





l. Sclect what type of business your company will be conducting (check all that apply):

( )  Facilities based carrier - compuny owns and operates or plans 10 own and
operate telecommunications swilches and transimission factlitics in Florida.

{ ) Opersator Service Provider - company provides or plans to provide alternative
operator services for IXCs; or toll operator services to call aggregator locations: or
clearinghouse services to bill such calls.

( )  Reseller - company has or plans to have one or more switches but pnimarily leases
the transmission facilities of other carriers. Bills its own customer base for
services used.

(')  Switchless rebiller - company has no switch or transmission facilities bul may
have a billing computer. Aggregates traflic to obtain bulk discounts from
underlying carrier. Rebilis end users at a rate above its discount but generally
below the rate end users would pay for unaggregated traflic.

( } Multi-Location Discount Aggregator - company contracts with unaltiliated
entities to obtain bulk/volume discounts under multi-location discount plans (rom
certain underlying carriers. Then ofYers the resold service by enrolling unafTitiated
customers.

( ) Prepaid Debit Card Provider - any person or entity that purchases 800 access
from an underlying carmrier or unaffiliated entity for use with prepaid debit card
service and/or encodes the cards with personal identification numbers.

2. Tbis is an application for ¥ (check one):
(v ) Original Autherity (New company)
{ } Approval of transfer (To another certificated company )

( )} Approval of assignment of existing certificate ( {'0 a noncertificated company)

{ } Approval for transfer of contrel (To another certificated company )

3 Name of corporation, partnership, cooperative, joint venture or sole proprictarship:

CendantCom, Inc.

FUIRSE P50 O MILT 3T (E240)
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Name under which the applicant will do business (fictitious name, etc.):
CendantCom, Inc.

National address (including street name & number, post office box, city, state and 7ip
code).

CendantCom, Inc.

707 Summer St.
Stamford, CT 06901

Florida address (inciuding street name & number, post office box, city, state and zip
code).
Not applicable

Structure of organization:

{ndividual { ) Comoration
(v) Foreign Corporation { )y Foreign Partnership
}  General Partnership ( } Limited Pantnership
( }y Other,

If applicant is an individual or partnership. please give name. title and address ol sole
proprietor or pariners.

Not applicable

{a} Provide proof of compliance with the foreign partnership statute (Chapler 620 169
FS$), if applicable.

(b) Indicate if the individual or uny of the partners have previously been:

(1) adjudged bankrupt, mentally incompetent, or found «ulty of any felony or
of any crime, or whether such actions may resalt from pending
procecdings.

(2) officer, director, partner or stockholder in an' other Flonda centficated
telephone company. If yes, give name of company and relationship. I no
longer associated with the company, give reason why not

FOIRSE PO 0 ML) (1 2)
Keguingd by Comemission Rule Moy 25374 471,
2524 470 and 35,04 400025
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If incorporated, pleasc give:

(a)

(b)

()

(d)

Proof from the Florida Secretary of State that the applicant has authority to
operate in Florida.

Corporate charter number:
CedantCom has applied for authority to operate in Florida and will forward
proof of authority to the Commission as soon as it has been granted.

Name and address of the company's Florida registered agent,

CT Coporation System
1200 South Pine Island Road
Plantation, FL 33324

Provide proof of compliance with the fictitious name statute (Chapter 865,09 FX),
if applicable. Not applicahle

Fictitious name registration number:

Indicate if any of the officers. directors, or any ol the ten largest stockholders have
previously been:

(1) adjudged bankrupt, mentally incompetent. ur found gty of any fetony or
of any ¢rime, or whether such actions may result from pending
proceedings.

No
(2)  oflicer, director, partner or stockholder in any other Ilorida cerificated
tclephone company. If yes., give name of company and relationship. If no

longer associated with the company, give reason why not,

No

FORA POCA ME 3] (1 246)
Regurred by Commisvon Rule Nos 2525 471,
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10.  Who will serve as liaison with the Commission in regard to (please gi e numie. title,
address and telephone number):

{a) The application:

Danny E. Adams

Rebekah J. Kinnett

Kelly Drye & Warren, LLP
1200 19th Street, N.W. Suite 500
Washington, D.C. 20036
Telepbone: (202) 955-9600
Facsimile:  (202) 955-9792

{b)  Official Point of Contact for the ongoing operations of the company

Peter Taktikos
CendantCom, Inc.
707 Summer St.
Stamford, CT 06901
(203) 326-8897

{c) Tariff:

Danny E. Adams

Rebekah J. Kinnett

Kelly Drye & Warren, LLP
1200 19th Street, N.W. Suite 500
Washington, D.C. 20036
Telephone: (202) 955-9600
Facsimile:  (202) 955-9792

(d)  Complaints/Inquiries from customers:

Customers may call the toll-free custemer service number of
CendantCom Inc. (800-793-0871).

TORM SO 4 M 34 (9200}
Hegusred by L ommisaon Hule Nos 25-24 47)
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11.  List the states in which the applicant:

(a)

(b)

(c)

(d)

(¢)

()

Has operated as an interexchange carrier.

None

Has applications pending to be certificated as an interex: hange carrier.
None

Is centificated to operate as an interexchange carrier,

None

Has been denied authority to operate as an interexc ange carrier and the
circumstances involved.

None

Has had regulatory penalties imposed for violations of telecainmunications statutes
and the circumsiances involved.

None

Has been involved in civil court proceedings with an interexc hange carrier. local
exchange carrier or other telecommunications entity, and the circurnstances involved,

None

12. What services will the applicant offer to other certified telephone companies:

{ ) Facilities ( } Operators
{ ) Billing and Collection { ) Sales

( ) Maintenance

{(v) Other: None

13. Do you have a marketing program”

Yoes

TEMRM ' C ML 3 (129
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14.  Will your marketing program:

No

( ) Pay commissions?

( )  Offer sales franchises”

( )  Offer multi-level sales incentives?
{ ) Offer other sales incentives?

15.  Explain any of the offers checked in question 14 (1o whom, what amount, type of franchise,
etc.).

Not applicable

16.  Who will receive the bills for your service (check all that apply)?

(v) Residential customers (v)  Business customers

( ) PATS providers ( ) PATS station end-users

{ ) Hotels & motels ( ) Hotel & motel guests

{( ) Universitics ( )  Univ. dormitory residents
( ) Other:(specify) .

17.  Please provide the following (il applicablc):

{a) Will the name of your company appear on the bill for your services, and if not. who
will the billed party contact to ask questions about the bill {provide name and phone
number) and how is this information provided?

Charges for CendantCom services will appear on the billing page of USP&C,
and will be identified as being CendantCom charges. USP&C's customer
service number (800-449-1051) appears on the bill page, and USP&C will
transfer all CendantCom customer inquiries they receive to CendantCom’s
service center.

(b) The name and address of the firm who will bill for your servace.

USP&C

800 Blue Ridge Boulevard
Suite 300

Kansas City, MO 64138

FORM PSCACRLY 11 (1294)
Required by Commision Rule Nos 25-24 47].
3534473 ond 25-24 40X 2)
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18.  Please provide all available documentation demonstrating that the applicant has the following
capabilities to provide interexchange telecommunications scrvice in Florida.

A.

Financial Capability
See Attachments 1 and 2.
Regarding the showing of financial capability. the following applices:

The application ghould contaig the applicant's financial statements lor the most recent
3 years, including.

1. the balance sheet
2. income statement
3. statement of retained camings

Further, a_written ¢xplanation. which can include supporting documentation.
regarding the following should be provided to show financial capability.

1. Please provide documentation that the applicant has sufficient financial
capability to provide the requested service in the geographic area proposed
to be served

2. Please provide documentation that the applicant has sufficient financial
capability to mainlain the requested service.

3. Please provide documentation that the applicant has sufficient financial

capability to meet its lease or ownership obligations.

NOTE: This documentation may include, hut is not limited to. financial statements,
a projected profit and loss statemeni, credit references, credit burcau reports, and
descriptions of business relationships with financial institutions.

Il available, the financial stalements should be audited financial statements. If the
applicant docs not have audited financial statements, it shall be so stated. The
unaudited financial statements should then be signed by the applicant's chief
executive officer and chief financial ofticer. The signatures should affirm that the
fi 1) enis arc OITeCt.

Managerial capability.

See Attachment 3.

FORM PN ACMLUF 3 (12/96)
Reguired by L ommisaon Ruke Nos 2524 471,
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C. Technical capability.

As a reseller, CendantCom will rely on the technical expertise of its
underlying carrier for maintenance of the network.

19.  Please submit the proposed tariff under which the company plans to begin operation. Use the
format required by Commission Rule 25-24.485 (cxample enclosed).

CendantCom will file its proposed interexchange tariff within the next weck.
20.  The applicant wilt provide the following interexchange carrier services {Chech all that
apply): {Please provide this information|

( ) MTS with distance sensitive per minute rates
( } Method of access is FGA

{ ) Method of access is FGB
( ) Method of access is FGD
( } Method of access is 800

(W S with route specific rates per minute

MT

( } Method of access is FGA
( } Method of access is FGB
( ) Mecthod of access is FGD
( ) Method of access is 800

(v) MTS with statewide flat rates per minute (i.c. not distance sensitive)
{ } Method of access is FGA
{ ) Method of access is FGB
{(v) Method of access is FGD
( ) Method of access is 800

( ) MTS for pay telephone service providers.
( } Block of time calling plan (Reach Out Florida, Ring America, ctc.)
(v) 800 Service (Toll free)
{ ) WATS type service (Bulk or volume discount)
( )} Mecthod of access is via dedicated facilities

{ ) Method of access is via switched facililies

{ ) Private line services (Channel Services) (For cx. 1.544 mbps, DS-3, ctc.)

LEHEAS ST 0 MIT (2%
Reyuired by Lommrenaion Rule Nos 2524 471,
J5. 24 47) and 25-24 4RIN2)
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() Travel service
() Method of access is 950
(v) Method of access is 800

{ ) 900service

( ) Operator Services
{ )  Available to presubscribed customers
( )  Available to non presubscribed customers (for example. patrons of hotels,
students in universities, patienis in hospitals.
( ) Available to inmates

Services included are:

( ) Station assistance

Person to person assistance
Dircctory assistance
Operator verify and interrupt
Conference calling

R

21.  What does the end user dial for cach of the interexchange carrier services that were checked
in services included (above).

For calling/travel card calls, the end user dials an 800 access number, an identification
number, and the destination telephone number. For dircct calls, the end user dials a
10-XXX access code or an 800 access number with an identification number, plus the
destination telephone number.

22, Other:

TORM PN MU 3L (E2%)
Hequired by Commissaomn Rule Nos 25-24 471,
2524473, and 2524 48002
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#* APPLICANT ACKNOWLEDGMENT STATEMENT **

REGULATORY ASSESSMENT FEE:

1 understand that all telephone companics must pay a regulatory assessment fee in the
amount of .15 of one percent of its gross operating revenue derived from intrastate business.
Regardless of the gross operating revenue of 2 company. 3 minimum annual assessment fee
of $50 is required.

GROSS RECEIPTS TAX:
I understand that a!l telephone companies must pay a gross receipts tax of two and one-half
percent on all intra and interstate business.

SALES TAX:
[ understand that a seven percent sales tax must be paid on intra and interstale revenues.

APPLICATION FEE:
A non-refundable application fee of $250.00 must be submitted with the application.

RECEIPT AND UNDERSTANDING OF RULES:

[ acknowledge receipt and understanding of the Florida Public Service Commission's Rules
and Orders relating to my provision of interexchange telephone service in Florida. [ also
understand that it is my responsibility to comply with all current and future Commission
requirements regarding interexchange service.

