Edgar Filing: IHS Inc. - Form 10-Q

IHS Inc.

Form 10-Q
September 24, 2012
Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
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PART 1. FINANCIAL INFORMATION

Item 1. Financial Statements

IHS INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except for share and per-share amounts)

Assets

Current assets:

Cash and cash equivalents

Accounts receivable, net

Income tax receivable

Deferred subscription costs

Deferred income taxes

Other

Total current assets

Non-current assets:

Property and equipment, net

Intangible assets, net

Goodwill, net

Prepaid pension asset

Other

Total non-current assets

Total assets

Liabilities and stockholders’ equity

Current liabilities:

Short-term debt

Accounts payable

Accrued compensation

Accrued royalties

Other accrued expenses

Deferred revenue

Total current liabilities

Long-term debt

Accrued pension liability

Accrued postretirement benefits

Deferred income taxes

Other liabilities

Commitments and contingencies

Stockholders’ equity:

Class A common stock, $0.01 par value per share, 160,000,000 shares
authorized, 67,621,367 and 67,527,344 shares issued, and 65,937,011 and
65,121,884 shares outstanding at August 31, 2012 and November 30, 2011,
respectively

Additional paid-in capital

Treasury stock, at cost: 1,684,356 and 2,405,460 shares at August 31, 2012
and November 30, 2011, respectively

As of
August 31, 2012
(Unaudited)

$298,433
289,548
19,932
45,229
53,026
27,924
734,092

157,995
578,597
1,959,663
9,042
8,783
2,714,080
$3,448,172

$170,208
36,795
45,140
19,101
67,138
516,188
854,570
837,503
7,672
9,006
148,234
22,548

676

671,378
(101,711

As of
November 30,
2011
(Audited)

$234,685
326,009
25,194
43,136
45,253
23,801
698,078

128,418
514,949
1,722,312
9,280
2,374,959
$3,073,037

$144,563
32,428
57,516
26,178
69,000
487,172
816,857
658,911
59,460
9,200
123,895
19,985

675

636,440
) (133,803

)
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Retained earnings 1,042,367 930,619
Accumulated other comprehensive loss (44,071 ) (49,202
Total stockholders’ equity 1,568,639 1,384,729
Total liabilities and stockholders’ equity $3,448,172 $3,073,037

See accompanying notes.
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IHS INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

(In thousands, except for per-share amounts)

Three Months Ended August 31, Nine Months Ended August 31,

2012 2011 2012 2011
Revenue:
Products $339,946 $295,328 $964,444 832,006
Services 45,663 43,390 151,067 122,976
Total revenue 385,609 338,718 1,115,511 954,982
Operating expenses:
Cost of revenue:
Products 132,577 120,638 392,931 343,437
Services 21,169 23,376 72,676 68,448

Total cost of revenue (includes stock-based
compensation expense of $1,488; $854; $4,467
and $2,638 for the three and nine months ended
August 31, 2012 and 2011, respectively)
Selling, general and administrative (includes
stock-based compensation expense of $29,050;

153,746 144,014 465,607 411,885

$21,570; $86,465 and $61,175 for the three and 138,519 117,352 390,540 324,792
nine months ended August 31, 2012 and 2011,
respectively)
Depreciation and amortization 31,390 23,496 86,683 62,411
Restructuring charges 967 — 12,080 702
Acquisition-related costs 2,104 1,540 3,472 6,089
Net periodic pension and postretirement 2,001 235 5.998 2,383
expense
Other expense (income), net 622 (197 ) (680 ) 416
Total operating expenses 329,349 287,040 963,700 808,678
Operating income 56,260 51,678 151,811 146,304
Interest income 255 163 674 654
Interest expense (5,057 ) (2,967 ) (14,837 ) (6,774
Non-operating expense, net (4,802 ) (2,804 ) (14,163 ) (6,120
.Income from continuing operations before 51,458 48.874 137.648 140,184
income taxes
Provision for income taxes (7,384 ) (8,183 ) (25,908 ) (27,951
Income from continuing operations 44,074 40,691 111,740 112,233
Income from discontinued operations, net 8 118 8 454
Net income $44,082 $40,809 $111,748 112,687
Basic earnings per share:
Income from continuing operations $0.67 $0.63 $1.70 $1.73
Income from discontinued operations, net $— $— $— $0.01
Net income $0.67 $0.63 $1.70 $1.74
Weighted average shares used in computing

65,992 65,022 65,795 64,864

basic earnings per share
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Diluted earnings per share:

Income from continuing operations $0.66 $0.62
Income from discontinued operations, net $— $—
Net income $0.66 $0.62

Weighted average shares used in computing

diluted earnings per share 66,808 65,677

See accompanying notes.
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$1.68
66,602

$1.71
$0.01
$1.72
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IHS INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(In thousands)

Nine Months Ended August 31,

2012 2011
Operating activities:
Net income $111,748 $112,687
Reconciliation of net income to net cash provided by operating activities:
Depreciation and amortization 86,683 62,411
Stock-based compensation expense 90,932 63,813
Excess tax benefit from stock-based compensation (13,181 ) (9,182
Net periodic pension and postretirement expense 5,998 2,110
Pension and postretirement contributions (67,023 ) —
Deferred income taxes (7,082 ) 11,120
Change in assets and liabilities:
Accounts receivable, net 46,177 35,737
Other current assets (4,435 ) (3,471
Accounts payable 7,806 (7,838
Accrued expenses (30,678 ) (26,439
Income tax payable 16,742 (13,874
Deferred revenue 2,505 25,832
Other liabilities 64 336
Net cash provided by operating activities 246,256 253,242
Investing activities:
Capital expenditures on property and equipment (49,699 ) (45,373
Acquisitions of businesses, net of cash acquired (306,268 ) (699,992
Intangible assets acquired (3,700 ) (2,985
Change in other assets 1,658 (1,203
Settlements of forward contracts (3,058 ) (2,849
Net cash used in investing activities (361,067 ) (752,402
Financing activities:
Proceeds from borrowings 680,001 870,000
Repayment of borrowings (476,399 ) (353,368
Payment of debt issuance costs (740 ) (6,326
Excess tax benefit from stock-based compensation 13,181 9,182
Proceeds from the exercise of employee stock options 2,938 2,144
Repurchases of common stock (35,358 ) (28,032
Net cash provided by financing activities 183,623 493,600
Foreign exchange impact on cash balance (5,064 ) 7,697
Net increase in cash and cash equivalents 63,748 2,137
Cash and cash equivalents at the beginning of the period 234,685 200,735
Cash and cash equivalents at the end of the period $298,433 $202,872

See accompanying notes.
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IHS INC.
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

(Unaudited)
(In thousands)

Balance at
November 30, 2011
(Audited)
Stock-based award
activity

Excess tax benefit on
vested shares

Net income

Other comprehensive
income, net of tax:
Unrealized losses on
hedging activities
Foreign currency

translation adjustments
Comprehensive income,

net of tax
Balance at August 31,
2012

See accompanying notes.

Shares of
Class A
Common
Stock

65,122

815

65,937

Class A
Common
Stock

$675

$676

Additional
Paid-In
Capital

$636,440

21,757

13,181

$671,378

Retained
Earnings

Treasury
Stock

$(133,803) $930,619

32,092 —

— 111,748

$(101,711) $1,042,367

Accumulated
gﬂggrehensive Total

Loss

$(49,202 ) $1,384,729
— 53,850

— 13,181

— 111,748
(457 ) (457 )
5,588 5,588

— 116,879
$(44,071 ) $1,568,639
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IHS INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1.Basis of Presentation and Significant Accounting Policies

The accompanying unaudited condensed consolidated financial statements of IHS Inc. (IHS, we, our, or us) have been
prepared on substantially the same basis as our annual consolidated financial statements and should be read in
conjunction with our annual report on Form 10-K, as amended, for the year ended November 30, 2011. In our opinion,
these condensed consolidated financial statements reflect all adjustments necessary for a fair presentation of the
financial position, results of operations, and cash flows for the periods presented, and such adjustments are of a
normal, recurring nature.

Our business has seasonal aspects. Our fourth quarter typically generates our highest quarterly levels of revenue and
profit. Conversely, our first quarter generally has our lowest levels of revenue and profit. These trends have been
further amplified by the product mix from recent acquisitions, which tend to generate a larger proportion of their sales
in the fourth quarter. We also experience event-driven seasonality in our business; for instance, IHS CERAWeek, an
annual energy executive gathering, is held during our second quarter. Another example is the triennial release of the
Boiler Pressure Vessel Code (BPVC) engineering standard, which generates revenue for us predominantly in the third
quarter of every third year. The BPVC benefit most recently occurred in the third quarter of 2010.

