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Item 1. Financial Statements
Harte Hanks, Inc. and Subsidiaries Condensed Consolidated Balance Sheets
(Unaudited)
June 30,
2017

In thousands, except per share and share amounts

ASSETS
Current assets
Cash and cash equivalents
Accounts receivable (less allowance for doubtful accounts of $905 at June 30, 2017 and $1,028 at
December 31, 2016)
Inventory
Prepaid expenses
Prepaid taxes and income tax receivable
Other current assets
Total current assets
Property, plant and equipment (less accumulated depreciation of $137,002 at June 30, 2017 and
$141,388 at December 31, 2016)
Goodwill
Other intangible assets (less accumulated amortization of $1,846 at June 30, 2017 and $1,471 at
December 31, 2016)
Other assets
Total assets
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Accounts payable
Accrued payroll and related expenses
Deferred revenue and customer advances
Income taxes payable
Customer postage and program deposits
Other current liabilities
Total current liabilities

$

81,436
779
6,214
9,183
3,461

88,813
838
5,944
2,895
4,934

114,147

149,429

21,633
34,510

23,924
34,510

2,927
2,984

3,302
2,272
$

213,437

$

37,505
8,207
6,164
—
7,095
4,468

$

45,563
9,990
6,505
30,436
7,985
4,188

63,439
12,116
60,141
31,806
10,379
3,350

104,667
—
60,836
29,725
11,044
4,509

181,231

210,781

120,740
349,777
826,404

120,437
350,245
837,316

(1,257,168)
(44,783)

(1,259,164)
(46,178)

(5,030)
$

3

46,005

176,201

Stockholders’ (deficit) equity
Common stock, $1 par value, 250,000,000 shares authorized 120,739,949 shares issued at June 30,
2017 and 120,436,735 shares issued at December 31, 2016
Additional paid-in capital
Retained earnings
Less treasury stock, 58,764,171 shares at cost at June 30, 2017 and 58,791,630 shares at cost at
December 31, 2016
Accumulated other comprehensive loss
Total stockholders’ (deficit) equity

See Accompanying Notes to Condensed Consolidated Financial Statements

$

$

Long-term debt
Pensions
Contingent consideration
Deferred tax liabilities, net
Other long-term liabilities
Total liabilities

Total liabilities and stockholders’ equity

13,074

December 31,
2016

176,201

2,656
$

213,437
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Harte Hanks, Inc. and Subsidiaries Condensed Consolidated Statements of Comprehensive Loss
(Unaudited)
Three Months Ended June 30,
In thousands, except per share amounts

2017

Operating revenues
Operating expenses
Labor
Production and distribution
Advertising, selling, general and administrative
Depreciation, software and intangible asset amortization
Total operating expenses

$

Operating loss
Other expenses
Interest expense, net
Other, net
Total other expenses
Loss from continuing operations before income taxes
Income tax benefit
Loss from continuing operations

$

Income from discontinued operations, net of income taxes

$

Net loss

$

Basic earnings (loss) per common share
Continuing operations
Discontinued operations
Basic earnings (loss) per common share

2016

94,722

$

57,103
26,521
10,226
2,663

62,444
27,427
10,934
3,201

96,513

104,006

(1,791)

(6,689)

1,235
1,826

2,400
597

3,061

2,997

(4,852)
(2,199)

(9,686)
(2,774)
$

(6,912)

$

2,649

(2,653)

$

(4,263)

$

(0.04)
—

$

(0.11)
0.04

$

(0.04)

$

(0.07)

Weighted-average common shares outstanding

(2,653)
—

61,896

Diluted earnings (loss) per common share
Continuing operations
Discontinued operations
Diluted earnings (loss) per common share

61,460

$

(0.04)
—

$

(0.11)
0.04

$

(0.04)

$

(0.07)

Weighted-average common and common equivalent shares outstanding

61,896

Net loss

$

Other comprehensive income (loss), net of tax
Adjustment to pension liability
Foreign currency translation adjustment
Total other comprehensive income (loss), net of tax

$

(2,653)

413
599

61,460
$

(4,263)

$

357
(949)

$

(4,855)

1,012

Comprehensive loss

$

See Accompanying Notes to Condensed Consolidated Financial Statements
4

97,317

(1,641)

(592)
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Harte Hanks, Inc. and Subsidiaries Condensed Consolidated Statements of Comprehensive Loss
(Unaudited)
Six Months Ended June 30,
In thousands, except per share amounts

2017

Operating revenues
Operating expenses
Labor
Production and distribution
Advertising, selling, general and administrative
Depreciation, software and intangible asset amortization
Total operating expenses

$

Operating loss
Other expenses
Interest expense, net
Other, net
Total other expenses
Loss from continuing operations before income taxes
Income tax benefit
Loss from continuing operations

$

Income from discontinued operations, net of income taxes

$

Net loss

$

Basic earnings (loss) per common share
Continuing operations
Discontinued operations
Basic earnings (loss) per common share

2016

189,616

$

117,453
53,399
21,286
5,610

124,996
57,306
23,577
6,237

197,748

212,116

(8,132)

(15,236)

2,258
3,324

3,781
348

5,582

4,129

(13,714)
(3,675)

(19,365)
(5,506)
$

(13,859)

$

3,993

(10,039)

$

(9,866)

$

(0.16)
—

$

(0.23)
0.07

$

(0.16)

$

(0.16)

Weighted-average common shares outstanding

(10,039)
—

61,792

Diluted earnings (loss) per common share
Continuing operations
Discontinued operations
Diluted earnings (loss) per common share

61,395

$

(0.16)
—

$

(0.23)
0.07

$

(0.16)

$

(0.16)