ACCURACY OF APPLICATION:

By my signature below, I the undersigned owner or officer of the named utility in the
application, attest to the accuracy of the information contained in this application and
associated attachments. 1 have read the foregoing and declare that to the best of my
knowledge and belief, the informationis a true and correct statement, Further, | am aware
that pursuant to Chapter 837.06, Florida Statutes, " Whoever knowingly makes a false
statement in writing with the intent to mislead a public servant in the performance of
his official duty shall be guilty of a misdemeanor of the serond degree, punishable as
provided in s. 775.082 and s. 775.083",

UTILITY OFFICIAL: M September $, 1998

Signature Date
Peter Taktikos, Vice President (203) 326-8897

Telephane Number

FUIRAL IS 0 S8 VT 12My
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** APPENDIX B **
CUSTOMER DEPOSITS AND ADVANCE PAYMENTS

A statement of how the Commission can be assured of the secunty of the customer’s deposits
and advance payments may be responded to in one of the following ways (applicant please check
one):

(v) The applicant will not collect deposits nor will it collect payments for service
more than one month in advance.

( ) The applicant will file with the Commission and maintain a surety bond in an

amount equal to the current balance of deposits and advance payments in excess
of one month. (Bond must accompany application.)

UTILITY OFFICIAL: Mﬂﬂj /[ m September 4, 1998

Signature Dute

Peter Taktikos, Vice President (203) 326-8897

Telephone Number

TORM PN CNL 3124
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*“ APPENDIX C **

INTRASTATE NETWORK

l. POP: Addresses where located, and indicate if owned or leased.
None
1)
2)
3)
4)
2.

SWITCHES: Address where located, by type of switch and indicate if owned or leased.
Nonc

1)
2)
3)
4)

3. TRANSMISSION FACILITIES: POP-to-POP fucilitics by type of facilities {microwave,
fiber copper, satellite, etc.) and indicate if owned or leased.

None
POP-to-POP TYPE OWNERSHIP

1)
2)
3)

4. ORIGINATING SERVICE: Pleasc provide the iist of exchanges where you are proposing
to provide originating service within thirty (30) days afier the effective date of the certificate.
{Appendix D)

Statewide

FORN PSC O ML AL (L2%4)
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TRAFFIC RESTRICTIONS: Please explain how the applicant will comply with the EAEA
requirements contained in Commission Rule 25-24.471 (4)a) {copy enclosed).

Not applicable
CURRENT FLORIDA INTRASTATE SERVICES: Applicant has { ) or has not ()
previously provided intrastate telecommunications in Florida, If the answer is has, lully

describe the following:

(a) What services have been provided and when did these service begin?

th)  If the services are not currently offered, when were they discontinued?

UTILITY OFFICIAL: m: / [1).4 September 4, 1998
i

Signature Daie
Peter Taktikos, Vice President (201) 326-8897
Telephone Number

FORN PSSO ML ST 11 20H)
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“* APPENDIX D **

Desenbe the service arca in which you hold yoursell out to provide service by tefephone
company exchange. If all services listed in your tarifl are not oftered at all focations, so indicote,

In an eflon 1o assist you, attached is a list of major exchanges in Florida showing the small
exchanges with which each has extended area service (EAS).

** FLORIDA EAS FOR MAJOR EXCHANGES **

EXTENDED SERVICE ARFA WITH 1HESE EXCHANGES

PENSACOLA:

PANAMA CITY:

TALLAHASSEE:

JACKSONVILLE-

GAINESVILLE:

OCALA:

DAYTONA BEACH:

TAMPA:

CLEARWATER:

ST. PETERSBURG:

HORM PN CML {2
Keyuired by Commisaon Rule Mos 2523 47
220 AT gnd 24-24 4Kix2)

LOGLYYINNP - £1403 2

Cantonment. Gull Breeze, Pace. Milton Holley-
Navarre.

Lynn Haven. Panama City Beach. Youngstown-
Fountain and Tyndall AF8.

Crawfordville, Havana,  Maonticello.  Panacea,
Sopchoppy and St. Marks.

Baldwin. Ft. george, Jucksonville Beach, Callahan,
Marxville, Middlchburg, Orange Park, Ponte Vedra and
Julington.

Alachua, Areber, Brooker. Hawthome. High Springs.
Melrose, Micanopy, Newbherny and Waldo.

Belleview, Cita, Dunncllon, Forest Lady Lake (B21),
Melntosh, Oklawaha, C(rrange Springs, Salt Springs

and Silver Springs Shores.

New Smyma Beach.

Central None

East Plant City
North Zephyrhills
South Palmetto
Woest Clearwater

St. Petersburg, Tampa-West and Farpon Springs.

Clearwaler.

-16-



LAKELAND: Bartow. Mutberry, Plant City, Polk City and Winter Haven,

ORLANDO: Apopka. liast Orange, Lake Buena Vista, (Oviedo,
Windermere,  Winter  Garden.  Winter Park,
Montverde. Reedy Creel, and Oviedo-Winter Spnngs.

WINTER PARK: Apopka. Fast Orange. Lake Buena Vista, Orlando,
Oviedo, Sanford, Windermere, Winter  Garden,
Oviedo-Winter Springs, Reedy Creck. Geneva and

Montverde.
TITUSVILLE: Cocoa and Cocoa Beach.
COCOA: Cocoa Beach, Fau Gallie, Melbourne and Nitusyille.
MELBOURNE: Cocoa, Cocoa Beach, Eau Gallie and Schastian.
SARASOTA: Bradenton, Myakka and Venice.
FT. MYERS: Cape Coral, Ft. Myers Beach, Nonth Cape Coral, North

Fi. Myers, Pine Island, Lehigh Acres and Sanibel-
Captiva Islands.

NAPLES: Marco Island and North Naples,

WLEST PALM BEACH: Boynton Beach and Jupiter.

POMPANO BEACH: Boca Raton, Coral Springs, Deerficld Beach and Ft.
{.auderdale.

FT. LAUDERDALE: Coral Springs, Deerficld Beach, Hollywood and
Pompano Beach.

HOLLYWQOD: Ft. Lauderdale and North Dade.

NORTH DADE: Hollywood, Miamy and Perrine.

MIAM]I: tHHomestead, North Dade and Perring

CendantCom intends to offer services throughout the state of Florioa.

JORM P €M M (12
Heguwred by Commisim Rule Nos 25-74 1§71
JEIAATY amd 2924 AKIND)
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CENDANT CORPORATION AND SUBSIDIARIES

INDEX
Puge No.
PART 1 FINANCIAL INFORMATION
llem 1. Financial Statements
Consolidated Balance Sheets—June 30, 1998 and December 31, 1997 ... 3-4
Consolidated Statemenis of Operations—Three and Six Months Ended
June 30, 1998 and 1997 . ... e e 5
Consoclidated Statements of Cash Flows—Six Months Ended
June 30,1998 and 1997 ... . 6-7
Item 2. Management’s Discussion and Analysis of Financial Condition and Resulls of
Operations . ... .un i e 20
Ttem 3. Quantitative and Qualitative Disclosures About Markel Risk ................. 32
PARTHH OTHER INFORMATION
{tem 1. Legal Proccedings ...t i e . 34
ltem 6. Exhibits anu Reportson Form B-K ................. ... KR

Certain 5tatements in this Quarterly Report on Form 10-Q constitute “forward-looking statements™
within the meaning of the Private Securities Litigation Reform Act of 1995, Such forward-looking
statements involve known and unknown risks, uncertainties and other {actors which may cause the actual
results, performance, or achievemenis of the Company to be maierially different from any future results,
performance, or achievements expressed or implied by such forward-looking statements. These forward-
looking statemenls were based on various [actors and were derived ulilizing numerous important
assumptions and other important {actors that could cause actual resuits to differ materially from those in
the forward-looking statements. Important assumptions and other imporiant factors that could cause
actual results to differ materislly from those in the forward-looking statements, include, but are not
limited to: the outcome of the investigation of the Audit Commiitiee of the Company’s Board of Directors
into the accounting irreguiarities; the outcome of pending or future litigation relating Lo such accounting
irregularities; uncertainty as to the Companys future profitability: the Company$ ability to develop and
implement operational and financial systems to manage rapidly growing operations: competition in the
Company's existing and potential future lines of busineas; the Company? ability to integrate and operate
successfully acquired businesses and the risks associated with such businesses; the Company’s ability to
oblain financing on acceptable terms 1o finance the Companys growth sirategy and for the Company to
operate within the limitations imposed by financing armrangemenits: uncertainty as to the future
profitahility of acquired businesses, and other factors. Other factors and assumptions not identified above
were also involved in the derivation of these forward-looking statemenis, and the failure of such other
assumplions to be realized as well as other factors may also causc aciual results to differ materially from
those projected. The Company assumes no obligation to update these forward-looking stalements Lo
reflect actuat results, changes in assumptions or changes in other faclors affecting such forward-focking
statements.



PART 1 — HNANCIAL"ORMATION .
ITEM 1 — FINANCIAL STATEMENTS

CENDANT CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In Millions, Except Share Data)

Juax 30, December 31,
199 1597
(As restaied)
ASSETS
CURRENT ASSETS
Cash and cash equivalents. ...t e, $15497 % -
Receivables, nel. .. ..o i e e 11487 1.193.0
Other current assels ......... ... ittt 1,017.5 Ti4.1
Net assets of discontinued operations . ................cccoiiiin e 522.3 2850
TOTAL CURRENT ASSETS ...ttt e e e 4,238.2 2,192.1
Deferred membership acquisitionecosts. . ......... ... ... ... ... .. 448.0 370.5
Franchise agreements, net ....... .. ... ... . i 974.9 H90 3
GoodWill, BBl .. e e 41309 2.206.4
Other intangibles, met. ... ...t e 1.41.6 B47.3
OIher 88818 .. ... i e e 1.89%9.2 956.4
TOTAL ASSETS EXCLUSIVE OF ASSETS UNDER PROGRAMS.. ... 12.732.8 7.493.0
ASSETS UNDER MANAGEMENT AND MORTGAGE PROGRAMS
Nct investment in feases and leased vehicles . ......................... 39189 3.659.1
Relocauon receivables ... ... . 590.6 7153
Mortgage loans heldforsale. ...... ... ... ... ... .l 21540 1,636.3
Mortgage servicing rights. . . ... ... .. 480.5 373.0
7.744.0 64417
TOTAL ASSETS. .o $20.476.8 $13.936.7

See accompanying noles 1o consohidated financial stalcments
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CENDANT CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
{In Millions, Except Share Data)