Recent Accounting Pronouncements

In June 2011, the Financial Accounting Standards Board (FASB) issued guidance on the presentation of
comprehensive income that will become effective for us in the first quarter of 2013. Under the new guidance, an entity
has the option to present the total of comprehensive income, the components of net income, and the components of
other comprehensive income either in a single continuous statement of comprehensive income or in two separate but
consecutive statements. This guidance does not change the components that must be reported in other comprehensive
income or when an item of other comprehensive income must be reclassified to net income. We are evaluating our
presentation options under this Accounting Standards Update (ASU); however, we do not expect these changes to
impact the consolidated financial statements other than the change in presentation.

In September 2011, the FASB issued guidance on testing goodwill for impairment that will become effective for us in
the first quarter of 2013; however, early adoption is permitted. Under the new guidance, an entity has the option to
first assess qualitative factors to determine whether the existence of events or circumstances leads to a determination
that it is more likely than not that the fair value of a reporting unit is less than its carrying amount. If the entity
determines that this threshold is not met, then performing the two-step impairment test is unnecessary. We are
currently evaluating whether we will elect to adopt this new qualitative approach to impairment testing prior to the
first quarter of 2013, but we do not expect that the adoption of this standard will have an impact on our consolidated
financial statements.

In July 2012, the FASB issued guidance on testing indefinite-lived intangible assets for impairment that will become
effective for us in the first quarter of 2013; however, early adoption is permitted. The new guidance permits an entity
first to assess qualitative factors to determine whether it is more likely than not that an indefinite-lived intangible asset
is impaired as a basis for determining whether it is necessary to perform the quantitative impairment test. We are
currently evaluating whether we will elect to adopt this new qualitative approach to impairment testing prior to the
first quarter of 2013, but we do not expect that the adoption of this standard will have an impact on our consolidated
financial statements.

2.Business Combinations

11
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During the nine months ended August 31, 2012, we completed the following acquisitions:

Acquisitions announced March 5, 2012. On March 5, 2012, we announced the completion of three strategic
acquisitions: Displaybank Co., Ltd., a global authority in market research and consulting for the flat-panel display
industry; the Computer Assisted Product Selection (CAPS™) electronic components database and tools business,
including CAPS Expert, from PartMiner Worldwide; and certain digital oil and gas pipeline and infrastructure
information assets from Hild Technology Services. The combined purchase price of the transactions was
approximately $44 million. We expect that Displaybank will deepen our Asia Pacific research and analysis
capabilities, that the CAPS family of products will significantly enhance our existing electronic parts information
business, and that the digital oil and gas pipeline and infrastructure business will help us deliver a more robust product
offering for energy producers and refiners in North America.

12
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IMS Group Holdings Ltd. (IMS Research). On March 22, 2012, we acquired IMS Research, a leading independent
provider of market research and consultancy to the global electronics industry, for approximately $44 million in cash,
net of cash acquired. The acquisition of IMS Research will help us expand our products and services in the
technology, media and telecommunications value chain, and we expect that it will better position us to deliver a more
robust product offering to our customers in the global technology marketplace.

BDW Automotive GmbH (BDW). On March 29, 2012, we acquired BDW, a leader in the development of information
and planning systems and intelligent processing of vehicle databases for the automotive industry, for approximately
$7 million, net of cash acquired. We expect that this acquisition will significantly expand our capabilities in the
automotive dealer and aftermarket data and systems market.

XeDAR Corporation (XeDAR). On May 11, 2012, we acquired XeDAR for approximately $28 million in cash, net of
cash acquired. XEDAR is a leading developer and provider of geospatial information products and services. We expect
that XeDAR’s proprietary geographic and land information system solutions will provide a valuable contribution to our
energy technical information and analytical tools.

CyberRegs. On July 2, 2012, we acquired the CyberRegs business from Citation Technologies, Inc., for approximately
$11 million in cash. The CyberRegs business is designed to help customers make business decisions about regulatory
compliance for Enterprise Sustainability Management. We expect that this acquisition will allow customers to reduce
IT system and workflow complexity by reducing the number of vendors they rely on to support their strategies for
Enterprise Sustainability Management.

GlobalSpec, Inc. (GlobalSpec). On July 9, 2012, we acquired GlobalSpec, a leading specialized vertical search,
product information, and digital media company serving the engineering, manufacturing, and related scientific and
technical market segments, from Warburg Pincus LLC, for $136 million, net of cash acquired. We believe that the
acquisition of GlobalSpec, Inc., will allow us to improve our product design portfolio and create an expanded
destination for our products and services.

Invention Machine. On July 11, 2012, we acquired Invention Machine, a leader in semantic search technology that
uncovers relevant insights held within a wealth of internal and external knowledge sources, for approximately $40
million, net of cash acquired. We expect to use Invention Machine's semantic search engine to help customers
accelerate innovation and develop, maintain, and produce superior products and services.

The following table summarizes the preliminary purchase price allocation, net of acquired cash, for all acquisitions
completed in 2012 (in thousands):

GlobalSpec All others Total
Assets:
Current assets $5,512 $11,702 $17,214
Property and equipment 1,880 2,531 4,411
Intangible assets 45,200 75,979 121,179
Goodwill 114,215 118,117 232,332
Other long-term assets 2,157 282 2,439
Total assets 168,964 208,611 377,575
Liabilities:
Current liabilities 2,374 8,191 10,565
Deferred revenue 12,238 12,926 25,164
Deferred taxes 17,661 17,706 35,367
Other long-term liabilities 211 — 211

13



Total liabilities
Purchase price

3.Commitments and Contingencies
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32,484 38,823
$136,480 $169,788

71,307
$306,268

14
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From time to time, we are involved in litigation, most of which is incidental to our business. In our opinion, no
litigation to which we currently are a party is expected to have a material adverse effect on our results of operations or
financial condition.

4.Comprehensive Income
Our comprehensive income for the three and nine months ended August 31, 2012 and 2011, was as follows (in

thousands):
Three Months Ended August 31, Nine Months Ended August 31,

2012 2011 2012 2011
Net income $44,082 $40,809 $111,748 $112,687
Other comprehensive income (loss):
Unrealized losses on hedging activities (292 ) (1,660 ) (457 ) (2,290 )
Foreign currency translation adjustments 15,458 (3,129 ) 5,588 26,228
Total comprehensive income $59,248 $36,020 $116,879 $136,625

5.Restructuring Charges

In the fourth quarter of 2011, we began to consolidate positions to our recently established accounting and customer
care Centers of Excellence (COE) locations. During the first nine months of 2012, we have continued to consolidate
positions to the COEs, as well as eliminating positions related to other identified operational efficiencies. We also
began consolidating legacy data centers in 2012, including incurring certain contract termination costs. We expect to
continue to incur costs related to these and other similar activities in future periods, resulting in additional
restructuring charges.

During the first nine months of 2012, we recorded approximately $12.1 million of restructuring charges for direct and
incremental costs associated with these activities. The activities included the movement or elimination of
approximately 190 positions. During the nine months ended August 31, 2012, approximately $9.9 million of the
charge was recorded in the Americas segment, $1.9 million was recorded in the EMEA segment, and $0.2 million was
recorded in the APAC segment.

The following table provides a reconciliation of the restructuring liability as of August 31, 2012 (in thousands):

Employee
Severance and Contract
Other Termination Other Total
Termination Costs
Benefits
Balance at November 30, 2011 $540 $— $— $540
Add: Restructuring costs incurred 9,177 2,228 597 12,002
Revision to prior estimates 78 — — 78
Less: Amounts paid (7,599 ) (723 ) (538 ) (8,860 )
Balance at August 31, 2012 $2,196 $1,505 $59 $3,760

As of August 31, 2012, approximately $3.0 million of the remaining liability was in the Americas segment and $0.8
million was in the EMEA segment.

6. Acquisition-related Costs

15
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During the first nine months of 2012, we recorded approximately $3.5 million of direct and incremental costs
associated with recent acquisitions, including legal and professional fees, the elimination of certain positions, and a
facility closure. Substantially all of the costs were incurred within the Americas segment.