Weighted-average common and common equivalent shares outstanding

61,792

Net loss

$

Declared dividends per share

$

$

Other comprehensive income (loss), net of tax
Adjustment to pension liability
Foreign currency translation adjustment
Total other comprehensive income (loss), net of tax

(10,039)

61,395
$

(9,866)

—

$

0.09

751
644

$

880
(1,419)

$

(10,405)

1,395

Comprehensive loss

$

See Accompanying Notes to Condensed Consolidated Financial Statements
5

196,880

(8,644)

(539)
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Harte Hanks, Inc. and Subsidiaries Condensed Consolidated Statements of Cash Flows
(Unaudited)
Six Months Ended June 30,
In thousands

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash provided by operating activities
Income from discontinued operations, net of tax
Depreciation and software amortization
Intangible asset amortization
Stock-based compensation
Net pension cost (payments)
Interest accretion on contingent consideration
Adjustments to fair value of contingent consideration
Discount amortization
Deferred income taxes
Loss on disposal of assets
Other, net
Changes in assets and liabilities, net of acquisitions:
Decrease in accounts receivable, net
Decrease (increase) in inventory
Increase in prepaid expenses and other current assets
Decrease in accounts payable
Decrease in other accrued expenses and liabilities
Net cash (used in) provided by continuing operations

2017

$

Net cash provided by discontinued operations
Net cash (used in) provided by operating activities
Cash flows from investing activities
Acquisitions, net of cash acquired
Purchases of property, plant and equipment
Proceeds from sale of property, plant and equipment
Net cash used in investing activities within continuing operations
Net cash used in investing activities within discontinued operations
Net cash used in investing activities
Cash flows from financing activities
Borrowings
Repayment of borrowings
Debt financing costs
Issuance of common stock
Issuance of treasury stock
Payment of capital leases
Dividends paid
Net cash provided by (used in) financing activities of continuing operations
Effect of exchange rate changes on cash and cash equivalents
Net decrease in cash and cash equivalents

Supplemental disclosures
Cash paid for interest
Cash paid for income taxes, net of refunds
Non-cash investing and financing activities
Purchases of property, plant and equipment included in accounts payable
New capital lease obligations
See Accompanying Notes to Condensed Consolidated Financial Statements

(10,039)

$

(9,866)

—
5,236
375
968
557
2,081
—
—
(1,160)
102
—

(3,993)
5,826
411
1,607
200
1,029
(247)
367
1,651
—
28

7,377
59
(5,317)
(8,051)
(34,013)

28,173
(278)
(2,847)
(3,452)
(1,920)

(41,825)
—

16,689
5,098

(41,825)

21,787

—
(3,026)
18

(3,500)
(5,651)
80

(3,008)
—

(9,071)
(1,822)

(3,008)

(10,893)

20,000
(8,000)
(395)
(92)
—
(255)
—

92,269
(97,816)
(2,189)
(184)
67
—
(5,285)

11,258

(13,138)

644

(1,419)

(32,931)
46,005

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

2016

(3,663)
16,564

$

13,074

$

12,901

$
$

65
34,248

$
$

2,593
2,069

$
$

395
58

$
$

270
—

6
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Harte Hanks, Inc. and Subsidiaries Condensed Consolidated Statements of Changes in Equity
(Unaudited)

In thousands, except per share amounts

Balance at December 31, 2015

$

Exercise of stock options and release of
unvested shares

120,147

—

Stock-based compensation

—

Dividends paid ($0.085 per share)

—

Treasury stock issued

—

Net loss

—

Other comprehensive loss

120,398

$

120,437
—

Exercise of stock options and release of
unvested shares

303

353,050
(251)

—

(184)

(914)

—

—

—

—

—

—

1,523
(5,285)

—

Additional
Paid-in
Capital

$

$

709

—

(1,984)

—

—

—

—
—

—

—

$

See Accompanying Notes to Condensed Consolidated Financial Statements
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$

(46,178)

—

(92)

—

—

—

—

—

2,088

—

—

—

826,404

—
$ (1,257,168)

(914)

67
(9,866)
(539)
$

Accumulated Other
Comprehensive
Income (Loss)

Treasury
Stock

$ (1,259,164)

(44,099)

(44,783)

125,118
Total
Stockholders’
Deficit

$

2,656
(164)
(92)
1,110
104
(10,039)

1,395
$

140,316
(184)

(539)
$

—

—

349,777

—
$ (1,262,282)

—

(10,039)

—
$

837,316
(873)

(303)

Net loss

120,740

Retained
Earnings

350,245

Treasury stock issued

958,387

$

—

—

—
$

(43,560)

761

(9,866)

352,714

1,110

$

—

—

—

Balance at June 30, 2017

(5,285)

$

Total
Stockholders’
Equity

$ (1,262,859)

—

$

Accumulated Other
Comprehensive
Income (Loss)

Treasury
Stock

973,538

Stock-based compensation

Other comprehensive income

$

(694)

