
domestic-based support services segment.

Through online accounting and electronic payment processing The Company believes the terms and conditions of transactions
systems, TSYS provides electronic payment processing services between the segments are comparable to those which could
and other related services to card-issuing institutions in the have been obtained in transactions with unaffiliated parties.
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(in thousands) Domestic-based International-based Merchant
Operating Segments support services support services processing services Consolidated

2005
Revenues before reimbursables******************* $ 959,845 123,865 220,038 $1,303,748
Intersegment revenues ************************** (13,809) — (149) (13,958)

Revenues before reimbursables from external
customers************************************ $ 946,036 123,865 219,889 $1,289,790

Total revenues ********************************** $1,220,199 146,982 258,082 $1,625,263
Intersegment revenues ************************** (22,183) — (149) (22,332)

Revenues from external customers**************** $1,198,016 146,982 257,933 $1,602,931

Depreciation and amortization ******************* $ 115,272 16,570 19,372 $ 151,214

Intersegment expenses ************************** $ 34,594 (31,247) (25,691) $ (22,344)

Segment operating income ********************** $ 235,267 9,373 42,489 $ 287,129

Income before income taxes, minority interest and
equity income of joint ventures***************** $ 241,666 6,972 43,289 $ 291,927

Income tax expense***************************** $ 80,876 4,925 17,485 $ 103,286

Equity in income of joint ventures **************** $ — 2,894 3,241 $ 6,135

Net income ************************************ $ 160,853 4,567 29,100 $ 194,520

Identifiable assets******************************* $1,320,552 178,135 230,712 $1,729,399
Intersegment eliminations************************ (318,475) (1) (26) (318,502)

Total assets ************************************ $1,002,077 178,134 230,686 $1,410,897

(in thousands) Domestic-based International-based Merchant
Operating Segments support services support services processing services Consolidated

2004
Revenues before reimbursables******************* $ 848,367 108,252 — $ 956,619
Intersegment revenues ************************** — — — —

Revenues before reimbursables from external
customers************************************ $ 848,367 108,252 — $ 956,619

Total revenues ********************************** $1,071,967 115,051 — $1,187,018
Intersegment revenues ************************** (10) — — (10)

Revenues from external customers**************** $1,071,957 115,051 — $1,187,008

Depreciation and amortization ******************* $ 95,430 13,158 — $ 108,588

Intersegment expenses ************************** $ 22,045 (22,046) — $ (1)

Segment operating income ********************** $ 196,067 6,147 — $ 202,214

Income before income taxes, minority interest and
equity income of joint ventures***************** $ 198,500 5,791 — $ 204,291

Income tax expense***************************** $ 66,535 3,147 7,528 $ 77,210

Equity in income of joint ventures **************** $ — 1,737 21,999 $ 23,736

Net income ************************************ $ 131,966 4,122 14,470 $ 150,558

Identifiable assets******************************* $1,265,567 169,877 — $1,435,444
Intersegment eliminations************************ (153,501) — — (153,501)

Total assets ************************************ $1,112,066 169,877 — $1,281,943
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(in thousands) Domestic-based International-based Merchant
Operating Segments support services support services processing services Consolidated

2003
Revenues before reimbursables ******************* $ 752,243 76,126 — $ 828,369
Intersegment revenues*************************** (68) — — (68)

Revenues before reimbursables from external
customers ************************************ $ 752,175 76,126 — $ 828,301

Total revenues ********************************** $ 973,246 80,288 — $1,053,534
Intersegment revenues*************************** (68) — — (68)

Revenues from external customers ************** $ 973,178 80,288 — $1,053,466

Depreciation and amortization ******************** $ 87,555 10,860 — $ 98,415

Intersegment expenses ************************** $ 2,283 (2,350) — $ (67)

Segment operating income*********************** $ 179,580 10,999 — $ 190,579

Income before income taxes, minority interest and
equity income of joint ventures ***************** $ 183,984 10,385 — $ 194,369

Income tax expense ***************************** $ 61,184 4,078 5,606 $ 70,868

Equity in income of joint ventures ***************** $ — 1,145 16,665 $ 17,810

Net income************************************* $ 122,800 7,113 11,060 $ 140,973

Identifiable assets ******************************* $ 994,822 139,028 — $1,133,850
Intersegment eliminations ************************ (132,614) — — (132,614)

Total assets ************************************* $ 862,208 139,028 — $1,001,236

Revenues for domestic-based support services include electronic payment processing services and other services provided from the
United States to clients based in the United States or other countries. Revenues for international-based support services include
electronic payment processing services and other services provided from facilities outside the United States to clients based
predominantly outside the United States.