Junc M, Mecemiber 3,
199 17
1A reninted)
LIABILITIES AND SHAREHOLDERS' EQUITY
Accounts payable and other current liabilities. .. .. ......... ... ... .. $ L9705 § 1539%
Term loan-curreRt POrtioN . ... ... .. i 1.850.0) -
TOTAL CURRENT LIABILITIES .. ... ... .. .. ... 0 oo, 1.820.5 1.539.8
Deferred income ... i e 6314 Mol S
Long-termdebt ... oo e 21854 1.246.0
Other noncurrent liabilities ... o 3613 173.2
TOTAL LIABILITIES EXCLUSIVE OF LIABILITIES UNDER
PROGRAMS 7.004.6 14205
LIABILITIES UNDER MANAGEMENT AND MORTGAGE
PROGRAMS
Dbl e e 6.830.0 S6026
Deferred iMcome 1aXeS ..o u et e e e 264.8 2457
Mandatorily redeemable preferred securities issued by subsidiaries ... .. ... 14265 —
Comunitments and contingencies {Note 11)
SHAREHOLDERS' EQUITY
Preferred stock. $.01 par velue — authorized 10 million share s none ssued
andoutstanding .. ... ... . — —
Common stock, $.01 par value — authorized 2 billion shares; issued
857,986,368 and 838,333,800 shares, respectively ....................... H.7 K4
Addilonal paid-incapital. .. ......... ... 34115 30808
Retained ¢arnings .. .. ... i e e 1.658.5 1.2447
Accumulated other comprehensive loss. ................ ... .. ciiie. ... (53.4) {38.2)
Restricted stock, deferred compensation. ............. ... .uine. —_ (34)
Treasury slock, at cost 6, 750546 shares. ... ............ e {74.4) (74.4)
Total shareholders’ equily ... ... ... i s e 4,950.9 42179
TOTAL LIABILITIES AND SHAREHQLDERS' EQUITY........ .... $20.476.8 3139367

See accompanying notes to consolidaled financial statements.
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CE..ANT CORPORATION AND sunsu‘u:s
CONSOLIDATED STATEMENTS OF OPERATIONS
(1n Miltions, Except Per Share Dats)

Theee Mosths Ended

Sis Mosths Eaded

June ¥, Jume 3,
i Lol Lisad W
(A3 restased) (As restated)
REVENUES
Service fees and membership, net ........... $1.261.2 $ 9213 $2.3183 $1.808.5
Fleet leasing {net of depreciation and interes!
costs of $318.1, $298.2, $629.7 and
$584 3 respectively) ... 19.1 15.9 39.0 30.1
L0 1 ¥ S 26.0 86.8 103.9 143.2
NETREVENUES ......................v... 1,306.3 1.024.0 2.461.2 1,981 .8
EXPENSES
OpeTatinR ...ttt aeaas 4599 3038 7887 621.7
Marketing and reservation. .............. . 271.4 261.7 526.2 4931.8
Genera! and administrative ......... b 1294 140.2 270.4 291.7
Merger-related costs and other unusual
charges {credits). ......... ...l {42.0) 299.6 (42.t1) 209 6
Depreciation and amortization . ............. B4.6 58.5 149.3 1156
Costs associated wilth accounting errors . .. ... 322 — 2 —
Interest.mel ... il 2386 128 42.8 228
TOTALEXPENSES .......... ... ... ...... 259.1 1,076.6 1,767.6 1,847.2
Income (loss) from conlinuing operations before
income laxes and minority interest........... 347.2 (52.6) 693.6 136
Provision for income laxes. ................... 1178 353 2438 122,
Minority interesl, net ........ooi i, 149 — 19.8 —
INCOME (LOSS) FROM CONTINUING
OPERATIONS ... ... .. i, 214.5 {(87.9) 4H)10 12.5
Loss from discontinued operations net of
income taxes (Note 6)...................... {3.6) B LE )] (16.2) (1.5}
NET INCOME (LOSS) .............oovunl § 2109 $ (923 $ 1118 $ nao
EARNINGS (LOSS) PER SHARE:
BASIC
Income (loss) from continuing operations. . . $ .24 $ 1 $ 51 s 02
Income {loss} from discontinucd operations. AX) X} {.02) (on
Netincome (loss). . ... ... ... ... .. ) 24 I _am > 14 b (]!
DI Y ED
I, ae (loss) from continuing operations. S $ o1 $ $ 02
Income (loss) from discontinued operations. 0 (X {42) (0l
Nerancome (loss), ... o0 ... . $ 24 $ L 5 d6 3 0l

Sce uccompanying notes Lo consohdaled Anancin statements.
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CENDANT CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Miilions)
Siz Months beded
Juac M,
199 1997
T (As rt_lutﬂli
OPERATING ACTIVITIES
Net cash provided by (used in) operations, exclusive of management and
MOTEARE PROBFAMS . o . oot vt et te ittt s s e m ot o imme e $ 4597 $ (136.5)
Merger-related charges (eredils) . ... oo (42 1)) M6
Merger-related Payments . .. ...t i {126.3) {132.5)
Discontinued operations. . ... ..ot e (35.7) (10.9)
Management and morigage programs:
Depreciation and amortization under management and mortgage
Programs...........,. Fr e e 610.7 5316
Mortgage loans held forsale.................. e {11727 4277
(507.0) 959.3
NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES ... {251.3) 7y s
INVESTING ACTIVITIES
Property and equipment additions . ........... e {(169.1) (50.1)
Loans and InVesUmMents . . ..o ir et i e ettt e {107.2) (16.3)
Net change in marketable securities. ... o o i 129 (729.2)
Net assets acquired, exclusive of cash acquired and acquisition-related
o 141 1] - P (2.669.9) {331.6)
[nvesting activities of discontinued operations. .. ................c...o. .. (201.6) (27.1)
L0 1T T 514 (7.0)

(30837 (1.161.3)

Management and mortgage programs:

Investment in leases and leased vehicles. . ... ... ... ... ... .. (1.337.%) (1.243.4)
Payments recetved on investment in [eases and leased vehicles . ... ... ... 475.2 437.2
Proceeds from sales and wransfers of leases and leased vehicles to third

PATHIES oot et e e e e 273 63.5

Equity advances on homes undet management........................ {3.293.4) (2.136.7)
Repayment of advances on homes under management .............. ... J48l.1 2,203.7

Additions 10 originated mortgage servicing rights.. ................ ..., 1220.4) (86,0}
Proceeds trom sales of mortgage servicing rights .. .................... 53.6 29.1

{811.9) {732.6)

NET CASH USED IN INVESTING ACTIVITIES ..................... (3.855.6) (L A91Y)

See accompanying notes Lo consolidated financial statements,
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ce)AnT corroraTION AND suBsITRIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

(In MiBions)

FINANCING ACTIVITIES
Proceeds from bormowings . .. ........oiiiiii i
Principal paymenis on borrowings ............ ... ..o
Issuance of convertible debt ..... ... ... ...
Issuance of common stock . .. ...
Purchases of common 8tOCK. . . ... oot e
Proceeds from mandatorily redeemable preferred securities issued by
scbsidigries, met ... ...
L0 11 ] T - S N

Management and mortgage programs;
Proceeds from debl issuance or borrowings ............... ... ... ..
Principal payments on borrowings ... .. ......... ... ool
Net change in short-term borrowings. .. .................... ... ......

NET CASH PROVIDED BY FINANCING ACTIVITIES. ..............
Effcct of changes in exchange reles on cash and cash equivalenis. . .. ... ...

Net increase in cash and cash equivalents. ................. ... .........
Cash and cash equivalents, beginning of period .................. ......

Cash and cash equivalents, end of peried. . ..................... ... ...

Sis Momths Ended
June 30,

oo 197
(As restated)

$ 33000 $ 4249

(420.5) (39.1)
— 542.6
1520 66.8
— (175.3)
1.447.0 —
— 15.3
4.485.5 829.2
1.659.5 859.2
(1,1255)  (1.111.6)
693.4 (54.9)
1,227.4 (307.3)
57129 531.9
(16.3) 19.7
1.549.7 (362.8)
— 477.8

$ 15497 $ 150

Se¢ accompanying notes Lo consolidated financial statements
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CENDANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Basls of Presentation

Cuendant Corporation, together with its subsidiaries and ils joint ventures (the "Company™) s o
leading plebal provider of consumer and business services. The Company was created through the merger
(the “Cendant Merger™) of HFS Incorporated ("HFS”} and CUC International Inc. ("CUCT} in
December 1997, The Company provides all the services formerly provided by cach of HFS and CUC,
including travel services, real estate services and membership-based consumer services.

The consolidated balance sheet of the Company as of June 30, 1998 and December 31, 1997 and the
consolidated statements of income for the three and six months ended June 30, 1998 and 1997 und the
consohdated statements of cash lows for the six months ended June 30, 1998 and 1997 are uvnaudited. The
accompanving consolidated financial statements include the accounts and transactions of the Company
and all wholly-owned subsidiaries. All material intercompany halances and transactions have been
climinated in consclidation. The accompanying unaudited condensed consolidated financial statements
have been prepared in accordance with generally accepted accounting principles for interim financia)
infurmation and with the requirements of Form 10-Q and Rule 10-01 of Regulation 5-X. Accordingly,
they do not include all of the information and footnotes required by gencrally accepted accounting
principles for complete financial slatements.

On April 15, 1998, as a result of the discovery of accounting irregularities in the former CUC business
units, which are part of the Companys Alliance Marketing segment (formerly the Membership segment),
the Audit Committee of the Company’s Board of Directors initiated an investigation into such matters,
The Audit Committee’s investigation has since been completed and. as a result of its lindings, the
Company has restated its previously reported financial results for 1997, 1996 and 1995. The 1998 and 1997
financial information sct forth herein incorporates all relevant information obtained {rom the investiga-
tion, and reflects the correction of accounling policies which were changed as a result of the findings. As
a resull of the accounting irregularities and errors which were discovered during the investigation, the
Company will file audited restated financial statements for the years ended December 31, 1995 through
1997 on an amended Form 10-K/A and will file unaudited restated quartesly financial statements (or the
three months ended March 31, 1998 and 1997 on an amended Form 10-QYA. In addition, the Company
will file restated financial data schedules for cach of the quarterly periods in 1997 and 1996. The Company
cxpects to file such restated financial statements and Rnancial \nformation with the Securities and
Cxchange Commission (“SEC") in late August 1998, The Company has provided a condensed
reconciliation of the financial slalement amounts, which were reported in prior filings to the restated
amounts which are included in the financial stalements presented in this Form 10-Q (Sec Note 2). The
Company believes that the balance sheet at December 31, 1997 as presenied in the accompanying
consohdated financial statements, will not differ materially {rom the audited December 31, 1997 balance
sheet, which wili be included in the amended Form 10-K/A.

In the opinion of the Companys management, all adjusiments {consisting of normal recurring
accruals) considered necessary for a fair presentation have been included. Operating results for the three
and six months ended June 30, 1998 are not necessarily indicative of the results that may be cxpected for
the year ending December 31, 1998. See Management's Discussion and Analysis of Financial Condition
and Results of Operations — Impact of New Accounting Pronouncements for accounting pronounce-
ments not yet adopied.

2. Resiatement

On August 13, 1998, the Company reported that the Audil Commitlers investigation into the
accounting irregularities and errors in the CUC businesses wus complete. The accompanying restated
financial statements incorporate alf relevant information obtaincd in the investigation and reflect the
correction of accounling policies which were chunged as a result of the findings. The Company has
idenuified and recorded all corrections arising from the findings of the investigation and the process of



ANT CORPORATION AND sussiniffkies
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Coatinued)

restaling the Companys consolidated financial statements. The corrections are the result of accounting
irregularities, the misapplication of accounling policies, and the application of accounting policies
previously applied which were not in accordance with generally accepted accounting principles. Provided
below is a summary of the impact of such correclions and a reconciliation of the financial results from
amounls previously reported (o the restaled financial statement amounts, as presented in this quarterly
report on Form 10-Q. A more detailed explianation of the adjustments. which comprise the aforcmen-
tioned adjusiment categories and a detailed reconciliation of the effects that such adjustments had on the
annual financial statements from 1995 through 1997, will be provided when the Company files, in late
August 1998, its restated audited financial statements on an amended Form 10-K/A.

STATEMENT OF OPERATIONS DATA:

Income {rom continuing operations
before income faxes ................
Provision for income taxes ............
Minority interest, net ........ e
Income from continuing operations. . ...
Loss from discontinued operations .....
Nel income (loss) ...............0vns.