Common
Stock

Cumulative effect of accounting change

Retained
Earnings

1,523

—
$

In thousands, except per share amounts

Balance at December 31, 2016

$

251

Net tax effect of stock options exercised and
release of unvested shares

Balance at June 30, 2016

Additional
Paid-in
Capital

Common
Stock

1,395
$

(5,030)
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Harte Hanks, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements (Unaudited)
Note A — Basis of Presentation
Consolidation
The accompanying unaudited Condensed Consolidated Financial Statements include the accounts of Harte Hanks, Inc. and subsidiaries. All
intercompany accounts and transactions have been eliminated in consolidation. As used in this report, the terms “Harte Hanks,” “the company,”
“we,” “us,” or “our” may refer to Harte Hanks, Inc., one or more of its consolidated subsidiaries, or all of them taken as a whole.
Interim Financial Information
The financial statements have been prepared in accordance with United States Generally Accepted Accounting Principles ("U.S. GAAP") for
interim financial information and with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X. Accordingly, they do not include all of the
information and footnotes required by U.S. GAAP for complete financial statements. In the opinion of management, all adjustments (consisting of
normal recurring adjustments) considered necessary for a fair presentation have been included. Operating results for the three and six months
ended June 30, 2017 are not necessarily indicative of the results that may be expected for the year ending December 31, 2017. The information
included in this Form 10-Q should be read in conjunction with Management’s Discussion and Analysis of Financial Condition and Results of
Operations and the consolidated financial statements and notes thereto included in our annual report on Form 10-K for the year ended
December 31, 2016.
Discontinued Operations
As discussed in Note M, Discontinued Operations, we sold the assets of our Trillium reporting unit as of December 23, 2016. As such, the results
of operations, financial position, and cash flows for Trillium are reported separately as discontinued operations for the three and six months ended
June 30, 2016 presented in the Condensed Consolidated Financial Statements. Results of the remaining Harte Hanks business are reported as
continuing operations.
Going Concern
Our recent operating and financial performance has caused us to closely review our ability to continue as a going concern. We have taken a
number of actions to continue to support our operations and meet obligations in light of our recent financial performance and decreased cash flows.
On April 17, 2017, we entered into a new credit agreement with Texas Capital Bank, N.A. (the "Texas Capital Credit Facility"). The Texas Capital
Credit Facility provides $20.0 million in borrowing capacity under a revolving credit line with limited financial covenants compared to our previous
credit facilities. We believe that the liquidity provided by the Texas Capital Credit Facility is sufficient for our needs given the nature and
performance of our operations.
On May 1, 2017, we entered into an agreement with 3Q Digital (the "3Q Agreement") which defers payment of the significant contingent liability
that otherwise would have been due in 2018. Under the terms of the 3Q Digital purchase agreement, we are required to pay the former owners of
3Q Digital up to $35.0 million of additional consideration contingent on achievement of certain revenue growth goals. The 3Q Agreement defers our
obligation to pay such contingent consideration until April 1, 2019, or the sale of the 3Q Digital business, whichever is earlier.
We believe that in conjunction with our current liquidity position, the new credit facility, and the deferral of payment of the contingent consideration,
there are no conditions or events, considered in the aggregate, that raise substantial doubt about our ability to continue as a going concern for the
12 months following the issuance of these unaudited Condensed Consolidated Financial Statements.
We continue to take actions to return the business to profitability and improve our cash, liquidity, and financial position. We have implemented
expense reductions actions, including downsizing our workforce and consolidating back-office and information technology functions. We also
completed the closure of our Baltimore direct mail facility in the first quarter of 2017 in response to the declining demand for printed marketing
materials. Continuing work from this facility was transitioned to other facilities, allowing for higher utilization rates. We have started to see the
favorable impact of these actions and intend to continue efforts to reduce expenses through the end of 2017.
8
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In addition to the actions discussed above, we are taking steps to improve our operational and financial performance. We continue to work toward
increasing operating efficiencies and have focused our investments on improving product offerings that we believe will drive revenue growth.
On April 18, 2017, we announced that as part of an initiative to enhance the company's strategic position and increase financial flexibility, the
company would seek strategic alternatives for the 3Q Digital business. The liquidity from the potential sale of 3Q Digital would enhance our ability
to invest in strategies to strengthen our core offerings.
Reclassifications
Certain amounts in the financial statements from the prior years have been reclassified to conform to the current year's presentation. This includes
amounts related to discontinued operations, which have been reclassified for comparative purposes for the June 30, 2016. In addition, the
retrospective adoption of ASU 2017-07, Compensation—Retirement Benefits (Topic 715): Improving the Presentation of Net Periodic Pension Cost
and Net Periodic Postretirement Benefit Cost, resulted in the reclassification of pension expense previously recorded in Labor as of June 30, 2016
to Other, net in the Condensed Consolidated Statements of Comprehensive Income.
Use of Estimates
The preparation of condensed consolidated financial statements requires management to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenue, and expenses. Actual results and outcomes could differ from those estimates and assumptions. Such
estimates include, but are not limited to, estimates related to pension accounting; fair value for purposes of assessing goodwill, long-lived assets,
and intangible assets for impairment; income taxes; stock-based compensation; and contingencies. On an ongoing basis, management reviews its
estimates based on currently available information. Changes in facts and circumstances could result in revised estimates and assumptions.
Inventories
Our inventories consist primarily of print material and operating supplies. Inventory is stated at the lower of cost using the first-in, first-out method,
or market.
Operating Expense Presentation in Consolidated Statements of Comprehensive Loss
“Labor” in the Consolidated Statements of Comprehensive Loss includes all employee payroll and benefits, including stock-based compensation,
along with temporary labor costs. “Production and distribution” and “Advertising, selling, general and administrative” do not include labor,
depreciation, or amortization.
Note B — Recent Accounting Pronouncements
In May 2017, the FASB issued ASU 2017-09, Compensation—Stock Compensation (Topic 718): Scope of Modification Accounting, which
provides clarified guidance on applying modification accounting to changes in the terms or conditions of a share-based payment award. This ASU
is effective for annual periods, and interim periods within those annual periods, beginning after December 15, 2017, with early adoption permitted.
This change is required to be applied prospectively to an award modified on or after the adoption date. We are evaluating the effect that this will
have on our consolidated financial statements and related disclosures.
In March 2017, the FASB issued ASU 2017-07, Compensation—Retirement Benefits (Topic 715): Improving the Presentation of Net Periodic
Pension Cost and Net Periodic Postretirement Benefit Cost, which requires entities to present the service cost component of net benefit cost with
the other current compensation costs. All other components of net benefit cost are to be reported outside of operating income. This ASU is
effective for annual periods beginning after December 15, 2017, with early adoption permitted. This change is required to be applied using a
retrospective transition method for each period presented. We adopted the update as of the first quarter of 2017. As a result of the adoption of this
ASU, we reclassified $1.0 million of pension expense recorded in Labor in the six months ended June 30, 2016 to Other, net in the Condensed
Consolidated Statements of Comprehensive Income.
In January 2017, the FASB issued ASU 2017-04, Intangibles—Goodwill and Other (Topic 350): Simplifying the Test for Goodwill Impairment, which
eliminates step two from the goodwill impairment test. Under the amendments in ASU 2017-04, an entity should recognize an impairment charge in
the amount that the carrying amount of a reporting unit exceeds its fair value; however, the loss recognized should not exceed the total amount of
goodwill allocated to that reporting unit. This ASU is effective for annual
9
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or interim goodwill impairment tests in fiscal years beginning after December 15, 2019, with early adoption permitted. We adopted this standard in
January 2017, and will apply it as necessary in our financial statements.
In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash
Payments, which provides clarified guidance on the classification of certain cash receipts and payments in the statement of cash flows. This ASU
is effective for annual periods beginning after December 15, 2017, including interim reporting periods within those annual reporting periods. This
change is required to be applied using a retrospective transition method to each period presented. Early adoption is permitted. We are evaluating
the effect that this will have on our consolidated financial statements and related disclosures.
In March 2016, the FASB issued ASU 2016-09, Compensation—Stock Compensation (Topic 718): Improvements to Employee Share-based
Payment Accounting, which requires entities with share-based payment awards to recognize all related excess tax benefits and tax deficiencies as
income tax expenses or benefit in the income statement. This ASU is effective for interim and annual periods beginning after December 15, 2016.
We have adopted the update as of the first quarter of 2017. As a result of the adoption of this ASU, excess tax benefits or deficiencies will now be
reflected in the Condensed Consolidated Statements of Comprehensive Income (Loss) as a component of income taxes, whereas they previously
would be recognized in equity. Excess tax benefits will be recognized in the Consolidated Statement of Cash Flow as an operating activity, with
the prior periods adjusted accordingly. Finally, we have elected to account for forfeitures as they occur, rather than estimate expected forfeitures.
The ASU was adopted on a modified retrospective basis and no prior periods were restated as a result of the change in accounting policy.
In February 2016, the FASB issued ASU 2016-02, Leases, which requires all operating leases to be recorded on the balance sheet. The lessee will
record a liability for its lease obligations (initially measured at the present value of the future lease payments not yet paid over the lease term, and
an asset for its right to use the underlying asset equal to the lease liability, adjusted for lease payments made at or before lease commencement).
This ASU is effective for interim and annual periods beginning after December 15, 2018, with early adoption permitted. This change is required to
be applied using a modified retrospective approach for leases that exist or are entered into after the beginning of the earliest comparative period in
the financial statements. Full retrospective application is prohibited. We are evaluating the effect that this will have on our consolidated financial
statements and related disclosures.
In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers, which requires an entity to recognize the amount of
revenue to which it expects to be entitled for the transfer of promised goods or services to customers. The ASU will replace most existing revenue
recognition guidance in U.S. GAAP when it becomes effective. The standard permits the use of either the retrospective or cumulative effect
transition method. On July 9, 2015, the FASB delayed the effective date of the new revenue standard by one year. The new effective date is for
fiscal years, and interim periods within those fiscal years, beginning after December 15, 2017, with early adoption permitted beginning January 1,
2017. We are evaluating the effect that this will have on our consolidated financial statements and related disclosures. We have not yet selected a
transition method nor have we determined the effect of the standard on our ongoing financial reporting.
Note C — Fair Value of Financial Instruments
FASB ASC 820, Fair Value Measurements and Disclosures, defines fair value as the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date. The guidance also establishes a fair value
hierarchy that prioritizes the inputs used in valuation methodologies into three levels:
Level 1