GEOGRAPHIC AREA DATA: The Company maintains property and equipment net of accumulated depreciation and amortization in
the following geographic areas:

At
December 31,

2005 2004(in millions)

United States ******************************************************************************************* $211.2 200.6
Europe************************************************************************************************* 55.3 60.8
Japan************************************************************************************************** 1.4 2.1
Canada ************************************************************************************************ 0.1 0.1

Totals ************************************************************************************************ $268.0 263.6
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The following geographic area data represents revenues for the years ended December 31 based on where the client is located:

2005 % 2004 % 2003 %(in millions)

United States *************************************************** $1,354.1 84.5 $ 973.3 82.0 $ 863.0 82.0
Europe ********************************************************* 131.9 8.2 101.6 8.6 68.6 6.5
Canada********************************************************* 89.9 5.6 83.2 7.0 75.9 7.2
Japan ********************************************************** 15.6 1.0 14.0 1.2 12.1 1.1
Mexico ********************************************************* 7.6 0.5 11.2 0.9 31.4 3.0
Other ********************************************************** 3.8 0.2 3.7 0.3 2.5 0.2

Totals ******************************************************** $1,602.9 100.0 $1,187.0 100.0 $1,053.5 100.0

GEOGRAPHIC AREA REVENUE BY OPERATING SEGMENT: The following table reconciles segment revenue to revenues by
geography for the years ended December 31:

Domestic-based International-based Merchant
support services support services processing services

2005 2004 2003 2005 2004 2003 2005 2004 2003(in millions)

United States ***************************** $1,097.1 973.3 863.0 $ — — — $ 257.0 — —
Europe ********************************** 0.5 0.5 0.3 131.4 101.1 68.3 — — —
Canada* ********************************* 89.5 83.2 75.9 — — — 0.4 — —
Japan************************************ — — 0.1 15.6 14.0 12.0 — — —
Mexico ********************************** 7.6 11.2 31.4 — — — — — —
Other************************************ 3.3 3.7 2.5 — — — 0.5 — —

$1,198.0 1,071.9 973.2 $147.0 115.1 80.3 $ 257.9 — —

* These revenues include those generated from the Caribbean accounts owned by a Canadian institution.

MAJOR CUSTOMERS: For the years ended December 31, 2005, 2004 and 2003, the Company had two major customers which
accounted for approximately 26.2%, 26.5% and 28.6%, respectively, of total revenues. Revenues from major customers for the years
ended December 31, 2004 and 2003 are attributable to the domestic-based support services segment. Revenues from the major
customers for the year ended December 31, 2005 are attributable to the domestic-based support services segment and the merchant
processing services segment.

Years Ended December 31,

2005 2004 2003
% of Total % of Total % of TotalRevenue

Dollars Revenues Dollars Revenues Dollars Revenues(in millions)

Client 1*************************************************** $357.3 22.3 $220.1 18.5 $191.9 18.2
Client 2*************************************************** 62.3 3.9 94.9 8.0 109.7 10.4

Totals*************************************************** $419.6 26.2 $315.0 26.5 $301.6 28.6

NOTE 18 Supplemental Cash Flow Information awards for services to be provided by such officers and directors
in the future.Restricted Stock Awards

During the first quarter of 2005, the Company issued On July 19, 2005, the Company issued 5,000 shares of common
221,902 shares of common stock with a market value of $5.1 mil- stock with a market value of $120,000 to a certain key officer
lion to certain key executive officers and non-management under a restricted stock bonus award for services to be provided
members of its board of directors under restricted stock bonus by such officer in the future.
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acquisition costs. Vital is now a separate, wholly owned subsidi-Equipment and Software Acquired Under Capital
ary of TSYS. As a result of the acquisition of control of Vital, TSYSLease Obligations
changed from the equity method of accounting for the invest-