Earnings Per Share
Basic
Income from continuing operations.
Income (loss) from discontinued
operations. ....................

Netincome..... ... ...t
Diluted
Income [rom continuing operations.

Income (loss) from discontinued
operalions. ....................

[ TR ] Tol0 ] 11 I

Three Montis Ended Macrch 31, 1998

P " Accosnting E D:v;.-ﬂe;ﬂ

n';:ﬂ and bregaiaritics Operatiom Ilr:::ud
(In midlions)

$1.436.6 $(122.9) $(158.7) $1,155.0
1.068.) (80.6) (178.9) BOR.b
368.5 (42.3) 202 64
14.1 (15.7) 77 126.1
49 — — 49
2205 (26.6) 12.5 215.4
— — (12.5) {125}
s 5 $ (26.6) s — $ 2029
$ 027 $ 0o
_ (0.02)
$ 027 $ 024
$ 02 3 024
— ? (0.01}
$ 02 t (23




CENDANT CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Continued)

Nebrevenue ..o vnn e rinena s
Total expenses . ... ... ... Ll
Income (loss) [rom continuing
opecrations before income taxes ......
Provision for income taxes ............

Income (loss} from continuing
operations. .. .......oov i
Income from discontinued operations. ..

Net income (loss) ....................

Earnings Per Share
Basic
Iacome {from continuing operations.
Income {rom discontinued
operations. . ...........couvunnn

Netincome,.........ovviennennans..
Diluted
income from continuing operations.

Income from discontinued
operations. .............c......

Netincome. ... i ennnn

Thiee Mosils Eaded Marct 31, 1997

Adjustmest
I‘m‘llmm coousting E mqt‘:'ﬂ-nd
A

Repo t-d lm‘!h:i:‘ A :nu.nu llul.:icd

{ls willions)
$1.164.1 $(90.4) (1099} $057 8
886.0 { 12.4) (102.7) 7709
278.1 (84.0) (7.2) 1869
112.3 (21.5) (4.3) 86.5
165.8 (62.5) (29) 0.4
— — 249 29
$ 1658 $(62.5) s 1031
§ 02 $013
$ 021 1013
$ 019 $ 0
$ 019 $ 012
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ANT CORFORATION AND SUBS
NOTES TO SOLIDATED FINANCIAL STATEM

Netrevenue .....ovvviiiniiiiann.
Tolal expenses . ....oovnnnnininnuunas
Income (loss) from continuing
operalions before income taxes
Provision for income taxes

Income (loss) from continuing
Operalions. . .. vun ittt
Loss from discontinued operations

Net income (loss)

Earnings Per Sharc
Basic
Income from continuing operalions,
Loss from discontinued operations .

Netincome. .. ... i,
Diluted
Income (loss) from continuing
operations. ....................

Income (loss) from discontinued
OPCrBUONS. . .. 0vn e yeennn.

Nel inCOme. . ... et inaann s

BALANCE SHEET DATA:

IES
Coatinued)

Siz Moaths Ensed June M, 1997

As Adjesiments
A Erron Recias Discontioond A
m m«. Operstions lu.l.:-lcd
{In milioms}
$2.458.7 $(267.3) $(209.6) $1.981 8
21258 {69.1} !2{)‘9.5; 1.847.2
3329 (198.2) (0.1) 1346
180.5 {56.8) 11.6) 122
152.4 (14].4} 1.5 12.5
— — {5 (1.9
$ 1524 $(141.4) | § 110
$ 019 $ o002
— {(.01 )
$ 019 $ 00
$ 0.8 5 00
-— !U.OIJ
$ 018 $ 00l
Al December 31, 1997
As __ _Adjsstments
Previows) Eron aad Acxounting As
M Ireguisrities Restaled
(In millons)
3148512 $(914.5) $11.9367
10,373 7 5654 9} ‘J.T_l_l_i_ﬁ
3 44775 5(259_{)] $ 42179




CENDANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

3. Earnings Per Share

Basic carnings per share (“EPS™) is computed based solely on the weighted average number of
con.mon shares oulstanding during the peried. Diluted EPS reflects all potential dilution of common stock
and is calculated as follows:

Thrre Mouths Eaded Six Moaths Eaded
June 35, June M,
1994 1o ) §9%4 1997
(fm millions, excepl per share amonah)

income (loss) from continuing

OPCTALIONS. o oo i et iieaaann ... $214.5 ${87.9) 4300 $ 125
Convertible debt interest .............. 32 — __ &0 =
Income (loss) from continuing

operations, as adjusted. ............. $217.7 $(87.9) $438.0 $ 125
Weighted average shares — basic ... .. 850.8 804.2 S48 #0132
Potential dilution of common stock:

Stock options . ...................., 29.1 — .1 —

Convertible debt . .................. 210 — 4.9 —
Weighted average shares — diluted. .. .. 900.9 B04.2 907.8 8022
Buasic EPS — continuing operations . ... $ $ (1) $ 582 $
Diluted EPS — continuing operations . . $ .24 $ (1) $ A4 $ M

|

4, Comprehensive Income

The Company adopted Statement of Financial Accounting Standards No. 130 “Reporung Compre-
hensive Income™ effective January 1, 1998. The statement cstablishes standards for repotting and display
of an aliernative income measurcment and its components in the financial statcments.

Components of comprehensive income (loss) are summarized as follows:
Six Manths Esded

Junt MO,
1998 1997
{Ins millions}
L ] T4 T $4138 $ 110
Other comprehensive income {loss), net of tax:
Currency translation adjustment ., ......................... (20.2) (73.7)
Unrealized loss on marketable securities:
Unrealized holding gains arising during the period .. .. ... .. (1.3) --
Reclassification adjustmeni for gains included in carnings . . e (4.3)
Other comptehensive foss. . ... ... ..o _21.5) (74.0)
Comprehensive income (loss) ... ... $392.) $(67.0)
The components of accumulated other comprehensive (loss) are as follows;
Juse 2B, December 3,
1998 1
([» onillbona)
L'nrealized loss on marketable securities, netof lax . ......... .. $ () 5 —
Cumulative currency translation adjustment ... .... ........... (52.3) (34.2)
2)

$(531.4) 338

12




C ANT CORPORATION AND SUBSI RIES
NOTES TO LIDATED FINANCIAL STATEM Continued)

5, Business Combinations

The acquisitions discussed below were accounted for using the purchase method of accounting
Accordingly, assels acquired and liabilities assumed werc recorded al their estimated [air values. Excess
purcnase price over fair value of Lhe underlying net asscls acquired is allocated 1o goodwill. Goodwill s
amortized on a straight-line basis over the estimated benefit periods, ranging from 7 to 40 years. The
operating results of such acquired companics arc included in the Company’s consolidated slatements of
income since the respective dates of acquisition.

The following Lable reflects the fair values of assets acquu 1 and liabiliics assumed in connection

with the Company’ acquisitions consummated and other acquisiion-related payments made duning the
six months ended June 30, 1998.

{In millions)

Toual consideration:

Cash paid (nct of $52.3 million of cash acgquired) . ... ............ ... .. ... £2.660.9
ASSCES BCGUITEA .. oo e 11524
Liabilities assumed ... ... ... ... . e . 4962
Fair value of identifiable net assels acquired .. ... ... ... .. .. e as6 2
Goodwill ... e $2.013.7

National Parking Corporation. On April 27, 1998, the Company compieted the acquisition of
National Parking Corperation Limiled (“"NPC") for $1.6 billion in cash, which included the repayment of
approximaicly $227 million of outstanding NPC debt, NPC 15 comprised of two substantial operating
substdiaries in National Car Parks ("NCP”) and Green Flag. NCP 15 the largest private (non-municipat)
single car park operator in the United Kingdom ("UK™) with approximately 500 locations. Green Flag i
the third largest roadside sssistance group in the UK and offers a wide-range of emergency support and
rescue services to approximately 3.5 million members,

Harpur Group.  On January 20, 1998, the Company completed the acquasition of The Harpur Group
Ltd. (“Harpur™), a leading fuel card and vehicle management company in the UK, from privately held
H-G Holdings, Inc. for approximately $186.0 million 1n cash plus future contingent payments of up 1o
$20.0 million over the next two years.

Jackson Hewirt.  On January 7, 1998, the Company compleied the acquisition of Jackson Hewt Ine
("Juckson Hewitl™), for approximately $480.0 million in cash. Jackson Hewitt operates the second largest
lux preparation service franchise system in the United States The Juckson Hewitt franchise system
specializes in computerized preparation of federal and state individual income Lax returns

Other 1998 Acquistions and Acquisition — Related Payments The Company acquiied certinn other
entities for an aggregale purchase price of $348.5 million in cash during the six-month perwsd ended June
AU, 1998 Additionally, the Company made o 3100 million cash psyment o the seller of Resort
Condominiums International, Inc. in satisfaction of a contingent purchase lability.

Pro forma Informanen.  The {ollowing table reflects the unaudited operating results from conbinu-
ing operations of the Company for the six months ended June M 199K and 1997 on g pro {orma hass,
which gives cffect to the acgquisitions of NPC and Jackson Hewitt, accounted for under the putchise
mcthod of accounting. The remaining acquisitions completed duning P98 were net maternial to the
operating results of the Company and therefore are not included in the pre forma aperatimg resubs The
pro forma results are not necessarily indicative of the operating results that would have oveusted had the
NPC and Jackson Hewitt transactions been consummaited on Janaary [ E997 nor are they miended to be
indicative results that may occur in the future. The underlying pro forma information includes the
amortization expeense associated with the assets acquired. the Companys Iinancie @ arrangemenis, cerlain
purchase accouniing adjustments and the related income tax ¢f: ccls

13




CENDANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Coatinued)

Sia Months Ended

June M,
1998 1997
{in miilioms, except per share amounts)

Net revenue from continuing operations . ................ $2.640.4 $1.2908
Income (loss) {rom continuing operations .. ... ... L. 4231 (114
Netincome (Ioss) ... ..o e e H.y {12.9)
Per Share Information (diluted):
Tncome {loss) from continuing operations . ............... A7 (.1}

Netincome {loss) .. ..o i i i A4S (0N

6. Discontinuved Operations

On August [2. 1998, the Company announced that s Executive Commitice of the Board of
Directors committed to discontinue the Companys consumer software and classificd advertining
businesses by disposing of wholly-owned subsidiarics Cendant Software Corporation ("Software™) and
Hebdo Mag Internalional, Inc. (*Hebdo Mag™), respectively. The Company disclosed that it has entered
intc a definitive agreement to sell Hebdo Mag to its former 50% owncrs for 7.1 million shares of Company
common stock and approximately $410 million in cash. The transaction is expected to generate a gain of
more than $250 million upon anticipated consummalion date in the fourth quarter of 1'M8 subject to
certain conditions, including regulatory spproval and financing by the purchaser, The Company abo
disclosed that it has engaged investment bankers to analyze vanous strategic atternatives in regard (o the
disposition of Software within one year of the measurement date. The Company anticipates that the
disposition of Seftware will resull in a significant gain.