The following table provides a reconciliation of the acquisition-related costs accrued liability as of August 31, 2012
(in thousands):

9
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Employee
Severance and Contract
Other Termination Other Total
Termination Costs
Benefits
Balance at November 30, 2011 $1,619 $469 $185 $2,273
Add: Costs incurred 1,485 54 1,933 3,472
Less: Amounts paid (1,976 ) (523 ) (2,086 ) (4,585 )
Balance at August 31, 2012 $1,128 $— $32 $1,160

As of August 31, 2012, the entire remaining $1.2 million liability was in the Americas segment.
7.Discontinued Operations

Effective December 31, 2009, we sold our small non-core South African business. We have one remaining three-year
note receivable that is secured by a pledge on the shares of the South African company.

During the fourth quarter of 2011, we discontinued operations of a small print-and-advertising business focused on a
narrow, declining market. The abandonment of this business included certain intellectual property. We also
discontinued a minor government-services business during that period.

Operating results of these discontinued operations for the three and nine months ended August 31, 2012 and 2011,
respectively, were as follows (in thousands):
Three Months Ended August 31, Nine Months Ended August 31,

2012 2011 2012 2011
Revenue $— $2.114 $— $5,970
.Income from discontinued operations before 18 185 18 747
income taxes
Tax expense (10 ) (67 ) (10 ) (293 )
Income from discontinued operations, net $8 $118 $8 $454

8.Stock-based Compensation

Stock-based compensation expense for the three and nine months ended August 31, 2012 and 2011, respectively, was
as follows (in thousands):
Three Months Ended August 31, Nine Months Ended August 31,

2012 2011 2012 2011
Cost of revenue $1,488 $854 $4.,467 $2,638
Selling, general and administrative 29,050 21,570 86,465 61,175
Total stock-based compensation expense  $30,538 $22.424 $90,932 $63,813

Total income tax benefits recognized for stock-based compensation arrangements were as follows (in thousands):
Three Months Ended August 31, Nine Months Ended August 31,
2012 2011 2012 2011

Income tax benefits $10,797 $7.842 $32,151 $22.444

No stock-based compensation cost was capitalized during the three or nine months ended August 31, 2012 and 2011.

As of August 31, 2012, there was $121.8 million of unrecognized compensation cost, adjusted for estimated

forfeitures, related to nonvested stock-based awards that will be recognized over a weighted average period of

approximately 1.2 years. Total unrecognized compensation cost will be adjusted for future changes in estimated

17
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forfeitures.
Restricted Stock Units (RSUs). The following table summarizes RSU activity during the nine months ended
August 31, 2012.

10
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Weighted-
Shares Average Grant

Date Fair Value
(in thousands)

Balances, November 30, 2011 2,898 $66.74
Granted 1,308 $87.51
Vested (1,119 ) $61.01
Forfeited (142 ) $75.60
Balances, August 31, 2012 2,945 $77.71

The total fair value of RSUs that vested during the nine months ended August 31, 2012 was $103.7 million based on
the weighted-average fair value on the vesting date.

9.Income Taxes

Our effective tax rate is estimated based upon the effective tax rate expected to be applicable for the full fiscal year.
Our effective tax rate for the three and nine months ended August 31, 2012 was 14.3 percent and 18.8 percent,
respectively, compared to 16.7 percent and 19.9 percent for the same periods of 2011. The lower 2012 rates reflect the
benefits from discrete period items, including a reduction in the statutory tax rate in the United Kingdom, as well as
domestic pre-tax income being a lesser portion of global pre-tax income in the period.

10.Debt

On August 29, 2012, we exercised an expansion feature under our syndicated bank credit agreement (the Credit
Facility) to increase our borrowing capacity under the revolver to $1.0 billion. We also increased our term loan
borrowings under the Credit Facility to $513 million. All borrowings under the Credit Facility are unsecured. The loan
and revolver included in the Credit Facility have a five-year term ending in January 2016. The interest rates for
borrowings under the Credit Facility will be the applicable LIBOR plus 1.00% to 1.75%, depending upon our
Leverage Ratio, which is defined as the ratio of Consolidated Funded Indebtedness to rolling four-quarter
Consolidated Earnings Before Interest Expense, Taxes, Depreciation and Amortization (EBITDA), as defined in the
Credit Facility. A commitment fee on any unused balance is payable periodically and ranges from 0.15% to 0.30%
based upon our Leverage Ratio. The Credit Facility contains certain financial and other covenants, including a
maximum Leverage Ratio and a maximum Interest Coverage Ratio, as defined in the Credit Facility.

On August 29, 2012, we also entered into a new $250 million interest-only term loan agreement. The loan has a
two-and-a-half year term ending in March 2015, and borrowings under the loan are unsecured. The interest for
borrowing under the term loan, as well as certain financial and other covenants, including a maximum Leverage Ratio
and a maximum Interest Coverage ratio, are identical to the existing Credit Facility term loan.

As of August 31, 2012, we were in compliance with all of the covenants in the Credit Facility and had approximately
$250 million of outstanding borrowings under the revolver at a current annual interest rate of 1.50% and
approximately $756 million of outstanding borrowings under the term loans at a current weighted average annual
interest rate of 1.53%. We have classified $127 million of revolver borrowings as long-term and $123 million as
short-term based upon our current estimate of expected repayments for the next twelve months. Short-term debt also
includes $46 million of scheduled term loan principal repayments over the next twelve months. We had approximately
$0.5 million of outstanding letters of credit under the Credit Facility as of August 31, 2012.

The carrying value of our short-term and long-term debt approximates their fair value.
11.Pensions and Postretirement Benefits
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We sponsor a non-contributory, defined-benefit retirement plan (the U.S. RIP) for all of our U.S. employees who have
at least one year of service and who were hired or acquired before January 1, 2012. We also have a frozen
defined-benefit pension plan (the U.K. RIP) that covers certain employees of a subsidiary based in the United
Kingdom. We also have an unfunded Supplemental Income Plan (SIP), which is a non-qualified pension plan, for
certain U.S. employees who earn over a federally stipulated amount. Benefits for all three plans are generally based on
years of service and either average or cumulative base compensation. Plan funding strategies are influenced by
employee benefit laws and tax laws. The U.K. RIP includes a provision for employee contributions and
inflation-based benefit increases for retirees.

11
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During the fourth quarter of 2011, we changed our method of accounting for actuarial gains and losses related to our
pension and other postretirement benefit plans. Under the new method, the net actuarial gains or losses in excess of a
corridor amount will be recognized immediately in our operating results during the fourth quarter of each fiscal year.

During the first quarter of 2012, we accelerated plan funding by contributing $65 million to the U.S. RIP.
Approximately $57 million of this contribution allowed us to bring all deficit funding current through November 30,
2011 and pay fees and expenses associated with the third-party annuity contracts, with the remaining $8 million used
to fund estimated 2012 pension service costs.

Our net periodic pension expense (income) for the three and nine months ended August 31, 2012 and 2011,
respectively, was comprised of the following (in thousands):
Three Months Ended August 31, 2012

U.S.
RIP
Serwce costs 2.544
incurred
Interest costs on
projected benefit 1,736
obligation
Expected return
on plan assets
Amortization of
prior service cost
Amortization of
transitional —
obligation/(asset)
Special
termination —
benefits
Net periodic
pension expense $1,822
(income)

(2,122

(336

)
)

UK.
RIP
$33
422

(551

$(96

)

)

SIP

$47

97

@

11

$153

Total

$2,624

2,255

(2,673

) (338

11

$1,879

Nine Months Ended August 31, 2012

U.S.