The Company acquired equipment under capital lease in the ment in Vital and began consolidating Vital’s balance sheet and
amount of $1.5 million related to computer equipment in 2005. results of operations in the statement of income effective
The Company acquired $1.1 million related to computer equip- March 1, 2005. In accordance with authoritative accounting
ment and $2.8 million related to software in 2004. guidelines, TSYS recorded the acquisition of the incremental

50% interest as a business combination, requiring that TSYS
NOTE 19 Acquisitions allocate the purchase price to the assets acquired and liabilities

assumed based on their relative fair values. The Company is inChina UnionPay Data Co., Ltd.
the process of finalizing the purchase price allocation and has
preliminarily allocated approximately $36.7 million to goodwill,Effective November 1, 2005, TSYS purchased an initial 34%
approximately $30.5 million to other identifiable intangible as-equity interest in CUP Data, the payments-processing subsidiary
sets and the remaining amount to other assets and liabilitiesof China UnionPay Co., Ltd. (CUP). TSYS plans to increase its
acquired. Of the $30.5 million other identifiable intangible as-ownership interest to 45% upon receipt of regulatory approval
sets, the Company has allocated $18.5 million to computerwhich is expected to occur in 2006. CUP is sanctioned by the
software and the remaining amount to other intangible assets.People’s Bank of China, China’s central bank, and has become
The Company believes the acquisition of Vital allows TSYS to beone of the world’s largest and fastest-growing payments net-
a complete provider of value-based services at both ends of theworks. CUP Data currently provides transaction processing, dis-
payment chain and strengthens the relationship TSYS enjoysaster recovery and other services for banks and bankcard issuers
with some of world’s largest card issuers by placing them closerin China. In its first two years of business, CUP Data has signed
to the point of sale. Revenues associated with Vital are includednumerous processing agreements for several of China’s largest
in merchant services and are classified in merchant processingfinancial institutions.
services for segment reporting purposes.

The Company is using the equity method of accounting to
Since TSYS acquired less than 100% of the outstanding shares ofaccount for its investment in CUP Data. The difference between
the acquired enterprise, the valuation of assets acquired andthe cost of an investment and the amount of underlying equity in
liabilities assumed in the acquisition was based on a pro ratanet assets of CUP Data is recognized as goodwill. The prelimi-
allocation of the fair values of the assets acquired and liabilitiesnary purchase price allocation related to the acquisition is
assumed and the historical financial statement carrying amountspresented below:
of the assets and liabilities of the acquired enterprise. As a result,

(in thousands) TSYS recorded the fair value of the 50% interest of Vital’s assets
Total assets acquired***************************** $ 7,948 acquired and liabilities assumed as of March 1, 2005. The
Goodwill**************************************** 29,026 Company recorded the remaining 50% interest of Vital’s assets

and liabilities at historical carrying values. The preliminaryNet assets acquired**************************** $36,974
purchase price allocation is presented below:

(in thousands)The goodwill associated with CUP Data is not reported as
Cash and cash equivalents*********************** $ 19,399goodwill in the Company’s balance sheet, but is reported as a

component of the equity investment. Intangible assets ******************************* 30,500
Goodwill ************************************** 36,686

Vital Processing Services, L.L.C. Other assets *********************************** 42,094

Total assets acquired************************** 128,679Vital, a limited liability company, was established in May 1996 as
a 50/50 merchant processing joint venture between TSYS and Other liabilities ********************************* 32,836
Visa. Vital is a leader in providing integrated end-to-end elec-

Total liabilities assumed *********************** 32,836
tronic transaction processing services primarily to large financial

Minority interest ******************************** 49institutions and other merchant acquirers. Vital processes all
payment forms including credit, debit, electronic benefit transfer Net assets acquired************************* $ 95,794
and check truncation for merchants of all sizes across a wide
array of retail market segments.