Summarized financial data of discontinued operations are as follows:

STATEMENT OF OPERATIONS DATA:

Softwary
Three Mostin Eaded Sis Months Ended
Jyne M, Jume 30,
1998 1997 1998 1997
{In milions)

Nelrevenue ..o i $130.5 $ 508 $2263 $1is.
Loss from operations before income

L L {8.7) (11 {36.1) (1.0
Benetit from income taxes, .. .......... 2.4 3.1 12.8 2.3
Netloss © oo . .. $ (6.13) $ (6.9 $(23)) $ (7THY

Clasaiied Advertising
Three Moaths Ended Sl Months Ended
June M, Jume M0,
1998 1997 1998 197

NCLICVeRUE .. e e et $74.4 $48.9 $137.2 $94.5
Income before tncome laxes and

minority interest ... ... ... 13.8 4.0 pl 102
Provision for income laxes ... ......... 4.7 1.5 7.4 Ty
Minority interest ... oL 6.4 — 6.4 —
Nelincome. ., ... ..o iiniiannn.. $ 27 £25 $ 71 $ 63

|



C!)ANT CORPORATION AND SUBS RIES
NOTES TO CONSOLIDATED FINANCIAL STATE Continued)

SALANCE SHEET DATA:

Software Clasalfied Advertisiag
Al Jasc 30, At December 31,  Atlusc 30, At December 31,
1998 1997 1998 1991
(In miftions)

Current AsSELS .. ... .otrtnnnneeennnn $147.2 $197.6 $ 714 § SK6
Goodwill..............cooioiii. 120.8 44.1 255.4 169.8
OLlher asse1s . ...t i i ia i 74.5 45,7 379 333
Total liabilities. . ..................... 57.3 102.2 1336 161 9
Net assets of discontinued operations . . . $285.2 $185.2 $237.1 $ 9N

7. Merger Related Costs And Other Unusual Charges

The Company incurred merger-related costs and other unusual charges in 1997 of $786.0 million
associaled with and/or coincident to the Cendant Merger, the Oclober 1997 merger with Hebdo Mag
(collectively, the "Cendant Merger Charge™), the April 1997 merger (the “"PHH Merger™) with PHH
Corporation ("PHH") and the January 1997 merger (the “Spark Merger”) with Spark Services, Inc
(“Spark"”). The remaining merger-retated reserves al December 31, 1997 and utilization of such reserves
for the six months ended June 30, 1998, is summarized by category ol expenditure as follows

Reserves Casb Amr Credins Hewwre
ui 123197 Payments Write-O4Ts to lecome al 6/ 3050
{ls miBions)
Professional fees . ............. % 468 $ (37.1) $ — $ (O $ 25
Personnel related . ............ 156.1 (60.8) (3.%) {13.9) 779
Busingss terminations. ......... 309 (11.9) {1.5%) (1.6) 9.9
Facility related and other ... ... 836 {16.5) u.7) {19.3) 471
Total ... . e $3174 ${126.3) $(11.7) $(42.0) $t37.4

The remaining reserves at December 31, 1997 and utilization of such reserves for the six months
ended June 30, 1998 is summarized by merger as [ollows {(§ millions):

Raereos Cash Al Credia Kewrrves
ol 1173157 Payments Write-OM to Iwcome ot & MVE
(In millloms}
Cendant Merger . ............. $2289 $ (959 ) $(26.5) $106.1
PHH Merger ............ ..... 86.3 (AW {10.8) {15.5) 29.1
Spack Merger. . ... ... L 2.2 — — — 2.2
Total ... $317.4 $(126.3) $(11.7) $(42.0) $137.4

Cendane Merger  Remaining costs are primanly compniscd of $63.7 million of severance and other
personnet related payments. Approximately 70% of remuoining personne] liabilities witl be pad o1
otherwise extinguished by December 31, 1998 through the closing and cansolidation «f mine European call
centers. Approximalely $23.6 million of owtstanding facility related exw costs will be pind ur otherwise
extinguished upen closure of European cull centers and other office consohdatimns, which will be
substantially complete i 1998, The majority of the remaming $188 milhon of obbgations will
substantiaily bv concluded upon successful contract termination negotiations  The credils 1o income
results from a change in estimate of the liability incurred

PHH Merger. The remaining $29.1 million primarily consists of $14 3 mulbon of severance pavments
to furmer employees who clected installment payments theough 2001 instead of o lump-sum payment
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CENDANT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—( Continued)

upon termination. The balance is substantially comprised of contract and lease termination pavments as
well as write-off of related assets to be abandoned in 1998, The credaty Lo mcoie resulbts [rom a change
in estimate of the liability incurred.

Spark Merger. The remanning $2.2 million hability represents instatlments due in connechon with o
terminated contract through April 1999,

8. Financing Transactions

Term Loan Facility,. On May 29, 1998, the Company entered into a 3od-day lerm loan agreement
with a syndicate of financial institutions which provided for borrowings of $3.25 hiilion {the “Term Loan
Facility™}. The Term Loan Facility bears interest al LIBOR plus an applicable LIBOR spreud. as delined.
Upon the execution of the Term Loan Facility, temporary credit agreements, which provided fur $1.0
biltion of borrowings, were lerminated. The Term Loan Facility contains certwn restrictive covenints.
which are substantially similar 10 and consistent with the covenants in cfleet for the Company™ existing
revolving credit agreements. At June 30, 1998, $1.4 billion of borrowings under the Term Loan Facility
were classified as long-term based upon the Company's ability and intent to refinance such borrowings on
a long-term basis. The Company used $2 billion of the proceeds (rom the Term Loan Facility (o refinancy
the outstanding borrowings under its revolving credit facilitivs and intends to use the remainder for the
acquisition of American Bankers Insurance Group, Inc. und RAC Motoring Scrvices {See Note 10) and
for teneral corporate purposes.

{ssuance Of Mandatorily Redeemable Preferred Securities.  On March 2, 1998, the Company 1ssued
29.9 million FELINE PRIDES and 2.3 million trust preferred securities and recetved approxsymately $1.4
billion in gross proceeds therefrom. The FELINE PRIDES consist of 27.6 nullion Income PRIDES and
2.3 million Growth PRIDES, cach with a face amount of $50 per PRIDE. The Income PRIDES convis
of trust preferred securitics and stock purchase contracis under which the holders will purchase common
stock [rom the Company in February 2001. The Growlh PRIDLS consist of stock purchase contracis
under which the holders will purchase common stock from the Company in February 2001 and sero
coupon U S, Treasury securities. The trust preferrcd securities will bear interest, in the form of prefecred
stock dividends. at the annuai rate of 6.45 percent. Such preferred stock dividends are presented as
minority interest, net of tax in the consolidated statements of income. The forward purchase contract
forming a part of the Income PRIDES will pay 1.05 percent annually in the form of a contract adjustment
payment. The forward purchase contract forming a part of the Growth PRIDES will pay | 3 percent
annually in the form of a contract adjustment payment, The forward purchase contracts call for the holder
10 purchase the minimum of 1.0395 shares and a maximum of 1.3514 shares of Company common stock
per PRIDES security, depending upon the average of the closing price per share of Company common
stock for a 20 consecutive day period ending in mid-February of 2001.

Redemption of 4¥i% Notes. On May 4, 1998, the Company redeemed all of 1ts outsianding ($144.5
million principal amount) 4%% Convertible Scnior Notes al a price of 103,393% of the principal amount
together with interest accrued to the redemption dale. Prior to May 3, 1598, holders of such notes
exchanged $90.5 million of the 4%4% Notes for 2.5 million shares of Company common stock.

Redemption of 644% Notes. On April 8, 1998, the Company excreised ity option o call iy 6423
Convernible Subordinated Notes (the "6 % Notes™) for redemption on May 11, 1998, in accordance with
the provistons of the indenture relating to the 4% Notes. Prior to the redemption date. all of the
vutstanding 6'4% Notes were converled into 2.1 million shares of Company common stock.

9. Investment in Avis Rent A Cas, Inc.

The Company’s equity interest in Avis Renl A Car, Inc. (“Avis ) was reduced from 27.3% 10 20.4%
as a result of a public offering by Avis of its commor stock in March 1998 in which the Company sold o
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C ANT CORPORATION AND SUBS:!_II.ISIE‘S
NOTES TO SOLIDATED FINANCIAL STATE Continued)

The complaint in the Corwin Aclion alleges that the defendanis breached their fiduciary dutics of loyalty,
good faith, care and candor in connection with the Cendant Merger, in that they failed to properly
investigate the operations and financial statements of the Company before approving the Cendant Merger
at n allegedly inadequate price. The Corwin Action secks. among other things, recision of the Cendant
Merger and compensation for all losses and damages suffered in conneclien therewith,

While it is not feasible to predict or determine the final oulcome of these procecdings or to estimate
the amounts or potential range of Joss with respect 1o these malters. management belicves thal an adverse
oulcome with respect to such proceedings could have a material adverse impact on the inancial condstion.
results of operations and cash lows of the Company.

The stalf of the Securities and Exchange Commission (the “SEC™) and the United States Attorney
for the District of New Jersey are conducting investigations relating 1o the matters referenced above The
SEC stalf has advised the Company that its inquiry should not be construed as an indication by the SEC
or ils staff thbat any violations of law bave occurred.

12. Investigation Relsted Costs

Costs associated with accounting crrors ere comprised of professional fees, public relalions costs and
include $4.2 million of incremental debl service due to the exclusion {rom traditional financing sources
during the period which the Company’ financial stalements were not ¢ffective.
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iTEM 2—MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

General Overview

In December 1997, Cendant Corporation {the “Company™} was created through the merger (the
“Cendant Merger™) of HFS Incorporated (*HF$™) and CUC International Inc. {("CUC™}. The Company
s one of the loremost consumer and business services companies in the world, The combination of HFS
and CUC provides each of the Company’s businesses new access to consumer conlacts through the
Company’s cxpanded customer base, while providing such businesses with the direet marketing expertise
necessary to successfully cross-market within its existing business unils.

The Company provides fee-based services to consumers within the Travel, Real Eviate and Alliange
Markeling business segments, The Company generally does not own the assets or share the risks
associated with the underlying businesses of its customers, In the Travel Services segment. the Company
15 the world's Jargest franchisor of lodging facilities and rentat car facilitics. the leading provider of
vacatlion meshare exchange services and a leading provider of international fleet management services.
In the Real Estate Services segment, the Company is both the world™ largest frunchisor of residential real
estate brokerage offices and provider of corporate relocation services and 15 a leading mortgage lender in
the United States. In the Alliance Marketing segment, the Company is a keading provider of membership
consumer services and products.,

On April 15. 1998. as a result of the discovery of accounting irregularitics in former CUC business
units, the Audit Commitiee of the Company's Board of Directors ("Audit Committee™) initialed an
investigation into such matters. The Audit Committee recently completed its investigation anio such
matiers. The Company has restated its financial results for the years 1995 through 1997 and the quarterly
periods during 1996 through March 1998 in August 1998. The financial information contained herein has
been restated to incurporate all relevant information oblained from the aforementioned investigation.