RIP
Serwce costs 7.632
incurred
Interest costs on
projected benefit 5,208
obligation
Expected return
on plan assets
Amortization of
prior service cost
Amortization of
transitional —
obligation/(asset)

(6,366

(1,008

)
)

UK.
RIP
$99
1,277

(1,666

)

SIP

$141

291

6

31

Total

$7,872

6,776

(8,032

) (1,014

31

Three Months Ended August 31, 2011

U.S.
RIP
$2,109
2,969

) (4,096

) (337

$645

UK.
RIP
$25
484

) (581

)_

$(72

SIP

$36

99

)_

@

11

60

) $204

Total

2,170

3,552

(4,677

) (339

11

60

$777

Nine Months Ended August 31, 2011

U.S.
RIP

$6,328

8,907

) (12,291

) (1,008

UK.
RIP

$79

1,463

) (1,757

)_

SIP

$105

297

) J—

6

32

60

Total

6,512

10,667

(14,048

) (1,014

32

60

)
)

)
)
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Special

termination

benefits

Net periodic

pension expense $5,466 $(290 ) $457 $5,633 $1,936 $(215 ) $488 $2,209
(income)

We sponsor a contributory postretirement medical plan. The plan grants access to group rates for retiree-medical
coverage for all U.S. employees who leave IHS after age 55 with at least 10 years of service. Additionally, we
subsidize the cost of coverage for retiree-medical coverage for certain grandfathered employees. Our subsidy is
capped at different rates per

12
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month depending on individual retirees’ Medicare eligibility.
Our net periodic postretirement expense was comprised of the following for the three and nine months ended
August 31, 2012 and 2011, respectively (in thousands):

Three Months Ended August 31, Nine Months Ended August 31,

2012 2011 2012 2011
Service costs incurred $4 $7 $13 $21
Inte':rest' costs on projected benefit 118 132 350 396
obligation
Amortization of prior service cost — (81 ) — (243 )
Net periodic postretirement expense $122 $58 $365 $174

12.Earnings per Share

Basic earnings per share (EPS) is computed on the basis of the weighted average number of common shares
outstanding during the period. Diluted earnings per share reflects the potential dilution that could occur if securities or
other contracts to issue common stock were exercised or converted into common shares.
Weighted average common shares outstanding for the three and nine months ended August 31, 2012 and 2011,
respectively, were calculated as follows (in thousands):

Three Months Ended August 31, Nine Months Ended August 31,

2012 2011 2012 2011
Weighted average common shares outstanding:
Shares used in basic EPS calculation 65,992 65,022 65,795 64,864
Effect of dilutive securities:
Restricted stock units 790 616 770 609
Stock options and other stock-based awards 26 39 37 82
Shares used in diluted EPS calculation 66,808 65,677 66,602 65,555

13.Derivatives

In April and June 2011, to mitigate interest rate exposure on our outstanding credit facility debt, we entered into two
interest rate derivative contracts that effectively swap $100 million of floating rate debt for fixed rate debt at a 3.05%
weighted average interest rate, which rate includes the current credit facility spread. Both of these interest rate swaps
expire in July 2015. Because the terms of the swaps and the variable rate debt coincide, we do not expect any
ineffectiveness. We have designated and accounted for these instruments as cash flow hedges, with changes in fair
value being deferred in accumulated other comprehensive loss in the consolidated balance sheets.

Since our swaps are not listed on an exchange, we have evaluated fair value by reference to similar transactions in
active markets; consequently, we have classified the swaps within Level 2 of the fair value measurement hierarchy. As
of August 31, 2012, the fair market value of our swaps was a loss of $3.8 million, and the current mark-to-market loss
position is recorded in other liabilities in the consolidated balance sheets.

14.Goodwill and Intangible Assets

The following table presents details of our intangible assets, other than goodwill, as of August 31, 2012 and
November 30, 2011 (in thousands):

13
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As of August 31, 2012 As of November 30, 2011
Gross AccumulaFed Net Gross Accun?ula.ted Net
Amortization Amortization

Intangible assets subject
to amortization:

Information databases $290,490 $(130,523 ) $159,967 $259,524 $(105,078 ) $154,446
Customer relationships 269,110 (57,835 ) 211,275 210,940 (43,468 ) 167,472
Non-compete agreements 4,571 2,414 ) 2,157 8,515 (5,754 ) 2,761
Developed computer -, co¢ 42,560 ) 99,126 123,566 (25,718 ) 97,848
software

Other 51,512 (11,125 ) 40,387 27,667 (5,958 ) 21,709
Total $757,369 $(244,457 ) $512,912 $630,212 $(185,976 ) $444,236
Intangible assets not

subject to amortization:

Trademarks 64,498 — 64,498 69,539 — 69,539
Perpetual licenses 1,187 — 1,187 1,174 — 1,174

Total intangible assets  $823,054 $(244,457 ) $578,597 $700,925 $(185976 ) $514,949

Intangible assets amortization expense was $21.7 million for the three months and $60.8 million for the nine months
ended August 31, 2012, as compared with $16.6 million for the three months and $44.3 million for the nine months
ended August 31, 2011. The following table presents the estimated future amortization expense related to intangible
assets held as of August 31, 2012 (in thousands):

Year Amount
Remainder of 2012 $21,750
2013 82,810
2014 72,016
2015 66,292
2016 64,991
Thereafter 205,053

Changes in our goodwill and gross intangible assets from November 30, 2011 to August 31, 2012 were primarily the
result of our recent acquisition activities, in addition to foreign currency translation. The change in net intangible
assets was primarily due to the addition of intangible assets associated with the acquisitions described in Note 2,
Business Combinations, partially offset by current year amortization.

15.Segment Information

We prepare our financial reports and analyze our business results within our three reportable geographic segments:
Americas, EMEA, and APAC. We evaluate segment performance primarily at the revenue and operating profit level
for each of these three segments. We also evaluate revenues by transaction type and information domain.
Information about the operations of our three segments is set forth below. No single customer accounted for 10% or
more of our total revenue for the three and nine months ended August 31, 2012 and 2011. There are no material
inter-segment revenues for any period presented. Certain corporate transactions are not allocated to the reportable
segments, including such items as stock-based compensation expense, net periodic pension and postretirement
expense (income), corporate-level impairments, and gain (loss) on sale of corporate assets.

14
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Americas EMEA APAC Shar?d Consolidated
Services Total

(In thousands)
Three Months Ended August 31, 2012
Revenue $232,369 $108,505 $44,735 $— $385,609
Operating income 70,086 24,590 10,001 (48,417 ) 56,260
Depreciation and amortization23,281 5,988 390 1,731 31,390
Three Months Ended August 31, 2011
Revenue $205,728 $95,946 $37,044 $— $338,718
Operating income 57,484 18,858 10,911 (35,575 ) 51,678
Depreciation and amortization 18,082 4,772 48 594 23,496

Americas EMEA APAC Shars:d Consolidated

Services Total

(In thousands)
Nine Months Ended August 31, 2012
Revenue $669,757 $321,438 $124,316 $— $1,115,511
Operating income 190,071 69,553 29,489 (137,302 ) 151,811
Depreciation and amortization65,039 16,169 711 4,764 86,683
Nine Months Ended August 31, 2011
Revenue $580,189 $275,446 $99,347 $— $954,982
Operating income 161,459 55,104 29,037 (99,296 ) 146,304
Depreciation and amortization47,510 13,062 134 1,705 62,411

Revenue by transaction type was as follows (in thousands):
Three Months Ended August 31, Nine Months Ended August 31,

2012 2011 2012 2011
Subscription revenue $294,516 $263,916 $855,160 $747,907
Non-subscription revenue 91,093 74,802 260,351 207,075
Total revenue $385,609 $338,718 $1,115,511 $954,982

Revenue by information domain was as follows (in thousands):
Three Months Ended August 31, Nine Months Ended August 31,

2012 2011 2012 2011
Energy revenue $180,072 $142,608 $520,958 $403,703
Product Lifecycle (PLC) revenue 129,475 114,140 364,295 321,124
Security revenue 30,280 32,204 87,524 88,570
Environment revenue 24,738 25,235 71,878 68,778
Macroecpnomlc Forecasting and 21,044 24,531 70.856 72.807
Intersection revenue
Total revenue $385,609 $338,718 $1,115,511 $954,982

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

In addition to historical information, this quarterly report on Form 10-Q contains forward-looking statements. These
forward-looking statements generally are identified by the use of the words “may,” “might,” “will,” “should,” “expect,” “plan,’
“anticipate,” “believe,” “estimate,” “predict,” “potential,” or “continue,” the negative of these terms, and other similar expressi
Forward-looking statements are based on current expectations, assumptions, and projections that are subject to risks

and uncertainties, which may cause actual results to differ materially from the forward-looking statements. A detailed
discussion of risks and uncertainties that could cause actual results and events to differ materially from such

LN
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forward-looking statements is outlined under the “Risk Factors” section of our 2011 annual report on Form 10-K. We
are under no
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obligation to update or publicly revise these forward-looking statements, whether as a result of new information,
future events, or otherwise.