Quoted prices in active markets for identical assets or liabilities.

Level 2

Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; quoted prices in markets that are
not active; or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the
assets or liabilities.

Level 3

Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or
liabilities.
Because of their maturities and/or variable interest rates, certain financial instruments have fair values approximating their carrying values. These
instruments include cash and cash equivalents, accounts receivable, and trade payables. The fair value of our outstanding debt is disclosed in
Note E, Long-Term Debt , Our calculation of the acquisition related contingent consideration accounted for at fair value on a recurring basis is
disclosed in Note L, Acquisition and Disposition.
10
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Note D — Goodwill and Other Intangible Assets
Under the provisions of FASB ASC 350, Intangibles-Goodwill and Other (ASC 350), goodwill is tested for impairment at least annually, or more
frequently if events or circumstances indicate that it is more likely than not that goodwill might be impaired. We perform our annual goodwill
impairment assessment as of November 30th of each year.
We continuously monitor potential triggering events, including changes in the business climate in which we operate, attrition of key personnel, the
current volatility in the capital markets, the company’s market capitalization compared to our book value, our recent operating performance, and
financial projections. During the quarter ended June 30, 2017, we did not identify any triggering events that require testing for impairment. The
occurrence of one or more triggering events could require additional impairment testing, which could result in impairment charges in the future.
The changes in the carrying amount of goodwill are as follows:
In thousands