Effective October 1, 2005, TSYS acquired the remaining 49% of
On March 1, 2005, TSYS acquired the remaining 50% of Vital Merlin Solutions, L.L.C. (Merlin), a subsidiary of Vital, for approxi-
from Visa for $95.8 million in cash, including $794,000 of direct mately $2.0 million. TSYS recorded the acquisition of the incre-
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mental 49% interest as a business combination requiring the approximately $8.2 million to intangibles and the remaining
Company to allocate the purchase price of the assets acquired amount to the net assets acquired. ESC provides targeted
and liabilities assumed based on their relative fair values. The loyalty consulting, as well as travel, gift card and merchandise
Company has preliminarily allocated $1.9 million to goodwill reward programs to more than 40 national and regional financial
related to the acquisition of Merlin by Vital. institutions in the United States. The Company believes the

acquisition of ESC enhances TSYS’ processing services by ad-
ding leading loyalty program technology and management solu-TSYS Prepaid, Inc.
tions for TSYS’ clients. ESC operates as a separate, wholly

On August 2, 2004, TSYS completed the acquisition of Clarity owned subsidiary of TSYS. Revenues associated with ESC are
Payment Solutions, Inc. (Clarity) for $53.0 million in cash and had included in other services and are classified in domestic-based
direct acquisition costs in the amount of $515,000. Clarity was support services for segment reporting purposes.
renamed TSYS Prepaid, Inc. The Company finalized its purchase
price allocation and allocated approximately $39.6 million to The purchase price allocation is presented below:
goodwill, approximately $10.9 million to other intangibles and

(in thousands)the remaining amount to the assets and liabilities acquired. Of
the $10.9 million intangibles, the Company has allocated Cash and cash equivalents************************ $ 4,442
$8.5 million to computer software and the remaining amount to Intangible assets********************************* 8,200
other intangible assets. TSYS Prepaid is a provider of prepaid Goodwill**************************************** 25,992
card solutions that utilize the Visa, MasterCard, EFT and ATM Other assets ************************************ 6,380
networks for Fortune 500 companies as well as domestic and

Total assets acquired*************************** 45,014international financial institutions. The Company believes the
Other liabilities ********************************** 9,014acquisition of TSYS Prepaid enhances TSYS’ processing services

by adding enhanced functionality and distinct value differentia- Total liabilities assumed ************************ 9,014
tion for TSYS and its clients. TSYS Prepaid operates as a sepa-

Net assets acquired************************** $36,000rate, wholly owned subsidiary of TSYS. Revenues associated with
TSYS Prepaid are included in electronic payment processing
services and are classified in domestic-based support services
for segment reporting purposes. Pro forma
The purchase price allocation is presented below:

Presented below are the pro forma consolidated results of TSYS’
(in thousands) operations for the years ended December 31, 2005 and 2004,
Cash and cash equivalents************************ $ 2,422 respectively, as though the acquisitions of Vital and TSYS Pre-
Restricted cash ********************************** 16,672 paid had occurred at the beginning of 2004. This pro forma
Intangible assets********************************* 10,900 information is based on the historical financial statements of
Goodwill**************************************** 39,619 Vital and TSYS Prepaid. Pro forma results do not include any

actual or anticipated cost savings or expenses of the plannedOther assets ************************************ 4,817
integration of TSYS, Vital and TSYS Prepaid, and are not neces-Total assets acquired*************************** 74,430
sarily indicative of the results which would have occurred if the

Other liabilities ********************************** 20,915 business combination had been in effect on the dates indicated,
or which may result in the future.Total liabilities assumed ************************ 20,915

Net assets acquired************************** $53,515 Years Ended
December 31,

2005 2004(in thousands except per share data)
Enhancement Services Corporation Revenues ******************************** $1,646,520 1,475,914

Net income ****************************** 196,517 158,463
On April 25, 2003, TSYS completed the acquisition of Enhance-

Basic earnings per share ******************* 1.00 0.81
ment Services Corporation (ESC) for $36.0 million in cash. The