Management’s discussion and analysis is intended to help the reader understand the financial condition and results of
operations for IHS Inc. The following discussion should be read in conjunction with our annual report on Form 10-K,
as amended, for the year ended November 30, 2011, the Condensed Consolidated Financial Statements and
accompanying notes included in this quarterly report on Form 10-Q, and important information and disclosure that we
routinely post to our website (www.ihs.com).

Executive Summary
Business Overview

We are the leading source of information, insight, and analytics in critical areas that shape today's business landscape.
Businesses and governments in more than 165 countries around the globe rely on our comprehensive content, expert
independent analysis, and flexible delivery methods to make high-impact decisions and develop strategies with speed
and confidence. We have been in business since 1959, incorporated in the State of Delaware in 1994, and became a
publicly traded company on the New York Stock Exchange in 2005. Headquartered in Englewood, Colorado, USA,
we employ more than 6,000 people in more than 30 countries around the world.

Inherent in all of our strategies is a firm commitment to put our customers first in everything that we do. We believe
that maintaining a disciplined “outside-in” approach will allow us to better serve our customers and our stockholders. To
achieve that goal, we have organized our business around our customers and the geographies in which they reside:
Americas, EMEA, and APAC. This structure allows us to tailor and expand the solutions we offer to meet the unique
needs of our customers both globally and in local markets.

We sell our offerings primarily through subscriptions, which tend to generate recurring revenue and cash flow for us.

Our subscriptions are usually for one-year periods and we have historically seen high renewal rates. Subscriptions are
generally paid in full within one or two months after the subscription period commences; as a result, the timing of our
cash flows generally precedes the recognition of revenue and income.

Our business has seasonal aspects. Our fourth quarter typically generates our highest quarterly levels of revenue and
profit. Conversely, our first quarter generally has our lowest levels of revenue and profit. These trends have been
further amplified by the product mix from recent acquisitions, which tend to generate a larger proportion of their sales
in the fourth quarter. We also experience event-driven seasonality in our business; for instance, IHS CERAWeek, an
annual energy executive gathering, is held during our second quarter. Another example is the triennial release of the
Boiler Pressure Vessel Code (BPVC) engineering standard, which generates revenue for us predominantly in the third
quarter of every third year. The BPVC benefit most recently occurred in the third quarter of 2010.

We are investing in our business at the highest rate in our company's history through a series of initiatives designed to
boost colleague productivity, increase efficiencies, develop new and enhanced products, and create scalable platforms
designed to accommodate future revenue growth without having to incur proportional increases in costs to support
that growth. These initiatives include, but are not limited to:

Vanguard — Vanguard is our program for consolidating and standardizing billing systems, general ledgers, sales-force
automation capabilities, and all supporting business processes. We implemented the first two releases of Vanguard in
calendar 2011 and completed our third release in June 2012. Approximately 60 percent of our revenue transactions
now flow through our Vanguard system. We are working to migrate all of our remaining businesses to Vanguard
during the next three quarters.
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Customer Care Centers of Excellence — We have opened our three Customer Care Centers of Excellence, one in each
region. These centers consolidate customer-care and transaction-processing capabilities, and simplify and standardize
our approach to providing dedicated customer service.

Newton — Newton is our plan to centralize our various data centers over time, taking us from dozens of data centers
currently to no more than three. This project is also designed to drive platform standardization.

Product development — We expect to introduce more new products and product enhancements in 2012 than in any prior
year in our history.

16

28



Edgar Filing: IHS Inc. - Form 10-Q

Table of Contents

Global Operations

Approximately 50 percent of our revenue is transacted outside of the United States; however, only about 30 percent of
our revenue is transacted in currencies other than the U.S. dollar. As a result, a strengthening U.S. dollar relative to
certain currencies has a negative impact on our revenue; conversely, a weakening U.S. dollar has a positive impact on
our revenue. However, the impact on operating income is diminished due to certain operating expenses denominated
in currencies other than the U.S. dollar. Our largest foreign currency exposures, in order of magnitude, are the British
Pound, the Canadian Dollar, and the Euro. We saw an increasingly adverse impact from currency fluctuations for the
third quarter of 2012, and foreign currency movements have now had a negative $10 million impact on our
year-to-date 2012 revenue results in comparison to prior year rates.

Global economic conditions are continuing to put downward pressure on our business. While the challenging
economic environment is not having a significant impact on our subscription business in terms of renewals or
cancellations, we are seeing some adverse impacts on new business development, the non-subscription business, and
in the EMEA region in particular.

Key Performance Indicators

We believe that revenue growth, Adjusted EBITDA (both in dollars and margin), and free cash flow are the key
measures of our success. Adjusted EBITDA and free cash flow are non-GAAP financial measures (as defined by the
rules of the Securities and Exchange Commission) that are further discussed in the following paragraphs.

Revenue growth. We review year-over-year revenue growth in our segments as a key measure of our success in
addressing customer needs in each region of the world. We measure revenue growth in terms of organic, acquisitive,
and foreign currency impacts. We define these components as follows:

Organic — We define organic revenue growth as total revenue growth from continuing operations for all factors other
than acquisitions and foreign currency. We drive this type of revenue growth through value realization (pricing),
expanding wallet share of existing customers through up-selling and cross-selling efforts, securing new customer
business, and through the sale of new offerings.

Acquisitive — We define acquisition-related revenue as the revenue generated from acquired products and services from
the date of acquisition to the first anniversary date of that acquisition. This type of growth comes as a result of our
strategy to purchase, integrate, and leverage the value of assets we acquire.

Foreign currency — We define the foreign currency impact on revenue as the difference between current revenue at
current exchange rates and current revenue at the corresponding prior period exchange rates. Due to the significance
of revenue transacted in foreign currencies, we measure the impact of foreign currency movements on revenue.

Non-GAAP measures. We use non-GAAP measures such as Adjusted EBITDA and free cash flow in our operational
and financial decision-making, believing that such measures allow us to focus on what we deem to be more reliable
indicators of ongoing operating performance (Adjusted EBITDA) and our ability to generate cash flow from
operations (free cash flow). We also believe that investors may find non-GAAP financial measures useful for the same
reasons, although we caution readers that non-GAAP financial measures are not a substitute for GAAP financial
measures or disclosures. None of these non-GAAP financial measures are recognized terms under GAAP and do not
purport to be an alternative to net income or operating cash flow as an indicator of operating performance or any other
GAAP measure. Throughout this section on management’s discussion and analysis and on our IHS website, we
provide reconciliations of these non-GAAP financial measures to the most directly comparable GAAP measures.
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EBITDA and Adjusted EBITDA. EBITDA and Adjusted EBITDA are used by many of our investors, research
analysts, investment bankers, and lenders to assess our operating performance. For example, a measure similar to
Adjusted EBITDA is required by the lenders under our term loan and revolving credit agreement. We define EBITDA
as net income plus or minus net interest, plus provision for income taxes, depreciation, and amortization. Our
definition of Adjusted EBITDA further excludes (i) non-cash items (e.g., stock-based compensation expense and
non-cash pension and postretirement expense) and (ii) items that management does not consider to be useful in
assessing our operating performance (e.g., acquisition-related costs, restructuring charges, income or loss from
discontinued operations, pension settlement and mark-to-market adjustments, and gain or loss on sale of assets).
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Free Cash Flow. We define free cash flow as net cash provided by operating activities less capital expenditures.

Because not all companies use identical calculations, our presentation of non-GAAP financial measures may not be
comparable to other similarly titled measures of other companies. However, these measures can still be useful in
evaluating our performance against our peer companies because we believe the measures provide users with valuable
insight into key components of GAAP financial disclosures. For example, a company with higher GAAP net income
may not be as appealing to investors if its net income is more heavily comprised of gains on asset sales. Likewise,
eliminating the effects of interest income and expense moderates the impact of a company’s capital structure on its
performance.

Results of Operations

Total Revenue

Third quarter 2012 revenue increased 14 percent compared to the third quarter of 2011, and our year-to-date 2012
revenue increased 17 percent compared to the same period of 2011. The table below displays the percentage point

change in revenue due to organic, acquisitive, and foreign currency factors when comparing the three and nine months
ended August 31, 2012 to the three and nine months ended August 31, 2011.

Three Month Change Nine Month Change
(All amounts rep resent Organic Acquisitive Foreign Organic Acquisitive Foreign
percentage points) Currency Currency
Increase in total revenue 5 % 11 % (2 )% 5 % 13 % (1 )%

The five percent organic revenue growth for the third quarter of 2012 was primarily attributable to continued strength
in our subscription-based business, which has consistently provided an organic revenue growth rate of seven percent
or higher over the last nine quarters. Non-subscription revenue had a negative five percent organic growth rate in the
third quarter of 2012.