Total

Balance at December 31, 2016
Additions to goodwill
Impairment

$

34,510
—
—

Balance at June 30, 2017

$

34,510

Other intangible assets with definite lives relate to contact databases, client relationships, and non-compete agreements. They are amortized on a
straight-line basis over their respective estimated useful lives, typically a 2 to 10-year period. Other intangible assets are reviewed for impairment
when events or changes in circumstance indicate that the carrying amount of an asset may not be recoverable.
The changes in the carrying amount of other intangible assets with definite lives are as follows:
In thousands

Total

Balance at December 31, 2016
Amortization

$

3,302
(375)

Balance at June 30, 2017

$

2,927

Note E — Long-Term Debt
Credit Facilities
On March 10, 2016, we entered into a secured credit facility with Wells Fargo Bank, N.A. as Administrative Agent, consisting of a maximum $65.0
million revolving credit facility and a $45.0 million term loan facility (together the "2016 Secured Credit Facility"). The 2016 Secured Credit Facility
was secured by substantially all of our assets and material domestic subsidiaries. The 2016 Secured Credit Facility was used for general corporate
purposes, and to replace and repay outstanding borrowings.
Prepayment of the 2016 Secured Credit Facility was required upon the completion of the sale of Trillium in accordance with its terms. The
proceeds of the Trillium sale were used to repay in full all outstanding loans, together with interest, and all other amounts due in connection with
repayment. Prepayment penalties of approximately $1.3 million were incurred as a result of repaying the 2016 Secured Credit Facility. The credit
and guarantee agreements related to the 2016 Secured Credit Facility were likewise terminated.
On April 17, 2017, we entered into a secured credit facility with Texas Capital Bank, N.A., that provides a $20 million revolving credit facility (the
"Texas Capital Credit Facility"). The Texas Capital Credit Facility is being used for general corporate purposes and to provide collateral for letters
of credit issued by Texas Capital Bank up to $5.0 million. The Texas Capital Credit Facility is secured by substantially all assets of the company
and its material domestic subsidiaries. The Texas Capital Credit Facility is secured by HHS Guaranty, LLC, an entity formed to provide credit
support for Harte Hanks by certain members of the Shelton family (descendants of one of our founders).
The Texas Capital Credit Facility expires on April 16, 2019, at which point all outstanding principal amounts will be due. Harte Hanks can elect to
accrue interest on outstanding principal balances at either LIBOR plus 1.95% or prime less 0.75%. Unused credit balances will accrue interest at
0.50%. Harte Hanks is required to pay a quarterly fee of $0.1 million as consideration for the collateral balances provided by HHS Guaranty, LLC.
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The Texas Capital Credit Facility is subject to customary covenants requiring insurance, legal compliance, payment of taxes, prohibition of second
liens, and secondary indebtedness, as well as the filing of quarterly and annual financial statements.
Our long-term debt obligations were as follows:
In thousands

June 30, 2017

Texas Capital Credit Facility ($20.0 million capacity), various interest rates based on (a) LIBOR plus
1.95% or (b) prime minus 0.75% (effective rate of 3.12% at June 30, 2017), due April 17, 2019
Total debt
Less current maturities
Total long-term debt

$

December 31, 2016

12,116

$

—

12,116
—
$

12,116

—
—
$

—

The carrying values and estimated fair value of our outstanding debt were as follows:
June 30, 2017
In thousands

Total debt

Carrying Value

$

12,116

December 31, 2016

Fair Value

$

12,116

Carrying Value

$

—

Fair Value

$

—

Based on the recent entry into the Texas Capital Credit Facility, carrying values estimate fair value. These current rates are considered Level 2
inputs under the fair value hierarchy established by ASC 820, Fair Value Measurement, as they are based upon information obtained from third
party banks.
At June 30, 2017, we had letters of credit in the amount of $4.1 million backed by cash collateral. No amounts were drawn against these letters of
credit at June 30, 2017. These letters of credit exist to support insurance programs relating to workers’ compensation, automobile, and general
liability, and to offset liability relating to leasehold obligations. The cash collateral used in the existing letters of credit are not included as part of
the Texas Capital Credit Facility and do not decrease the availability on the remaining capacity.
Note F — Stock-Based Compensation
We maintain stock incentive plans for the benefit of certain officers, directors, and employees, including the 2013 Omnibus Incentive Plan (the
"2013 Plan"). Compensation expense for stock-based awards is based on the fair values of the awards on the date of grant and is recognized on a
straight-line basis over the vesting period of the entire award in the “Labor” line of the Consolidated Statements of Comprehensive Loss. We
recognized $1.0 million and $1.6 million of stock-based compensation expense during the six months ended June 30, 2017 and 2016, respectively.
All stock-based awards granted during the six months ended June 30, 2017 were granted under the 2013 Plan.
Stock Options
Stock options become exercisable in 25% increments on the first four anniversaries of the grant date, and expire on the tenth anniversary of their
grant date. Options are granted at an exercise price equal to the market value of the common stock at the market close on the day prior to the
grant. Options granted prior to the 2013 Plan will remain outstanding in accordance with their respective terms.
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The following table summarizes all stock option activity for the six months ended June 30, 2017:

Number of
Shares

Balance as of December 31, 2016

3,705,893

Granted
Exercised
Forfeited
Vested options expired

$

—
—
(81,223)
(723,939)

Balance as of June 30, 2017

2,900,731

Vested and expected to vest as of June 30, 2017

2,900,731

Exercisable as of June 30, 2017

1,903,382

Weighted Average
Remaining
Contractual
Term(Years)

WeightedAverage GrantDate Fair Value

7.72
—
—
7.35
11.48
6.80

5.11

$

6.80

5.11

$

8.45

3.27

As of June 30, 2017, there was $0.8 million of total unrecognized compensation cost related to unvested stock options. This cost is expected to
be recognized over a weighted average period of approximately 2.03 years.
Cash Stock Appreciation Rights
During the six months ended June 30, 2017, the Board approved cash settling stock appreciation rights under the 2013 Plan.
Cash stock appreciation rights vest in 25% increments on the first four anniversaries of the grant date. Cash stock appreciation rights settle solely
in cash and are treated as a liability.
The following table summarizes all stock appreciation rights activity for the six months ended June 30, 2017:
WeightedAverage GrantDate Fair Value