Diluted earnings per share ***************** 1.00 0.80
Company has allocated approximately $26.0 million to goodwill,
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Report of Independent Registered Public Accounting Firm
The Board of Directors
Total System Services, Inc.:

We have audited the accompanying consolidated balance sheets of Total System Services, Inc. and subsidiaries as of December 31,
2005 and 2004, and the related consolidated statements of income, cash flows and shareholders’ equity and comprehensive income for
each of the years in the three-year period ended December 31, 2005. These consolidated financial statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our
audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Total System Services, Inc. and subsidiaries at December 31, 2005 and 2004, and the results of their operations and their cash flows for
each of the years in the three-year period ended December 31, 2005, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
effectiveness of Total System Services, Inc.’s internal control over financial reporting as of December 31, 2005, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO), and our report dated February 28, 2006 expressed an unqualified opinion on management’s assessment of, and
the effective operation of, internal control over financial reporting.

Atlanta, Georgia
February 28, 2006
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Management’s Report on Internal Control Over Financial Reporting

The management of Total System Services, Inc. (the Company) is responsible for establishing and maintaining adequate internal control
over financial reporting as defined in Rule 13a-15(f) under the Securities Exchange Act of 1934. The Company maintains accounting and
internal control systems which are intended to provide reasonable assurance that assets are safeguarded against loss from unauthorized
use or disposition, transactions are executed in accordance with management’s authorization and accounting records are reliable for
preparing financial statements in accordance with accounting principles generally accepted in the United States.

Internal control over financial reporting cannot provide absolute assurance of achieving financial reporting objectives because of its
inherent limitations. Internal control over financial reporting is a process that involves human diligence and compliance and is subject to
lapses in judgment and breakdowns resulting from human failures. Internal control over financial reporting also can be circumvented by
collusion or improper management override. Because of such limitations, there is a risk that material misstatements may not be
prevented or detected on a timely basis by internal control over financial reporting. However, these inherent limitations are known
features of the financial reporting process. Therefore, it is possible to design into the process safeguards to reduce, though not
eliminate, risk.

The Company’s management assessed the effectiveness of the Company’s internal control over financial reporting as of December 31,
2005. In making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations (COSO) of the
Treadway Commission in Internal Control — Integrated Framework.

The Company acquired Vital Processing Services, L.L.C. (Vital) during 2005, and management excluded from its assessment of the
effectiveness of the Company’s internal control over financial reporting as of December 31, 2005, Vital’s internal control over financial
reporting associated with 16.4% of total consolidated assets and 16.1% of total consolidated revenues included in the consolidated
financial statements of Total System Services, Inc. and subsidiaries as of and for the year ended December 31, 2005.

Based on our assessment management believes that, as of December 31, 2005, the Company’s internal control over financial reporting
is effective based on those criteria.

Management’s assessment of the effectiveness of internal control over financial reporting as of December 31, 2005 has been audited
by KPMG LLP, the independent registered public accounting firm who also audited the Company’s consolidated financial statements.
KPMG LLP’s attestation report on management’s assessment of the Company’s internal control over financial reporting appears on
page 94 hereof.

Philip W. Tomlinson James B. Lipham
Chairman of the Board & Senior Executive Vice President &
Chief Executive Officer Chief Financial Officer
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Report of Independent Registered Public Accounting Firm

The Board of Directors
Total System Services, Inc.:

We have audited management’s assessment, included in the accompanying Management’s Report on Internal Control over Financial
Reporting, that Total System Services, Inc. maintained effective internal control over financial reporting as of December 31, 2005, based
on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). Total System Services, Inc.’s management is responsible for maintaining effective internal control over
financial reporting, and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express
an opinion on management’s assessment, and an opinion on the effectiveness of the Company’s internal control over financial
reporting based on our audit.

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

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

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

In our opinion, management’s assessment that Total System Services, Inc. maintained effective internal control over financial reporting
as of December 31, 2005, is fairly stated, in all material respects, based on criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Also, in our opinion, Total
System Services, Inc. maintained, in all material respects, effective internal control over financial reporting as of December 31, 2005
based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO).