The five percent organic revenue growth for the nine months ended August 31, 2012 was also due to the strength of
the subscription-based business. The subscription-based business increased eight percent organically, while the
non-subscription businesses had mixed results.

The acquisition-related revenue growth for the quarter was primarily due to acquisitions we have made in the last
twelve months, including the following:

Seismic Micro-Technology in the third quarter of 2011;

Purvin & Gertz in the fourth quarter of 2011;

Displaybank Co., Ltd.; the CAPS™ electronic components database and tools business; IMS Group Holdings Ltd.;
BDW Automotive GmbH; and X€DAR Corporation in the second quarter of 2012; and

CyberRegs, GlobalSpec, Inc., and Invention Machine in the third quarter of 2012.

We evaluate revenue by geographic segment in order to better understand our customers’ needs in the geographies
where they reside. We also supplementally review revenue by transaction type. Understanding revenue by transaction
type helps us identify changes related to recurring revenue and product margin, which is particularly useful to us in
evaluating our subscription and non-subscription revenue streams. We have historically reviewed revenue by
information domain as a supplement to our revenue analysis, but we no longer do so and have therefore omitted it
from the revenue discussion below.
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Three Months Ended August

Nine Months Ended August

31, Percentage 31, Percentage
(In thousands, except 2012 2011 Change 2012 2011 Change
percentages)
Americas revenue $232,369 $205,728 13 % $669,757 $580,189 15 %
As a percent of total revenue 60 % 61 % 60 % 61 %
EMEA revenue 108,505 95,946 13 % 321,438 275,446 17 %
As a percent of total revenue 28 % 28 % 29 % 29 %
APAC revenue 44,735 37,044 21 % 124,316 99,347 25 %
As a percent of total revenue 12 % 11 % 11 % 10 %
Total revenue $385,609 $338,718 14 % $1,115,511 $954,982 17 %
The percentage change in each geography segment is due to the factors described in the following table.

Three Month Change Nine Month Change

(All amounts r.epresent Organic Acquisitive Foreign Organic Acquisitive Foreign
percentage points) Currency Currency
Americas revenue 2 % 11 % (1 )% 4 % 12 % (1 )%
EMEA revenue 8 % 9 % (4 )% T % 12 % (2 )%
APAC revenue 11 % 12 % (1 )% 9 % 17 % (1 )%

For the three and nine months of 2012, continued strength in our subscription-based offerings was the primary reason
for the organic growth in all three regions. Organic growth for the Americas continued to be driven by subscriptions,
which had a seven percent growth rate for the three and nine months of 2012. Non-subscription organic growth
slowed particularly in the third quarter, which reflects significant increases in sales cycles and delays in customer
decisions on key projects, primarily across software and services. Organic subscription revenue growth for EMEA had
a nine percent growth rate in the second quarter of 2012, which slowed to a seven percent growth rate in the third
quarter of 2012, reflecting weakening market conditions in the region. EMEA organic non-subscription revenue
growth partially offset some of the subscription weakening, primarily because of seasonal events in the region. APAC
organic subscription revenue growth continues to be strong, reflecting a good return on our investment in the region.
APAC organic non-subscription revenue growth was negatively impacted in the third quarter as supply chains and
economic growth slowed in Japan and China.

Revenue by Transaction Type

Three Months Ended August Nine Months Ended August

31, Percentage 31, Percentage
(In thousands, except 2012 2011 Change 2012 2011 Change
percentages)
Subscription revenue $294,516 $263,916 12 % $855,160 $747,907 14 %
As a percent of total revenue 76 % T8 % 77 % T8 %
Non-subscription revenue 91,093 74,802 22 % 260,351 207,075 26 %
As a percent of total revenue 24 % 22 % 23 % 22 %
Total revenue $385,609 $338,718 14 % $1,115,511 $954,982 17 %

We summarize our transaction type revenue into the following two categories:

Subscription revenue represents the significant majority of our revenue, and is comprised of subscriptions to our
various information offerings and software maintenance.

Non-subscription revenue represents consulting services (e.g. research and analysis, modeling, and forecasting),
single-document product sales, software license sales and associated services, conferences and events, and
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advertising.

Relative to the 12 percent subscription revenue growth for the third quarter, approximately eight percent is due to
organic growth. This trend is especially important for us, as 76 percent of our third quarter 2012 revenue came from
our subscription base. We are seeing good traction in our pricing practices and we are effectively managing the level
of discounting. Renewal rates remain steady, but as sales cycles have lengthened, we are not seeing the level of
acceleration in new subscriptions we had expected. New customer growth has positive momentum in APAC, but is
slower than expected in the Americas and EMEA. The non-subscription portion of our business decreased five percent

organically during the quarter. Non-subscription performance slowed in key service lines and in new license revenues
as sales cycles extended for customers' discretionary
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capital and expense items.

Relative to the 14 percent subscription revenue growth for the nine months of 2012, approximately eight percent is
due to organic growth. The non-subscription portion of our business decreased four percent organically during the
nine months. Part of the decrease is due to the fact that our non-subscription business, including enterprise software
license sales, tends to have more volatility from quarter to quarter based on deal size, transaction timing, and events.
For example, in the first quarter of 2012, we decided not to hold a chemical event because it was both unprofitable and
non-strategic to us. In the second quarter of 2012, we held a new chemical conference (WPC) and had a successful
IHS CERAWeek. For these reasons, we typically evaluate our non-subscription performance on a full-year basis.

Our non-subscription products and services are important to us, as they complement our subscription business in
creating strong and comprehensive customer relationships.

Operating Expenses

The following table shows our operating expenses and the associated percentages of revenue.

Three Months Ended August Nine Months Ended August

31, Percentage 31, Percentage
(In thousands, except 2012 2011 Change 2012 2011 Change
percentages)
Operating expenses:
Cost of revenue $153,746 $144,014 7 % $465,607 $411,885 13 %
As a percent of revenue 40 % 43 % 42 % 43 %
SG&A expense $138,519 $117,352 18 % $390,540 $324,792 20 %
As a percent of revenue 36 % 35 % 35 % 34 %
Depreciation and amortization $31.390 $23.496 34 % $86.683 $62.411 39 %
expense
As a percent of revenue 8 % T % 8 % T %
Supplemental information:
SG&A expense excluding ¢4 469 $95,782 14 % $304,075 $263,617 15 %
stock-based compensation
As a percent of revenue 28 % 28 % 27 % 28 %

Cost of Revenue and Sales Margins

For the three and nine months ended August 31, 2012, compared to 2011, cost of revenue grew at a slower pace than
the increase in revenue. Total sales margins, which we define as revenue less cost of sales, divided by total sales,
increased in total due to careful cost management. APAC sales margin has decreased as a result of investments in the
region as we continue to expand our presence there. The following table shows the sales margin percentages and
percentage point change by operating segment.

Three Months Ended August Nine Months Ended August

Percentage Percentage
3L, Change 3L, Change
(Percentages) 2012 2011 2012 2011
Americas sales margin 63.5 % 58.7 % 4.8 % 61.7 % 58.2 % 3.5 %
EMEA sales margin 56.6 % 54.3 % 2.3 % 54.2 % 54.1 % 0.1 %
APAC sales margin 55.2 % 62.3 % (7.1 Y% 54.7 % 60.6 % (5.9 )%
Total sales margin 60.1 % 57.5 % 2.6 % 58.3 % 56.9 % 1.4 %

We anticipate that sales margin expansion will increase slightly for the near term.
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Selling, General and Administrative (SG&A) Expense

We evaluate our SG&A expense excluding stock-based compensation expense. For the three and nine months ended
August 31, 2012, compared to August 31, 2011, the increase in SG&A is due to acquisitions and costs associated with
organic revenue growth. As a percentage of revenue, SG&A expense for the three and nine months ended August 31,
2012, remained relatively flat compared to the prior year. We expect to continue to invest only where necessary to
drive scale and growth in key industries and core markets.
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For the three and nine months ended August 31, 2012, compared to August 31, 2011, stock-based compensation
expense increased as a result of an increase in the number of employees, an increase in the stock price, and the timing
of stock grants.

Depreciation and Amortization Expense

For the three and nine months ended August 31, 2012, compared to 2011, depreciation and amortization expense
increased primarily due to the increase in depreciable and amortizable assets from capital expenditures and
acquisitions.