Results of Operutions—Three Moaths Ended June 30, 1998 vs Three Months Ended June 30, 19v7

1998 1997 VAR

TI wllons, &xcept :‘l.ll‘“ l.-outsln__

Revenue ... $1.306.3 $1.024.00 8%

Operaling Cxpenses. .. ... w453 764.2 Mt

Imlerest oo e 236 12.4 Bi%
Merger related and other unusual charges (credits) . . . (42.0} 299.6
Investipation related costs .. ... ... o L, 322 —
Income from continuing operations{1) ....... ..., 347.2 (52.6)

{1} Belore income taxes and minorily interest,

Income from continuing operations increused $399.8 million. The incresse was attributable in part 10
$282.3 million (28%) increases in revenue which exceeded $181.]1 mullon (24% ) inereises in operating
expenses. Approximately $24.8 mllion of the above net increase was atitibutable to acquired 1998
operaizons while internal growth in the travel and real estate segments contriruted 31% and 69% increases
in operating income, respectively. The absence of merger reloted and unusual charges (“Unusual
Charges™) in the second quarter of 1998 contributed $341.6 million of incrementa) pre-tax income. The
Company compleled merger transactions with PHH Corporation ("PH™) and Spark Services, Inc.
(“Spark™) in 1997 and incurred approximately $30 million of Unusual Charges. Unusual Charges relate
1o coss from the consolidation of several corporate rclocation businesses including the world’s (wo
largest, professional fees, the termination of corporate office functions and exiling immalerial non-core
businesses. The Company continues to cvaluate its remainirg restructunng liabiities. The Company
recorded a $42.0 million credit associated with Unusual Charges represenuing the difference between
estimated and incurred exit costs including severance, lease buy-outs and proflessional fees associated with
the merger.

pai






from a 2% incroase in [ranchisee growth and a 2% increase in revenue per available room ("REVPAR™)
at [ranchised hotels. Expenses are relatively fixed within the lodging business and therefore, operating
margins increased as a result of the corresponding revenue growth. In additon, ¢xpenses within the
lodging business unil deercased due to a reduction of corporate overhead allocated to the lodging business
segment as the Company leveraged ils corporale infrastructure among more businesses. Timeshare
vperating income increased $5.1 million (287 ) due to an $8.7 mubtlion (1077 ) sncrease in revenue nel of $3.6
million (57%) increased expenses, The revenue increase s pnimarily due e a $3.8 mallion {(9%) increase in
exchange revenue and a $2.4 million (8%) increase in subscription revenue. The exchange revenue
increase is the result of a 7% increase in pricing, while the increase in subseription revenuoe s the resuft
of a 7% increase in membership growth, Car rental operating income increased $6.4 million (31%) on o
$9.5 miltion {25%) increase in revenue The operating income increase primarily vesulted from a §4.1
million increase in international license fees and a $1.2 million (53%) increase in royalty. Royalty revenue
increased as a resull of a 3% increase in pricing and a4 4% increase in rental days, Fleet excluding
incremental results from the Company's January 1998 acquisition of Harpur coninbuted 4 $3.5 million
{145} increase in operating income due primarily to a $4.5 million (13%) increase in leasing revenue and
a $3.8 million (11%) increase in service revenue. The increase in vehicle leasing 1 due to a 7% increase
in number of leases and a 6% increase in pricing. The increase in servicing revenue 1s due o an §1%
increase in the number of service cards and a 7% increase in pricing. Including Harpur, Fleet opersting
income increased $7.8 million (31%). Harpur contributed $4.3 mitlion of operating income, which
included $8.2 million of revenue and $3.9 million of operating expenses. NPC contributed $17 7 milhon
of operaling income in 1998 for the two months of Company ownership. which ineluded $112.5 milhon of
revenue and $94.8 million of operating expenses.

Real Estate Services Segment

The Company operates business units that provide o range of services related 1o home sales,
principally in the United States. The Company is the world's largest franchisor of real estale brokerage
offices through its CENTURY 21, Coldwell Banker® and ERA?® franchise brands, which were involved
i more than 25% of homes sold in the United States in 1997, Similar to the Travel Services Segment
franchise business, Lthe Company receives royalty revenue from approximately 11,50 franchise brokerage
offices under contracts with terms ranging from 5 10 50 years. The Company vperates the worfd's Targest
provider of corporate employee relocation services and receives fees for providing services such as selling
retocating employevs' homes {without recourse Lo the Company). assisting the relocating employee in
finding a home or providing an array of services such as moving household goods. expense repaorting and
others. The Company also operates the largest in-bound mortgage telemarketing operation in the Lnited
States. Cendant Mortgage Corporation ("Mortgage™) generites origination profits from the sale of
murlgage notes, generally within 43 days of origination but relains recurring servicing revenue sifeams
vver the life of the mortgage. [n addition, the Company is a distributor of welcome packages to new
homeowners, which provide discounts from local merchants. Each Real Estate Services business provides
customer referrals from other Real Estate Services businesses as well as a database for prospective
Alhance Marketing Segment cross selling.

Three Moaths Ended Juse M),

Opersting Iscoma 1958 [haad ‘arlssce
tin milllons)

NELFCWCRUe . ..o $354.9 $246.8 4%

OperaliNg eXpenses. .. ... ..ot 197.4 _153.5 29%

OperolNg iMCOME . ...ttt i iee e e $157.5 $ 933 69%

Operating income increased $64.2 miilion (6Y%) as a result of increases in the Real Eatate franchise
and Morigage business units. Revenue increased $108.1 milhon (44%) while expens s increascd only 3439
million (29%). Real Eslate {ranchise operating income grew $42., muliion (89%) primanly as a result of
a $34.2 million increase in royalty revenue and a $10.6 mullion increase in preferred alliance revenuc
{revenue generated (rom preferred alliance partners secking asccess o franchisecs and [ranchise
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operating loss of $12.9 million compared to an operating loss of $15.2 million for the second guarter of
1997. This division is comprised of five separate businesses. the largest of which is Entertainment
Publications (*EP1b™), which generated an operating loss of $15.1 million, a $4.3 million improvement
from the $19.4 million operating loss generated in the second quarter of 1997. The Company’s EPub
business is scasonal whereby over BSE of the revenues are generated n the second half of the year
During the second quarter EPub received $8.7 million cost reimbursements for third party sales activaties
incurred prior to the second quarter of 1998,

Other Segment

The Company operates a variety of other businesses in Lddition to those which comprise each of the
Company's core business segments. Such business operations and transactions are primarnby camprised of
{i} franchising the second largest tax preparation service system in the United States as 4 result of the
Company’s first quarier 1998 acquisition of Jackson Hewitl; (i) wnlormation technology and reservation
sysiem support services provided to Lhe car rental and hotel industry (the “Wizcom Business ™), (i) casino
credit information and marketing services (the “Casino Marketing Business™) and (iv) the eguity in
carnings from the Company’s invesiment in the Avis Rent A Car, Inc. (*Avis™) car reatal company.

Taree Mosths Eaded June M0,

Operating Income 998 1997 Yarlance
t1e millions)

Nl TeVEMIUES . e e e e e $6i.6 $101 6 (36%)

Operating expenses. . ... oovre e 61.1 0.0 ERIES

Operaling IMCOME .. ..t e, $ 315 $ 316 (RUT)

Operating income decreased $28.1 million (89%) primarily as a result of a $16.6 milhon reduction in
cquity in carnings of Avis and $7.9 million of operating income associated with Interval International, Ing.
{"Interval™) which was sold in December 1997, The Company owned 1009 of Avis common skeck prior
to its October 1997 initial public offering and currently owns 20,

Results of Operations—Six Months Ended June M, 1998 vs Six Months Ended June 30, 1997

Lﬂ J1ads Yarlance
(in milions, except per share amosais)

REeVUNUE - e $2.461.2 S1US18 v

Operaling capensts, .. ... ... L7Mn 1.524.8 14%

Interestomel L. 428 228 KR
Merger related and other unusual charges. . ... ... .. (421} 26
Investigation related costs ., L., oL .2 —
Income [rom continuing operations. .. ............ 93 6 134.6

Income from continuing operations increased $559 O million The increase was altnibutable s part to
$479.4 mulhon (24%) increases in revenue which excecded $210.0 milhon (4% ) increases in operating
rxpenses  Approximately $52.2 mullion of the above net incrcase was attribuleble (o acquired 1998
operations while internal growth in the travel and rcal estale segments contributed 20% and B7% increases
in operating income, respectively. The change in estimates related to unusual charges results ina credit
of $42.0 compaied to an cxpense of $299.6 in the comparable prior penod accounted for $341.6 mithon
of pre-tax income,

The aboye increases in income from continuing operal’ “ns were partially offset by $20.0 mullion
(88% ) and $32.2 million increases in interest cxpense and casts associated with resolving accounting criors
discovered in the financial statements of the former CUC business units, respectively The increase 1n
Iinterest expense was primarily atinbutable 1o borrowings under revolving credit facilities to hnance more
than 32 6 hillton of company acquisiions including the 3t & bition acquisition of NPC on Apnl 27, 1998,
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Real Estate services Segment
Six Moaths Ended June 30,

Operuting lacome 1998 Lm__ Yarigace
{[n millions)

NULTUVEIUL . i iis e e LORERY) 379 45%

Operatine CXPeRSeS. ...t i e 369.6 296 7 5%

Operaling INCOME . .. v v e aecveeeeaan s 644 $141.2 H7%

Operating income increased $123.2 million (87%) primarily driven by increases in the Real Estate
franchive and Mortgage business units. Revenue increased $196.1 million (45%) while expenses increased
only $72.9 miliwon (25%). Real Estate franchise operating income grew $68.5 mullion (102%) primarily as
a result of a $57.1 million increase in royalty revenue and a $11.3 million increase 1n preferred alliance
revenue while expenses increased only $8.3 million. The increase in royalty revenue was due to g 23%
increase in home sale volume and a 16% increase in the average price of homes sold in the United States.
Expenses remained relatively flat due to their Axed nature, increasing the operating margin within the
Real Estale franchise business unil 15 pereentage points. Operating income at the Muortgage business uni
increased $46.8 million (149%}) driven primarily by a $6.9 billion {163%} increase in mortgage originations.
The increase in mortgage originations generated $84.8 million additional production revenue while
mortgage related expenses (primarily production related) only increased $49.0 miilion. Operating income
al the Relocation business unit grew $8.3 million {21%) on a revenue increase of $21.2 million. The
revenue increase primarily resulted from increases in relocation referrals which were offset by a $6.5
mijlion inc7¢ase in second quarter information technology system support and facility costy assogial :d
with the consolidation of former PHH and Coldwelt Banker operating and customer delivery systems,

Alliance Marketing Segment
Siz Montbs Ended Juac M,

Opcrating Income I_E ﬂ Yarsace
{Is mibliom)

L B L 1T $802.1 $714.0 129

Onerating CXPemses. ..o e e 724.3 665.0 9o

Operating income .. ... e $ 778 $ 490 59%

Operating income increased $28.8 million (59%) to $77.8 million increase due to an $88.1 milhon
revenue increase (12%) being partially olfset by an inerease of $59.3 million (9%) increase 1n operating
CEPCNLCS.