Total System Services, Inc. acquired Vital Processing Services, L.L.C. (Vital) during 2005, and management excluded from its assessment
of the effectiveness of Total System Services, Inc.’s internal control over financial reporting as of December 31, 2005, Vital’s internal
control over financial reporting associated with 16.4% of total consolidated assets and 16.1% of total consolidated revenues included in
the consolidated financial statements of Total System Services, Inc. and subsidiaries as of and for the year ended December 31, 2005.
Our audit of internal control over financial reporting of Total System Services, Inc. also excluded an evaluation of the internal control
over financial reporting of Vital.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of Total System Services, Inc. and subsidiaries as of December 31, 2005 and 2004, and the related
consolidated statements of income, cash flows and shareholders’ equity and comprehensive income, for each of the years in the three-
year period ended December 31, 2005, and our report dated February 28, 2006 expressed an unqualified opinion on those
consolidated financial statements.

Atlanta, Georgia
February 28, 2006
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Quarterly Financial Data (Unaudited), Stock Price, Dividend Information
TSYS’ common stock trades on the New York Stock Exchange (NYSE) under the symbol ‘‘TSS.’’ Price and volume information appears
under the abbreviation ‘‘TotlSysSvc’’ in NYSE daily stock quotation listings. As of February 14, 2006, there were 6,779 holders of record
of TSYS common stock, some of whom are holders in nominee name for the benefit of different shareholders.

The fourth quarter dividend of $0.06 per share was declared on November 15, 2005, and was paid January 2, 2006, to shareholders of
record on December 22, 2005. Total dividends declared in 2005 and in 2004 amounted to $43.4 million and $27.6 million, respectively.
It is the present intention of the Board of Directors of TSYS to continue to pay cash dividends on its common stock.

Presented here is a summary of the unaudited quarterly financial data for the years ended December 31, 2005 and 2004.
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First Second Third Fourth
Quarter Quarter Quarter Quarter(in thousands except per share data)

2005 Revenues************************************************************************** $349,983 410,244 421,970 420,734
Operating income ***************************************************************** 66,306 76,346 72,332 72,145
Net income************************************************************************ 46,123 50,643 48,056 49,698
Basic earnings per share *********************************************************** 0.23 0.26 0.24 0.25
Diluted earnings per share ********************************************************* 0.23 0.26 0.24 0.25
Cash dividends declared *********************************************************** 0.04 0.06 0.06 0.06
Stock prices

High **************************************************************************** 25.50 25.88 25.20 23.65
Low***************************************************************************** 22.00 22.48 22.51 17.76

2004 Revenues ************************************************************************** $ 285,236 289,622 304,993 307,157
Operating income ****************************************************************** 44,142 47,272 51,995 58,805
Net income ************************************************************************ 32,561 35,886 39,141 42,970
Basic earnings per share************************************************************* 0.17 0.18 0.20 0.22
Diluted earnings per share*********************************************************** 0.17 0.18 0.20 0.22
Cash dividends declared ************************************************************ 0.02 0.04 0.04 0.04
Stock prices

High **************************************************************************** 31.27 23.74 25.52 26.66
Low ***************************************************************************** 19.47 21.00 20.89 22.59
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OUR SHAREHOLDERS

Corporate Headquarters
TSYS
1600 First Avenue
P.O. Box 2567
Columbus, GA 31902-2567
www.tsys.com
+1.706.649.2310

Stock Trading Information
TSYS common stock is traded as “TSS”
on the New York Stock Exchange
(NYSE). Price and volume information
appear under the abbreviation
“TotlSysSvc” in NYSE daily stock
quotation listings.

Dividend Reinvestment
and Direct Stock Purchase Plan
The TSYS Dividend Reinvestment and
Direct Stock Purchase Plan provides
a comprehensive package of services
designed to make investing in TSYS
stock easy, convenient and more
affordable. You may request information
about the Dividend Reinvestment and
Direct Stock Purchase Plan over the
phone at +1.800.503.8903.

New Investors. You can join the
Plan by making an initial investment
of at least $250, which includes an
enrollment fee of $15.