Number of
Shares

Balance as of December 31, 2016

—

Granted
Vested
Forfeited

$

866,196
—
—

Cash stock appreciation rights outstanding at June 30, 2017

866,196

—
0.97
—
—

$

0.97

As of June 30, 2017, there was $0.5 million of total unrecognized compensation cost related to cash stock appreciation rights. The cost is
expected to be recognized over a weighted average period of approximately 3.98 years. Changes in our stock price, the volatility of our stock
price, and the risk free rate of interest will result in adjustments to compensation expense and the corresponding liability over the applicable
service period.
Unvested Shares
Unvested shares vest in three equal increments on the first three anniversaries of their grant date. Unvested shares settle solely in common stock
and are treated as equity.
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The following table summarizes all unvested share activity for the six months ended June 30, 2017:
WeightedAverage GrantDate Fair Value

Number of
Shares

Balance as of December 31, 2016

945,252

Granted
Vested
Forfeited

$

948,594
(327,775)
(52,516)

Unvested shares outstanding at June 30, 2017

1,513,555

3.76
0.97
4.26
4.59

$

1.87

As of June 30, 2017, there was $2.4 million of total unrecognized compensation cost related to unvested shares. This cost is expected to be
recognized over a weighted average period of approximately 2.05 years.
Phantom Stock Units
Phantom stock units vest in 25% increments on the first four anniversaries of the grant date. Phantom stock units settle solely in cash and are
treated as a liability.
The following table summarizes all phantom stock activity for the six months ended June 30, 2017:
WeightedAverage GrantDate Fair Value

Number of
Shares

Balance as of December 31, 2016

531,820

Granted
Exercised
Forfeited

$

560,000
(125,046)
(80,844)

Phantom stock units outstanding at June 30, 2017

885,930

2.69
0.97
2.69
2.69

$

1.60

As of June 30, 2017, there was $0.9 million of total unrecognized compensation cost related to phantom stock. This cost is expected to be
recognized over a weighted average period of approximately 3.55 years. Changes in our stock price will result in adjustments to compensation
expense and the corresponding liability over the applicable service period.
Performance Stock Units
Performance stock units vest in a range between 0% to 100% based upon certain performance criteria in a three-year period. At the end of the
performance period, the number of shares paid will be based on our performance versus the target. Performance stock units settle solely in
common stock and are treated as equity.
The following table summarizes all performance stock unit activity for the six months ended June 30, 2017:
WeightedAverage GrantDate Fair Value

Number of
Shares

Balance as of December 31, 2016

844,315

Granted
Settled
Forfeited

$

288,732
—
(104,946)

Performance stock units outstanding at June 30, 2017

1,028,101

2.56
0.97
—
4.79

$

1.88

As of June 30, 2017, there was $1.0 million of total unrecognized compensation cost related to performance stock units. This cost is expected to
be recognized over a weighted average period of approximately 1.93 years.
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Cash Performance Stock Units
Cash performance stock units vest in a range between 0% to 100% based upon certain performance criteria measured over a three-year period. At
the end of the performance period, the number of shares settled in cash will be based on our performance versus the target. Cash performance
stock units settle solely in cash and are treated as a liability.
The following table summarizes all cash performance stock unit activity for the six months ended June 30, 2017:
WeightedAverage GrantDate Fair Value

Number of
Shares

Balance as of December 31, 2016

444,005

Granted
Settled
Forfeited

$

2.69

—
—
(37,784)

Cash performance stock units outstanding at June 30, 2017

406,221

—
—
2.69
$

2.69

As of June 30, 2017, we did not expect any of our cash performance stock units to vest due to financial performance. As such, we do not expect
to recognize any compensation cost related to cash performance stock units. Changes in our stock price will result in adjustments to
compensation expense and the corresponding liability over the applicable service period. Expense is also adjusted up or down based on the
current estimate of future performance against the established performance goals.
Note G — Components of Net Periodic Benefit Cost
Prior to January 1, 1999, we maintained a defined benefit pension plan for which most of our employees were eligible (the "Qualified Pension
Plan"). We elected to freeze benefits under the Qualified Pension Plan as of December 31, 1998.
In 1994, we adopted a non-qualified, unfunded, supplemental pension plan (the "Restoration Pension Plan") covering certain employees, which
provides for incremental pension payments so that total pension payments equal those amounts that would have been payable from our Qualified
Pension Plan were it not for limitations imposed by income tax regulation. The Restoration Pension Plan was intended to provide benefits
equivalent to our Qualified Pension Plan as if such plan had not been frozen. We elected to freeze benefits under the Restoration Pension Plan as
of April 1, 2014.
Net pension cost for both plans included the following components:
Three Months Ended June 30,
In thousands

Interest cost
Expected return on plan assets
Recognized actuarial loss
Net periodic benefit cost