Individual Membership operating income increased $22.1 mullion driven by a $58.1 muilion (17%)
increase in revenues resulting lrom a 5.2 million increase in total memberships coupled with an increase
in average membership fees. This revenue growth was partially offset by a $26.7 million (8%} increase in
marketing and other expenses related o acquiring and scrviging the increased membership base. Included
0 Individual Membership for the first six months of 1998 was $4.3 mullion of operating income related to
the acquisition of Creditials Services [nternational Inc. in April 1998, [nsuranc :/Wholesale operating
incomy increased $20.8 million, {(39%), as a result of $28.6 million {12%) increase in revenues, due
primarily to a 2 million increase in insurance and wholesale customers, partially offscl by a $7.7 million
{4%) increasce in expenses related to marketing and servicing expenses. Lilestyle generated an operating
loss of $31 | mellion compared to an operating loss of $17.1 million [or the sccond quarters of 1997, Thiy
division 1s comprsed of five separate businesses, the largest of which is Epub which generated an
operating loss of $37.1 million during the first six months of 1998 compared (o an operaling loss of §33.3
mitlion for the first six months of 1997, EPub revenues for this six month 1998 period totaled $15.5 million.
a decline of $10.8 million from the comparable period in 1997. This dezline in revenues is due largely to
a change in the proportion of sales gencrated from community group distribution channels (which
generate revenues during the 3rd, dth and 1st quarters) to school distribution channels {which generate
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s higher proportion of rev during the 3rd and 4ih quarters). Addiilnally, during the first sin months
of 1998, EPub received $8™illion of cost reimbursement for 1hird p sales acliviles incurred prior Lo
the sccond quarter of 1998,

Other Segment
Six Moatks Ended Juse X0,
Operating Income 1998 197 Vorlsatr
{in miltioms)
Nel revenues ....... f e e e $202.2 $:1939 4%
Operating eXpenses. .......vvereuein i 1217 _150.3 (19%)
Operating iMCOMEC . .. ... ottt $ 805 $ 4306 B5%

Opcrating income incrensed $36.9 million (B5% ) primarily duc 10 $2K.0 million of carnings generated
from the Jackson Hewitt tax service franchisc business acquired i January 1998 and a $17 7 mullion
pre-1ax gain on the sale ol Avis common stock in a February 1998 secondary offeting. These increases in
operating income were offsct by $17.7 million of {997 operating income attributable 1o Interval
{ntcrnational, Inc., which was sold in Dccember 1997

LIQUIDITY AND CAPITAL RESOURCES

Acquinition Overview

The Company continues o scck 1o expand and sirengthen its leadership position in cach of its
business segmenis with strategic acquisitions. As a resull, the Company acquired or agrecd W acquire
travel-related businesses in the UK and agreed to acquire Amencan Bankers in carly 1998, The
Company’s acquired businesses share similar characienstics, foremost of which v that cach was
immedialely accretive to Company cash flow and carnings. Revenue i generally generated from service
fees and is not dependent on langible assets or the need (or capital expendiures other than certain
technology investiments, These service businesses cach generate significant cash flow which 1s enhanced by
the Companys operating leverage that supports acquired revenue sticams without corresponding
increases in operating infrastructure expenses.

On August 12, 1998, the Company announced that the Execulive Commuttee of the Boarnd of
Dircctors commitled to a plan 10 exit the consumer software and clissfied advert ing business segments
by divesting of ils interest in its Cendant Soltware and Hebdo Mag subsidiasries. The Company bebieves
that these actions will generate significant gains and procecds, which will increase equity snd reduce debi.

Fending And Completed Acqulsitions

American Bankers.  On March 23,1998, the Company entered imto a detinitive agreement Lo acyguire
American Bankers Insurance Group, Inc. ("American Bankers™) for $67 per share in cash and stock. for
aggregate consideration of approximately $3.1 billion. The Company irtends to purchase 235 million
shares of American Bankers at 367 per share through its pending cash tender offer, 10 be followed by a
merger in which the Company will deliver Cendant shares with o salue of $67 for cach remaining share
of American Bankers common stuck outstanding. The Company has received anti-trust clearance to
acquire American Bankers. The tender offer is subject to the receipt of tenders representing at least 81
puereent of the common shares of Americtn Bankers as well as customary closing conditions. including
reguiatory approvals. The transaction 1s expected 10 be completed following the restalement of the
Company’s financial statements, receipt of approval of Amcrican Bankers™ sharcholders, and receipt of
regulatory approvals. American Bankers provides affordable, specialty insurance products and servaces
through financial institutions, retalers and other entities offering consumer financing

The Company plans to fund this acquisition with proceeds received from cither ds new leem loan
arrangement, borrowings under other committed facilitics. operating cach fow o1 o combutation ol the
ahove. The Company may also fund o portion of tue purchase prece with equaty or procecds from the
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disposition of its consumer software and classificd advertising husinesses. The Company may modily the
mix of consideration Lo increase the cash position depending upon the value of the Company’s common
stock pricing. the timing of the disposilions of certain assets and the impact on significant financial ratios,

Acquisition of RAC Mororing Services.  On May 21, 1998, the Company announced that it has
reached a definitive agreement with the Board of Dircctors of Roval Automobile Club Limited
{"RACL"} to acquire their RAC Motoring Services subvidiary {or approximately $735 million in cash,
The saie of RAC Motoring Services has subsequently been approved hy its sharcholders, Closing s
subject lo certawn conditions, including regufatory approval and s anticipated to occur in the autumn of
1998, The Company plans to fund this acquisition with procecds from cither its new term loan
arrangement. horrowings under other committed (acifitics. operating cash flow or a combination of the
above.

National Parking Corporation. On April 27, 1998, the Company acquired National Parking
Corporation {(*NPC") for $1.6 billion in cash, which included the repayment of approximately $227
million of outstanding NPC debt. NPC is substantially comprised of two operating subsidiaries. National
Car Parks (“NCP"} is the largest private (non-municipal} single car park opcrator in the UK with
approximately 500 locations. Green Flag operates the third largest roadside assistance group in the UK
and offers a wide-range of emergency support and rescue services to approximately 3.5 million memhers.
The Company funded the NPC acquisition with borrowings under ils revolving credit facilities

Harpur Group. On January 20, 1998, the Company completed the acquisition of Harpur, a leading
fuel card and vehicle managemenl company in the UK. from privalely held H-G Holdings, Inc. for
approximalely $186.0 million in cash plus future contingent payments of up to $20.0 million over the next
WD ycars.

Jackson Hewitt.  On January 7, 1998, the Company completed the acquisition of Jackson Hewt! for
approximately $480.0 million in cash, Jackson Hewitt uperates the second largest tax preparation service
franchise system in the Umited States. The Jackson Hewilt franchise system specializes in compulterized
preparation of federal and state individual income lax returns,

Other Completed 1998 Acquisitions. The Company paid cash 1o acquire certain other entities and
assets for an apgregale purchase price of $544.5 million in cash. Additionally during the first guarter of
1998, the Company paid $100.0 million to the selier of RCI 1n satisfaction of a contingent purchase
fiubility.

Providian. On December 9, 1997, the Company execuled a definilive agreement to acquire
Providian Auto and Home Insurance Company [or approximately $219.0 million in cash. Closing is
subject to receipt of required regulatory approval which will require resiated financial statements of the
Company and other customary conditions. Providian sclls automabile insurance (o consumers through
direct response marketing.

Financing (Exclusive of Management and Mortgege Program Flnancing)

The Company believes that it has excellent hquidity and access o liguidity through various sources.
The Company has also demonstrated its ability tu access equily and public debt markets and financial
institutions to generate capital for strategic acquisitions. The Company 1s unable 1o access equity and
public debt markets until the filing of restated financial statements with th= Secunities w~d Exchange
Cammission. Accordingly, the Company has sccured additional liquidity through other sources including
a 30-4-day, $3.25 billion term loan facility and commitied resolving credit facilitics of $2.65 billion,
Revolsing credil facilitics include a bank commitment to provide a $650 milli n. 364-day revolving facility,
which 1s available 1o (und the American Bankers.

On Muay 29, 1998, the Company ¢atered inio s 364- ay term toan facility with a syndicate of financial
nstitutions which provides for borrowings of up to $3.25 billion (the “Term Loan Faciliiy™). The Term
Loan Facility bears interest at LIBOR plus the applicable LIBOR spread. as defined. The Company
intends to repay all outstanding borrowings under the Term Loan Facitity privr to December 1. 1998,
Upon the cxecution of the Term Loan Facility, temporary credit agreements, which provided for $1.0
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billion of horrowings, wer inated. The Term Loan Facility cont‘ccnain restrictive covenants,
which are substantially simif# to and consistenl with the covenants in ct for the Company's existing
revolving credil agreements. At June 30, 1998, the Term Loan Facility was (ully utilized The Company
used $2 billion of the proceeds from the Term Loan Facility to refinance the oulstanding borrowings
urder its revolving credit facilitics and intends to use the remainder for the acguisition of American
Bankcrs, RAC Moloring Services (Sce Note 11) and for general corporate purposes

The Company's primary credil facility, consists of (i) a $750.0 million, live year revolving credit
facility (the “Five Year Revolving Credit Facility™) and {ii) a $1.25 billion, 364 day revolving credit facility
(ihc “364 Day Revolving Credil Facility™} and collectively with the Five Year Revolving Credit Facility.
(the “Revolving Credit Facilities™). The 364-Day Revolving Credit Facility will mature on Sepiember X1
1998 but may be extended on an annual basis {or an additional 364 davs upon reeciving lender approval,
The Company has submiticd an extension request to the lenders under the 364 Day Revolving Credit
Facility. The Five-Year Revolving Credit Facility will mature on October 1, 2001. The Revolving Credit
Facilities, al the option of the Company. bear interest based on competitive bids of lenders participating
in the facilitics, at prime rates or at LIBOR plus a margin of approximately 22 basis points The Company
is required to pay a per annum facility fee of Q8% and .06% of the average daily avallability of 1he Five
Year Revolving Credit Facility and 364 Day Revolving Credit Facility, respectively. The interest rates and
fucility fees are subject to change based upon credit ratings on the Company™s senins unsecured long-term
debt by nationally recognized siatistical raling companies. The Revolving Credit Faahities contam certain
restriclive cavenants including restrictions on indebledness, mergers. liquidations and sale and leaseback
iransactions and requires the maintcnance of cerlain linancial ratios, including a 3] minimum interess
coverage ratio and a 3.5:1 maximum coverage ratio, as defined.

Company debt was $4.1 billion at Junc 30, 1998, which primarily consisted of $.25 billion of
short-term borrowings under the Company's Term Loan Facility and $700 milbon of publicly issued fixed
rate debt,

The Company filed an amended shell registiation statement (the »Shelf Registration Statement™) on
February 6, 1998 with the Securitics and Exchange Commission for the issuance of up to an aggregate $4.0
billion of debt and equily securities. Pursuant to the Shell Registration Statement, the Company issued
29.9 million FELINE PRIDES and 2.3 million trust preferred securitics on March 2, 1998 and received
approximately $1.4 billion in gross proceeds therefrom. The wsuance of the FELINE PRIDES resolted
in the utilization of approximately $3 billion of availability under the She!l Registration Statement. The
FELINE PRIDES consist of 27.6 million Income PRIDES and 2.3 million Growth PRIDES, cach with a
face amount of §50 per PRIDE. The Income PRIDES consist of trust securities and stock purchase
contracts under which the hotders will purchase common stock from the Compuany in February of 2001
The Growth PRIDES consist of stock purchase contracts under which the holders will purchase common
stock from the Company in February 2001 and zero coupon US, Treasury securities. The trust preferred
securities will bear interest at the annual rate of 6.45 percent. and the forward purchase contract (orming
a part of the Income PRIDES will pay 1.05 pereent annusily in the form of a contract adjustment
payment. The lorward purchase contract forming a part of the Growth PRIDLS will pay 1.3 percent
annually in the form of a contract adjustment payment, The forward purchase contracts call for the holder
o purchase a minimum ol 1.0395 shares and a maximum of 1.3514 shares of the Company commaon stock
per PRIDES sccurity, depending upon the average of the closing price per share of Company common
stock for a 20 conseculive trading day period ending in mud-February of 2001

The Company filed a shell registration statement with the Secunues and bxchange Commission
which has not vet become effective for the aggregate issuance of up 1o 330 billion ol debl and equaty
SeCuUritics.