Restructuring

Please refer to Note 5 to the Condensed Consolidated Financial Statements in this quarterly report on Form 10-Q for a
discussion of our restructuring activities. During the first nine months of 2012, we incurred approximately $12.1
million of restructuring charges for direct and incremental costs associated with the consolidation of positions to our
Centers of Excellence, the elimination of positions related to other identified operational efficiencies, and the
consolidation of legacy data centers, including certain contract termination costs. It included the movement or
elimination of approximately 190 positions. We expect to continue to incur costs related to these and other similar
activities in future periods, resulting in additional restructuring charges.

Acquisition-related Costs

Please refer to Note 6 to the Condensed Consolidated Financial Statements in this quarterly report on Form 10-Q for a
discussion of costs associated with our integration and other acquisition-related activities. During the first nine months
of 2012, we incurred approximately $3.5 million of acquisition-related costs, respectively, for direct and incremental
costs associated with recent acquisitions, including legal and professional fees, the elimination of certain positions,
and a facility closure. Because acquisitions are a key component of our growth strategy, we expect that we will
continue to perform similar activities for future acquisitions.

Pension and Postretirement Expense

For the three and nine months ended August 31, 2012, compared to 2011, net periodic pension and postretirement
expense increased due to higher service costs and lower expected returns on plan assets, partially offset by lower
interest costs. In the fourth quarter of 2012, we expect to incur additional pension expense of approximately $13 to
$17 million associated with the settlement charge for the payment of lump sum distributions and the fourth quarter
mark-to-market pension adjustment.

Operating Income by Segment (geography)

Three Months Ended August Nine Months Ended August

31, Percentage 31, Percentage
(In thousands, except 2012 2011 Change 2012 2011 Change
percentages)
Americas operating income ~ $70,086 $57,484 22 % $190,071 $161,459 18 %
As a percent of segment 30 % 28 % 73 % 28 %
revenue
EMEA operating income 24,590 18,858 30 % 69,553 55,104 26 %
As a percent of segment 73 % 20 % ” % 20 %

revenue
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APAC operating income 10,001 10,911 (8 Y% 29,489 29,037 2 %
As a percent of segment ” % 29 % 4 % 29 %

revenue

Shared services operating (g 417y (35575 ) (137,302 ) (99296 )

expense

Total operating income $56,260 $51,678 9 % $151,811 $146,304 4 %
As a percent of total revenue 15 % 15 % 14 % 15 %

For the three months ended August 31, 2012, compared to 2011, operating income as a percentage of revenue for the
Americas segment increased primarily because of cost management in the region. For the first nine months of 2012,
compared to 2011, the Americas segment operating income has been relatively flat as a percentage of revenue, with
increases from cost management being offset by increased restructuring charges. For the three and nine months ended
August 31, 2012, compared to 2011, the EMEA segment operating income has begun to increase as a result of cost
management efforts. For the three and nine months ended August 31, 2012, APAC operating income as a percentage
of revenue has decreased because of continued

21

38



Edgar Filing: IHS Inc. - Form 10-Q

Table of Contents
cost of revenue and SG&A investment to drive growth opportunities in this emerging market.
Provision for Income Taxes

Our effective tax rate for the three and nine months ended August 31, 2012 was 14.3 percent and 18.8 percent,
respectively, compared to 16.7 percent and 19.9 percent for the same periods of 2011. The lower 2012 rates reflect the
benefits from discrete period items, including a reduction in the statutory tax rate in the United Kingdom, as well as
domestic pre-tax income being a lesser portion of global pre-tax income in the period.

We currently expect that our full year effective tax rate will be approximately 20 percent.
EBITDA and Adjusted EBITDA (non-GAAP measures)

All of the reconciling items included in the following table are either (i) non-cash items (e.g., depreciation and
amortization, stock-based compensation, non-cash pension and postretirement expense) or (ii) items that we do not
consider to be useful in assessing our operating performance (e.g., income taxes, acquisition-related costs,
restructuring charges, income or loss from discontinued operations, pension settlement and mark-to-market
adjustments, and gain or loss on sale of assets). In the case of the non-cash items, we believe that investors can better
assess our operating performance if the measures are presented without such items because, unlike cash expenses,
these adjustments do not affect our ability to generate free cash flow or invest in our business. For example, by
eliminating depreciation and amortization in calculating EBITDA, users can compare operating performance without
regard to different accounting determinations such as useful life. In the case of the other items, we believe that
investors can better assess operating performance if the measures are presented without these items because their
financial impact does not reflect ongoing operating performance.

Three Months Ended August Nine Months Ended August

31, Percentage 31, Percentage
(In thousands, except 2012 2011 Change 2012 2011 Change
percentages)
Net income $44,082 $40,809 8 % $111,748 $112,687 (1 )%
Interest income (255 ) (163 ) (674 ) (654 )
Interest expense 5,057 2,967 14,837 6,774
Provision for income taxes 7,384 8,183 25,908 27,951
Depreciation and amortization 31,390 23,496 86,683 62,411
EBITDA $87,658 $75,292 16 % $238,502 $209,169 14 %
Stock-based compensation 30.538 22.424 90.932 63.813
expense
Restructuring charges 967 — 12,080 702
Acquisition-related costs 2,104 1,540 3,472 6,089
Non-cash npt periodic pension 703 o 2.110
and postretirement expense
Income from discontinued
operations, net @ ) (118 ) @ ) (454 )
Adjusted EBITDA $121,259 $99,841 21 % $344,978 $281,429 23 %
Adjusted EBITDA as a 31.4 % 29.5 % 30.9 % 29.5 %

percentage of revenue
Our Adjusted EBITDA for the three and nine months of 2012 increased primarily because of our organic subscription

revenue growth, acquisitions, and the leverage in our business model. We continue to invest substantially both in the
core business and in key transformative initiatives while maintaining a careful focus on cost management.
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Discontinued Operations

We continue to perform a formal and structured review of our product portfolio, with a focus on assessing the growth
profile and strategic fit of all of our offerings, ensuring they support core businesses, enable sustainable high growth
rates, and provide a scalable market capability. Some of these businesses may be treated as discontinued operations if
we ultimately decide to sell or abandon them, provided they meet the accounting criteria for treatment as discontinued
operations.

Financial Condition
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(In thousands, except As of August 31, 2012 As of November 30, Dollar change Percent change
percentages) 2011

Accounts receivable, net $289,548 $326,009 $(36,461 ) (11 )%
Accrued compensation 45,140 57,516 (12,376 ) (22 )%

We have historically experienced seasonal decreases in our accounts receivable balance in the second and third
quarters, as we typically have the most subscription renewals in our fiscal first and fourth quarters. This trend has
continued in 2012. The change in accrued compensation was primarily due to the 2011 bonus payout made in early
2012.

Liquidity and Capital Resources

As of August 31, 2012, we had cash and cash equivalents of $298 million, of which approximately $254 million is
currently held by our foreign subsidiaries. The cash held by our foreign subsidiaries is not available to fund domestic
operations, as we have deemed the earnings of those subsidiaries to be indefinitely reinvested. We also had $1 billion
of debt as of August 31, 2012, which has contributed to an increase in interest expense in 2012, and which will
continue to result in increased interest expense for the near future. We have generated strong cash flows from
operations over the last few years. On a trailing twelve-month basis, our conversion of Adjusted EBITDA to free cash
flow was 72 percent after excluding the one-time pension deficit funding described below. Because of our cash, debt,
and cash flow positions, as well as the additional financing that we secured in August 2012, we believe we will have
sufficient cash to meet our working capital and capital expenditure needs.

Historically, we were not required to make cash contributions to our U.S. RIP pension plan because of its funded
status. However, due to the global economic downturn, which negatively impacted the returns on our pension assets,
and historically low interest rates, which negatively affected our pension liability, we were required to make a cash
contribution to our U.S. RIP in fiscal 2012. In considering that requirement and the various changes to our pension
strategy, including the annuitization of retiree pension obligations, bringing our pension deficit current, and funding
our 2012 pension costs, we made a $65 million contribution to the pension plan in December 2011. Approximately
$57 million of the contribution was used for the annuitization and bringing our deficit current, with the remaining $8
million used to fund expected 2012 pension costs. In fiscal 2013, we expect to begin contributing approximately $10
million per year to the U.S. RIP to cover current service costs, in addition to the current funding we provide to the
other benefit plans.