2017

$

1,837
(1,832)
688

$

Six Months Ended June 30,

2016

693

$

$

2017

1,951
(2,061)
596
486

2016

$

3,674
(3,664)
1,377

$

$

1,387

$

3,901
(4,122)
1,193
972

We are not required to make, and do not intend to make, any contributions to our Qualified Pension Plan in 2017. Based on current estimates we
will not be required to make any contributions to our Qualified Pension Plan until the 2018 plan year.
We are not required to make, and do not intend to make, any contributions to our Restoration Pension Plan other than to the extent needed to
cover benefit payments. We made benefit payments under our Restoration Pension Plan of $0.4 million and$0.8 million in the three and six months
ended June 30, 2017, respectively.
Note H — Income Taxes
For our three months ended June 30, 2017, an income tax benefit of $2.2 million resulted in an effective income tax rate of 45.3%. For our six
months ended June 30, 2017, an income tax benefit of $3.7 million resulted in an effective income tax rate of 26.8%. We have calculated the
provision for income taxes for the three and six months ended June 30, 2017 by applying an estimate of the annual effective tax rate for the full
calendar year to ordinary income or loss for the reporting period. The effective income tax benefit calculated for the three and six months ended
June 30, 2017 differs from the federal statutory rate of 35.0%, primarily due to the nondeductible interest associated with the 3Q Digital contingent
consideration and foreign tax credit limitations on dividends paid from foreign subsidiaries.
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For our three months ended June 30, 2016, an income tax benefit of $2.8 million resulted in an effective income tax rate of 28.6%. For our six
months ended June 30, 2016, an income tax benefit of $5.5 million resulted in an effective income tax rate of 28.4%. We used a discrete effective
tax rate method to calculate income taxes for the three and six months ended June 30, 2016 because we determined that small changes in
estimated ordinary income would result in significant changes in the estimated annual effective tax rate, such that the historical method would not
provide a reliable estimate for the three and six months ended June 30, 2016. The effective income tax rate calculated for the three and six
months ended June 30, 2016 differs from the federal statutory rate of 35.0%, primarily due to the nondeductible interest associated with the 3Q
Digital contingent consideration and foreign tax credit limitations on dividends paid from foreign subsidiaries.
Harte Hanks, or one of our subsidiaries, files income tax returns in the U.S. federal, U.S. state, and foreign jurisdictions. For U.S. state returns, we
are no longer subject to tax examinations for tax years prior to 2012. For U.S. federal and foreign returns, we are no longer subject to tax
examinations for tax years prior to 2013.
We have elected to classify any interest expense and penalties related to income taxes within income tax expense in our Consolidated
Statements of Comprehensive Loss. We did not have a significant amount of interest or penalties accrued at June 30, 2017 or December 31,
2016.
Note I — Earnings Per Share
In periods in which the company has net income from continuing operations, the company is required to calculate earnings per share using the
two-class method. The two-class method is required because the company's unvested shares are considered participating securities. Participating
securities have the right to receive dividends should the company declare dividends on its common stock. Under the two-class method,
undistributed and distributed earnings are allocated on a pro-rata basis to the common and restricted stockholders. The weighted-average number
of common and restricted shares outstanding during the period is then used to calculate earnings per share ("EPS") for each class of shares.
In periods in which the company has a net loss from continuing operations, basic loss per share is calculated using the treasury stock method.
The treasury stock method is calculated by dividing the net loss by the weighted-average number of common shares outstanding during the period.
The two-class method is not used, because the calculation would be anti-dilutive.
Reconciliations of basic and diluted EPS are as follows:
Three Months Ended June 30,
In thousands, except per share amounts

2017

2016

Net Loss

Loss from continuing operations
Income from discontinued operations
Net loss

$

(2,653)
—

$

(6,912)
2,649

$

(2,653)

$

(4,263)

Basic Earnings (Loss) per Common Share

Weighted-average common shares outstanding
Basic earnings (loss) per common share
Continuing operations
Discontinued operations
Basic earnings (loss) per common share

61,896

61,460

$

(0.04)
—

$

(0.11)
0.04

$

(0.04)

$

(0.07)

Diluted Earnings (Loss) per Common Share

Weighted-average common and common equivalent shares outstanding
Diluted earnings (loss) per common share
Continuing operations
Discontinued operations
Diluted earnings (loss) per common share

61,896

61,460

$

(0.04)
—

$

(0.11)
0.04

$

(0.04)

$

(0.07)

Computation of Shares Used in Earnings (Loss) Per Common Share

Weighted-average common shares outstanding
Weighted-average common equivalent shares-dilutive effect of stock options and awards

61,896
—

61,460
—

Shares used in diluted earnings (loss) per common share computations

61,896

61,460
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2.9 million and 4.2 million of anti-dilutive market price options have been excluded from the calculation of shares used in the diluted EPS
calculation for the three months ended June 30, 2017 and 2016, respectively. 0.7 million and 1.2 million anti-dilutive unvested shares were
excluded from the calculation of shares used in the diluted EPS calculation for the three months ended June 30, 2017 and 2016, respectively.
Six Months Ended June 30,
In thousands, except per share amounts

2017

2016

Net Loss

Loss from continuing operations
Income from discontinued operations
Net loss

$

(10,039)
—

$

(13,859)
3,993

$

(10,039)

$

(9,866)

Basic Earnings (Loss) per Common Share

Weighted-average common shares outstanding
Basic earnings (loss) per common share
Continuing operations
Discontinued operations
Basic earnings (loss) per common share

61,792

61,395

$

(0.16)
—

$

(0.23)
0.07

$

(0.16)

$

(0.16)

Diluted Earnings (Loss) per Common Share

Weighted-average common and common equivalent shares outstanding
Diluted earnings (loss) per common share
Continuing operations
Discontinued operations
Diluted earnings (loss) per common share

61,792

61,395

$

(0.16)
—

$

(0.23)
0.07

$

(0.16)

$

(0.16)

Computation of Shares Used in Earnings (Loss) Per Common Share

Weighted-average common shares outstanding
Weighted-average common equivalent shares-dilutive effect of stock options and awards
Shares used in diluted earnings (loss) per common share computations