TSYS Shareholders. You can participate
by submitting a completed enrollment
form. If your shares are held in a
brokerage account, you must fi rst
register some or all of your shares
in your name.

Dividend Reinvestment. You can invest 
all or a part of your cash dividends to accu-
mulate more shares without paying fees.

Optional Cash Investments. You can
purchase additional shares by investing
between $50 at any one time and
$250,000 in total per calendar year.
If you wish, we can withdraw funds
automatically from your bank account
each month to purchase shares.
Purchases are made weekly or more
often if volume dictates. Fees are
lower than those typically charged
by the fi nancial-services industry.

Safekeeping. You can deposit your
certifi cates with us for safekeeping
at no cost to you. You can request
a certifi cate any time at no cost.

Gifts and Transfers of Shares. You
can make gifts or transfers to others.

Sale of Shares. You can sell some or all
of your shares when you choose at fees
lower than those typically charged by
the fi nancial-services industry. Shares
are sold weekly or more often if volume
dictates. For an enrollment package,
contact our automated request line
at +1.800.503.8903.

Form 10-K
A copy of the company’s 2005 Annual
Report on Form 10-K, fi led with the
Securities and Exchange Commission,
is available at no charge upon written
request to Investor Relations at the
address below:

Shawn Roberts
TSYS Investor Relations
P.O. Box 120
Columbus, GA 31902-0120

Annual Shareholders’ Meeting
The Annual Meeting of Shareholders
will be held on April 20, 2006, at
10 a.m. EDT at the TSYS Riverfront
Campus Auditorium in Columbus,
Georgia.

Independent Auditors
KPMG LLP
Atlanta, Georgia

Investor Relations
Analysts, investors and others seeking
additional information not available at
tsys.com should contact:

Shawn Roberts
TSYS Investor Relations
P.O. Box 120
Columbus, GA 31902-0120
+1.706.644.6081
shawnroberts@tsys.com

Current shareholders requiring
assistance should contact Mellon
Investor Services:

P.O. Box 3315
South Hackensack, NJ 07606-1915

Registered Mail or
Overnight Delivery:

480 Washington Blvd.
Jersey City, NJ 07310

Telephone Inquiries
+1.800.503.8903

Shareholder Information

A PASSION FOR 



Online Services at tsys.com
You can purchase your initial shares online at tsys.com.
TSYS makes it easy and convenient to get current
information on your shareholder account any time.

You will have access to:

• View account status
• Purchase or sell shares
• View book-entry information
• Request certifi cate issuance
• Establish or change your PIN
• View payment history for dividends
• Make address changes
• Obtain a duplicate 1099 tax form
• Request a dividend check replacement
• Receive annual meeting materials electronically

Cautionary language regarding forward-looking statements:
This annual report to shareholders contains forward-looking
statements, which by their nature involve risks and uncertainties. 
Please refer to TSYS’ Annual Report on Form 10-K fi led with the 
Securities and Exchange Commission for information concerning 
forward-looking statements, under the caption “Safe Harbor 
Statement,” and for a description of certain factors that may 
cause actual results to differ from goals referred to herein or
contemplated by such statements.

Total System Services, Inc.® and TSYS® are federally registered
service marks of Total System Services, Inc. in the United
States. Total System Services, Inc. owns a number of service
marks that are registered in other countries. All other products
and company names are trademarks or registered trademarks
of their respective companies.

© Copyright 2006, Total System Services, Inc. All rights
reserved worldwide.

Online Access

TSYS has fi led the Chief Executive Offi cer and Chief
Financial Offi cer certifi cations required by Section 302 of
the Sarbanes-Oxley Act of 2002 as exhibits to its Annual
Report on Form 10-K and has submitted to the NYSE the
Chief Executive Offi cer’s annual certifi cation that he is not
aware of any violation by the company of the NYSE
corporate governance listing standards.    

Form 10-K and NYSE Certifi cations



TSYS®

1600 First Avenue
P.O. Box 2567

Columbus, GA 31902-2567
+1.706.649.2310

www.tsys.com
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