Our future capital requirements will depend on many factors, including the level of future acquisitions, the need for
additional facilities or facility improvements, the timing and extent of spending to support product development
efforts, the expansion of sales and marketing activities, the timing of introductions of new products, changing
technology, investments in our internal business applications, and the continued market acceptance of our offerings.
We could be required, or could elect, to seek additional funding through public or private equity or debt financing for
any possible future acquisitions; however, additional funds may not be available on terms acceptable to us. We
continue to manage our rate of capital expenditures as a percentage of revenue to focus on completion of our
Vanguard implementation and investments in sales systems and new product platforms.

Cash Flows

Nine Months Ended August 31,
(In thousands, except percentages) 2012 2011 Dollar change Percent change
Net cash provided by operating activities $246,256 $253,242 $(6,986 ) 3 )%
Net cash used in investing activities (361,067 ) (752,402 ) 391,335 (52 )%
Net cash provided by financing activities 183,623 493,600 (309,977 ) (63 )%
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The decrease in net cash provided by operating activities was principally due to the pension funding contribution we
made in December 2011, offset in part by increased billings and collections in the first nine months of 2012. Our
subscription-based business model continues to be a cash flow generator that is aided by positive working capital
characteristics that do not generally require substantial working capital increases to support our growth, as well as
relatively low levels of required capital expenditures.

The decrease in net cash used in investing activities was principally due to the higher level of acquisitions we made in
the first nine months of 2011 compared to the first nine months of 2012.
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The decrease in net cash provided by financing activities for the nine months of 2012 was principally due to
borrowings on the credit line that we used to fund the acquisition of SMT in August 2011.

Free Cash Flow (non-GAAP measure)

The following table reconciles our non-GAAP free cash flow measure to net cash provided by operating activities.
Nine Months Ended August 31,

(In thousands, except percentages) 2012 2011 Dollar change Percent change
Net cash provided by operating activities $246,256 $253,242

Capital expenditures on property and equipment (49,699 ) (45,373 )

Free cash flow $196,557 $207,869 $(11,312 ) (5 )%

The decrease in free cash flow was primarily due to the $65 million pension contribution we made in the first quarter
of 2012, partially offset by continued improvements in our business. Our free cash flow has historically been very
healthy, and we expect that it will continue to be a significant source of funding for our business strategy of growth
through organic and acquisitive means.

Credit Facility and Other Debt

Please refer to Note 10 to the Condensed Consolidated Financial Statements in this quarterly report on Form 10-Q for
a discussion of the current status of our term loans and revolving credit agreement, including the recent expansion of
our Credit Facility and the completion of a new term loan arrangement.

We utilized the proceeds from the August 29, 2012 term loan transactions to reduce the outstanding borrowings under
the revolver; consequently, there was no net increase to our debt position as a result of the transactions. The additional
capacity created within the revolver will be used for general corporate purposes, including acquisitions and working
capital.

Share Repurchase Program

Please refer to Part II, Item 2 in this quarterly report on Form 10-Q for a discussion of our share repurchase programs.
Off-Balance Sheet Transactions

We have no off-balance sheet transactions.

Critical Accounting Policies

Our management makes a number of significant estimates, assumptions and judgments in the preparation of our
financial statements. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Critical Accounting Policies and Estimates” in our Annual Report on Form 10-K for fiscal year 2011 for a
discussion of the estimates and judgments necessary in our accounting for revenue recognition, business
combinations, goodwill and other intangible assets, income taxes, pension and postretirement benefits, and
stock-based compensation.

Item 3. Quantitative and Qualitative Disclosure About Market Risk

For information regarding our exposure to certain market risks, see Item 7A, “Quantitative and Qualitative Disclosures
About Market Risk,” in our Annual Report on Form 10-K for fiscal year 2011.
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Our credit facility is subject to variable interest rates. In April and June of 2011, we entered into four-year interest rate
derivative contracts that swap variable interest rates for fixed on $100 million of the credit facility. A hypothetical
10% adverse movement in interest rates related to the term loan, credit facility borrowings, or derivative contracts
would have resulted in an increase of approximately $1.5 million in interest expense.

Item 4. Controls and Procedures

(a) Evaluation of disclosure controls and procedures.
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Under the supervision and with the participation of our management, including the Chief Executive Officer and Chief
Financial Officer, we have evaluated the effectiveness of our disclosure controls and procedures pursuant to Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), as of the end of
the period covered by this report. Based on that evaluation, the Chief Executive Officer and Chief Financial Officer
concluded that our disclosure controls and procedures as defined in Rules 13a-15(e) and 15d-15(e) under the

Exchange Act are effective at a reasonable assurance level to ensure that information required to be disclosed in the
reports required to be filed or submitted under the Exchange Act is (i) recorded, processed, summarized, and reported
within the time periods specified in the Securities and Exchange Commission’s rules and forms, and (ii) accumulated
and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, to allow
timely decisions regarding required disclosure.

(b) Changes in internal control over financial reporting.

We are in the process of converting to a new enterprise resource planning (ERP) system, which we are performing
through a phased implementation approach. During the fiscal quarter ended February 29, 2012, we went live on a
significant phase of the implementation, which included aspects of financial reporting and shared service center
functions and processes on a global scale. During the fiscal quarter ended August 31, 2012, we went live on another
significant phase of the implementation, and approximately 60% of our revenue transactions now flow through our
new ERP system. We believe that the new ERP system and related changes to processes and internal controls will
enhance our internal control over financial reporting while providing us with the ability to scale our business. We have
taken the necessary steps to monitor and maintain appropriate internal control over financial reporting during 2012
and will continue to evaluate the operating effectiveness of related key controls during subsequent periods.

Other than the ERP system implementation discussed above, there were no changes in our internal control over
financial reporting that occurred during the period covered by this Form 10-Q that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings

From time to time,we are involved in litigation, most of which is incidental to our business. In our opinion, no
litigation to which we currently are a party is expected to have a material adverse effect on our results of operations or
financial condition.

Item 1A. Risk Factors

There have been no material changes to the risk factors associated with the business previously disclosed in Part I,
Item 1A of our 2011 Annual Report on Form 10-K.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
The following table provides detail about our share repurchases during the three months ended August 31, 2012.

Total Number Averace Total Number of Shares Maximum Number of
yerage Purchased as Part of Shares That May Yet Be
of Shares Price Paid .
Publicly Announced Plans  Purchased Under the Plans
Purchased (1) per Share
or Programs or Programs (2)
June 1 - June 30, 2012 10,065 $97.24 — 1,000,000
July 1 - July 31, 2012 23,713 106.73 — 1,000,000
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August 1 - August 31,2012 22,851 110.88 — 1,000,000
Total share repurchases 56,629 $106.72 —

(1) Amounts represent shares of common stock surrendered by employees in an amount equal to the statutory tax
liability associated with the vesting of their equity awards. We then pay the statutory tax on behalf of the employees.
Our board of directors approved this program in 2006 in an effort to reduce the dilutive effects of employee equity
grants.

(2) To more fully offset the dilutive effect of our employee equity programs, in March 2011, our board of directors
approved a plan authorizing us to buy back up to one million shares per year in the open market. We may execute on
this program at our discretion, balancing dilution offset with other investment opportunities of the business, including
acquisitions. This plan does not have an
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expiration date.

Item 6. Exhibits

(a)Index of Exhibits

The following exhibits are filed as part of this report:

Exhibit
Number

10.1

31.1

31.2

32

101.INS

101.SCH

101.CAL

101.DEF

101.LAB

101.PRE

26

Description

Credit Agreement dated as of August 29, 2012 among IHS Inc., IHS Global Inc., Royal Bank of
Canada, and Bank of America, N.A.

Certification of the Chief Executive Officer Pursuant to Rules 13a-14(a) and 15d-14(a) under the
Exchange Act.

Certification of the Chief Financial Officer Pursuant to Rules 13a-14(a) and 15d-14(a) under the
Exchange Act.

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

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document
XBRL Taxonomy Extension Definition Linkbase Document
XBRL Taxonomy Extension Label Linkbase Document

XBRL Taxonomy Extension Presentation Linkbase Document
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SIGNATURE
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on September 24, 2012.

IHS INC.
By: /s/ Heather Matzke-Hamlin

Name: Heather Matzke-Hamlin
Title: Senior Vice President and Chief Accounting Officer
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