(in May 4. 1998, the Company redeemed all of the oustandimg (3194 1.5 nullion praincipal ameunt) of
A1 Convertible Semor Notes due 2003 at a price of 03,343« of the prinaipal amount, logether with
interest accrued to the redemplion date. Poor to May 4, 1998, $20.5 miflion ol such notes were exchanged
for 2.5 million shares of Company commaon stock.
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on the sccondary market until July 1998, The Company used $3.9 billion in cash jlows from investing
activitics, which consisted of $2.7 billion of acquisitions and acquisition-related payments and $811 Y
milliun of ner investment in assets under management and morigage programs. Cash provided by
financing activities of $5.7 bilion primarily reflects the issuance of the FELINE PRIDES and procec is of
£3.3 billion from borrowings under the term loan facility,

Impact Of New Accounting Pronosncements

In June 1997, the FASB issucd SFAS No. [31 “Disclosures About Segments of an Enterprise and
Related Infurmation™ effective for annual penoeds beginming after December L5, 1997 and interim per sds
subseyuent to the initial vear of application. SFAS No. [31 establishes standards for the way thet puale
business enterprises report information aboul their operating segments ¢n their annual and interim
financial statements. 1t also requires public enterprises o disclose company-wide information regarding
products and services and the geographic areas in which they operate. The Company will adopt SFAS
No. 131 in 1998,

In February 1998, the FASB issued SFAS No. 132 "Empleyers’ Disclosures About Pension and Other
Postretirement Benelfits™ effective for periods beginning after December 15, 197, The Company will
adapt SFAS No. 132 effective tor the 1998 calendar year end.

The aforementioned recently issued accounting pronouncements establish standards for disclosures
only and therefore will have no impact on the Company’s financial position or results of operations

In June 1998, the FASB issued SFAS No. 133 »Accounting for Derivative Instruments and Hedging
Activitiea” effective for the periods beginning after June 15, 1999, SFAS No. 133 requires the recognimian
of all derivatives in the consolidaled balance sheel as either assels or habilities measured at faur salue. The
Company will adopt SFAS N, 133 cffective for the 2000 calendar year end. The Company has not el
determined the impact SFAS No. 133 will have on its linanciat statements.

Year 2000 Compllance

The Company currcatly is in the process of indentifysng, ¢valuating and implementing changes to
compulter systems and applications necessary to achieve a year 2000 date conversion with no effect on
customers or distuplion to business operations. These actions are necessary to ensure that the systems and
applications wiil recognize and process data from and after January 1, 2000 and beyond. Major arcas of
putential business impact have been identificd and are bewng, reviewed, and inthal conversion efforts are
underway. However, if such modifications and conversions are not made, or are not completed timely, the
year 2000 1ssue could have a material impact on the operations of the Company. The total future cost of
complance associated with identificd actions is anticipated 1o be approxmately $4 mulion, Vanations
from anticipated expenditures and the clfect on the Company’s fulure results of operations are oo
anticipaled 1o be material in any given year.

ITEM 3—QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

In recurring operations, the Company must deal with cffeets of changes ininterest rates and curreney
exchange rales. The following discussion presents an overview of how such changes are managed and a
view of thesr potential effects.

The Company uses various financial instruments. particularly interest rate wnd currency swaps and
curreney torwards, {0 manage its respechive interest rale snd currency risks. T'he Company s exclusively
an end user of these instruments, which are commonly referred to as dervatives. The Company does nat
cngape in tading, market-making or other speculative activities in the derivauves markets, Established
praclices tequire that derivalive financial instruments relate to specific asset, liability or equdty
Iransachions OF 10 CUTTENCy CXposures,

The Securities and Exchange Commission requires that registrants include snformation shout
potential effccts of changes in interest rates and currency cxchange 1 . their financial statements. Although
the rules offer alternatives for presenting this information, none of the alternatives is without imitations.
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The following discussio ased on so-calied “shock tesis.” whicmcl cflects of interest rate and
currency shifis on the réporting company. Shock tests, while prot™y thc most meaningful analysis
permitted, are constrained by several factors, including the necessily to conducl the analysis based on a
single point in time and by their inability to includc the extraordinarily complex market reactions that
normally would arise from the market shifls modeled. While the following results of shock tests for
inlerest rate and currencies may have some imited use as benchmarks, they should not be viewed as
forecasts.

¢ One means of asscssing exposure in intcrest ralc changes is a duration-based analysis that
measures the potential loss in net earmings resulting from a hypothetical 10% change (decrease)
in interest rates across all maturitics (somctimes referred to as a “parallel shift 1in the yield
curve”), Under this model, il is estimated thai, all elsc constant, such decrease would not
adversely impact the 1998 net earnings of the Company based on June X, 1998 posihons.

* Onc means of assessing cxposure (o changes in currency exchange rates is to model effects on
future earnings using a sensitivity analysis. Six months ended Junce M1 1998 consolidated currency
exposures, including financial instruments designated and cflective as hedges. were analysed 1o
identify the Company’s assets and liabilitics denominated in other than their relevant functional
curtency. Net unhedged cxposures in cach currency were then remeasured assuming a 1%
change (decrease} in currency exchange raies compared with the U.S. dellar. Under this model,
it is estimaled that, all else constant, such a decrease would not adversely impact the 1998 net
carnings of the Company based on June 30, 1998 positions.

The categories of primary market risk exposure of the Company are: (3) long-term ULS. inlerest rates
due to morigage loan origination commitmenis and an investiment in mortgage loans held for resale; (i)
shori-term interest retes as they impact vehicle anu relociation recgivables; and (i) LIBOR and
commercial paper interest rates duc Lo their impact on variable rate borrewings.
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PART Ii. OTHER INFORMATION

ITEM 1—-LEGAL PROCEEDINGS

The discussion contained under the heading “Company Investigation and Litigation™ in Note 11
cortained in Part |—FINANCIAL INFORMATION, liem !—Financial Statements, is incorporated
herein by reference in its entirety.

ITEM 6—EXHIBITS AND REPORTS ON FORM §-K
(a) Exhibits
{b} Reports on Form 8-K

The Company filed a report on Form 8-K dated April 17, 1998 reporting in [tem 5 the discovery of
accounting irregularities at the former CUC International Inc. business units, the termination of Cosmo
Corigliano and the submission of resignations by Kirk Shelton and Amy Lipton.

The Company filed a report on Form 8-K dated May 5, 1998 reporting in Item 2 the acquisition of
National Parking Corporation Limited and in Item 5 the Companyy first quarter 1998 carnings, the
postponement of the Company’s Annual Meeting, the execution of a commitment for a new Term Loan
Facility and the availability of the Company’s ezisting credit facilities.

The Company filed 8 report on Form 8-K dated May 18, 1998 reporting in Item 4 the dismissal of
Ernst & Young LLP as the independent accountants upon whom Deloitte & Touche LLP. the Company
principal independent accouniants, previously relied in its report on the Company.

The Company filed a report on Form 8-K dated June 4, 1998 reporting in Item 5 the execution of a
new $3.25 billion term loan credit facility.
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C SIGNATURES .

Pursuant to the requirements of the Securities and Exchange Act of 1934, the Regisiranl has duly
caused this amendment (o this report to be signed on its behalf by the undersigned thercunto duly
authorized.

CENDANT CORPORATION

By: /s Scotl E. Forbes

Scotl E. Forbes
Execulive Vice President
and Chief Accounting Oflicer

Daie: August 14, 1998
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CendantCom, Inc.
Attachment 2
FINAN PABILI
As a subsidiary of Cendant Corporation (“Cendant™), CendantCom will benefit from

Cendant's significant financial resources.! The Cendant family of companies is financially
strong. As demonstrated by Cendant’s most recent SEC Form 10-Q. in the first six months of
1998 Cendant reported total revenues of $2.46 hillion. In the second quarter 1498 alone Cendant
reported total assets of approximately $20.5 billion, and total revenues of over $1.3 billion, an
increase from approximately $1.02 billion in the second quarter 1997 -- a 28 percent increase in
revenues. Approximately $24.8 million of the net revenue increase was aftributable 1o acquired
1998 operations, with the remainder being attributable to internal growth. On the basis of the
foregoing. CendamCom is financially qualified to provide welecommunications services in

Flonda.

CendantCom'’s financial operations will be ! rmally reported by Cendant Corporstion on
a consolidated basis.
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CendantCom, Inc.
Attachment 3
AL C ILITY
CendantCom has the managerial ability necessary {or the provision of intrastate
telecommunications services in the state of Florida. CendantCom is managed by a team of
highly experienced personnel, which is also involved in the ongoing operations of Cendant

Corporation. The directors and officers of CendantCom are:

John W, Chidsey Director & President *

John H. Fullmer Director & Executive Vice President **
Anthony L. Menchaca Director & Executive Vice President **
Michael H. Wargotz Chief Financial (MTicer & Assistant Treasurer *
Jeanne M. Murphy Secretary **

Terry E. Kridler Senior Vice President & ‘| reasurer **
Peter Taktikos Vice President **

Birgit Philipp Vice President, Tax **

Enc J. Bock Assislant Sccretary **

Mark E. Johnson Assistant Treasurer ***

Peter G. McGonagle Assistant Secretary **

John Peterson Assistant Treasurer *

A. Donald Ruston Assistant Treasurer ***

Richard Schwamb Assistant Treasurer *

Biographies of the above-listed directors and officers will be forwarded w the
Commission upon request.

* These individuals may be reached at the following address:
6 Sylvan Way
Parsippany, NJ 07054

** T'hese individuals may be reached at the following address:
707 Summer Street
Stamford, CT 06901

*»% These individuals may be reached at the following address:

307 International Circle
Hunt Valley, MD 21030
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KELLEY DRYE & WARREN P

AL TED LAAEA Y FAE T Bl el DS FEOFEBNIO AL ARBOL 8T amE

1200 19™ STREET, N.W.

HEW YORAK, NT SUITE 500 fOrACBIMILE

LOS ANGELIE, CA (20E) BBB- BT wE

WASHINGTON, D.C. 20036

AN, FL

CHICAQOD, IL

2O2) D559
BTAMFORD, CY oﬁiEPOSﬁ DATE WRITEH'S DIRECT LINE
702) 955977
PARBIPPANY, NJ no 04 . SEP 0 B w [ I L]

WRITER'S € MaiL
thinnall@uelleydrye com

BRUSSILE, BCLIIUM

HOMNG MONG

Septmerber 4, 1998

AFFILIATL OFFiCLS
BANOROR, THAILAND
JAKARTA, INDONCSIA

MMAMHILA, THE PHILIPRINES
MUMBAL, INDIA
TORYOD, JAPAMN

By FEDERAL EXPRESS

Ms. Blanca Bayé 5?2?/!07- TZ_

Director, Division of Records and Reporting
Florida Public Service Commission

2540 Shumard Oak Boulevard

Tallahassee, FL. 32399-0850

Re:  Application of CendantCom, Inc. to Provide Interexchange Services
Dear Ms. Bayo:

Enclosed for filing with the Florida Public Service Commission please find an
original and 6 copies of the application of CendantCoia, Inc. 1o provide resold interexchange
services in the state of Florida, and a check in the amount of $250 in payment of the applicable
fee. Please also find enclosed a duplicate of this filing and a postage-prepaid, self-addressed
envelope. Kindly date-stamp the duplicate upon receipt and return it in the envelope provided.

L] ] sl .%ie 8. armtmatmin i cn o bhas a mme mrsmstgane nanasentass Thie
FIRST UNION NATIOmAL BANK -
WasevaTON OC 05048
KELLEY DRYE & WARREN LLP 15.127/540
1200 19TH STREET, N.W. G450
WASHINGTON, DC 20036
August 27, 1998
ORDLN OFF _ Plorida Public Bervice Commission ¢ 250.00
Two-Hundred and Pifty -00/100
DOLLARS

MEMo Filing fee 10184.001 09749 Sep- K Gg_ﬁ%:vt;