61,792
—

61,395
—

61,792

61,395

3.3 million and 4.3 million of anti-dilutive market price options have been excluded from the calculation of shares used in the diluted EPS
calculation for the six months ended June 30, 2017 and 2016, respectively. 0.8 million and 1.1 million anti-dilutive unvested shares were excluded
from the calculation of shares used in the diluted EPS calculation for the six months ended June 30, 2017 and 2016, respectively.
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Note J — Comprehensive Loss
Comprehensive income for a period encompasses net income (loss) and all other changes in equity other than from transactions with our
stockholders. Our comprehensive loss was as follows:
Three Months Ended June 30,
In thousands

Net loss

2017

$

(2,653)

Other comprehensive loss:
Adjustment to pension liability
Tax expense
Adjustment to pension liability, net of tax
Foreign currency translation adjustment
Total other comprehensive loss
Total comprehensive loss

$

Six Months Ended June 30,

2016

$

2017

(4,263)

$

2016

(10,039)

$

(9,866)

688
(275)

596
(239)

1,252
(501)

1,466
(586)

413
599

357
(949)

751
644

880
(1,419)

1,012

(592)

1,395

(539)

(1,641)

$

(4,855)

$

(8,644)

$

(10,405)

Changes in accumulated other comprehensive loss by component are as follows:
Defined Benefit
Pension Items

In thousands

Balance at December 31, 2016
Other comprehensive income (loss), net of tax, before reclassifications

$

(46,977)

Foreign Currency
Items

$

799

—

Amounts reclassified from accumulated other comprehensive income (loss), net of
tax
Net current period other comprehensive income (loss), net of tax
Balance at June 30, 2017

$

Balance at December 31, 2015
Other comprehensive income (loss), net of tax, before reclassifications

$

Balance at June 30, 2016

—

751

644

1,395

(46,226)

(43,915)

$

1,443

$

355

—
(1,064)

(43,560)
(1,419)
880

(1,419)
$

(44,783)
Total

$

(1,419)

880
(43,035)

$

Foreign Currency
Items

880
$

644

751

—

Amounts reclassified from accumulated other comprehensive income (loss), net of
tax
Net current period other comprehensive income (loss), net of tax

(46,178)

644

751

Defined Benefit
Pension Items

In thousands

Total

$

(539)
$

(44,099)

Reclassification amounts related to the defined pension plans are included in the computation of net periodic pension benefit cost (see Note G,
Components of Net Periodic Pension Benefit Cost).
Note K — Litigation Contingencies
In the normal course of our business, we are obligated under some agreements to indemnify our clients as a result of claims that we infringe on
the proprietary rights of third parties. The terms and duration of these commitments vary and, in some cases, may be indefinite, and certain of
these commitments do not limit the maximum amount of future payments we could become obligated to make thereunder; accordingly, our actual
aggregate maximum exposure related to these types of commitments is not reasonably estimable. Historically, we have not been obligated to
make significant payments for obligations of this nature, and no liabilities have been recorded for these obligations in our financial statements.
We are also subject to various claims and legal proceedings in the course of conducting our businesses and, from time to time, we may become
involved in additional claims and lawsuits incidental to our businesses. We routinely assess the likelihood of adverse judgments or outcomes to
these matters, as well as ranges of probable losses; to the extent losses are reasonably estimable. Accruals are recorded for these matters to the
extent that management concludes a loss is probable and the financial impact, should an adverse outcome occur, is reasonable estimable.
In the opinion of management, appropriate and adequate accruals for legal matters have been made, and management believes that the probability
of a material loss beyond the amounts accrued is remote. Nevertheless, we cannot predict the impact of future
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developments affecting our pending or future claims and lawsuits. We expense legal costs as incurred, and all recorded legal liabilities are
adjusted as required as better information becomes available to us. The factors we consider when recording an accrual for contingencies include,
among others: (i) the opinions and views of our legal counsel; (ii) our previous experience; and (iii) the decision of our management as to how we
intend to respond to the complaints.
Note L — Acquisition and Disposition
On March 4, 2016, we completed the acquisition of Aleutian Consulting, which has been integrated with our continuing operations. The results of
Aleutian Consulting operations have been included in our financial statements since that date and are reported in continuing operations. The
purchase price was $3.5 million in cash. The fair value of the identified tangible assets residual purchase price methodology used in the calculation
to determine goodwill allocation relied on management's assumptions. These assumptions, which are significant to the calculated fair values, are
considered Level 3 inputs under the fair value hierarchy established by ASC 820, as they are unobservable.
The purchase agreement for the 2015 acquisition of 3Q Digital includes a contingent consideration arrangement that requires us to pay the former
owners of 3Q Digital an additional cash payment depending on achievement of certain revenue growth goals. The potential undiscounted amount of
all future payments that could be required to be paid under this contingent consideration arrangement is between $0 and $35.0 million in cash
payable in 2018.
On May 1, 2017, we entered into the 3Q Agreement, which defers our obligation to pay the contingent consideration to the former owners until April
1, 2019 or the sale of the 3Q Digital business, whichever is earlier. Any portion of the contingent consideration that remains unpaid after March 1,
2018 will accrue interest at a rate of 8.5%. In addition, under the 3Q Agreement we agreed to pay a special bonus pool to the former owners of the
3Q Digital business as well as a sale bonus for certain current employees of 3Q Digital in the event the business is sold prior to April 1, 2019.
The estimate of fair value of the contingent consideration requires subjective assumptions to be made regarding revenue growth, discount rates,
discount periods, and probability assessments with respect to the likelihood of reaching the established targets. The fair value measurement is
based on significant inputs unobservable in the market and thus represents a Level 3 measurement. Measurement is sensitive to changes in
revenue projections used in the assumptions. Changes in current expectations and revenue performance could change the probability of achieving
the targets within the measurement period and result in an increase or decrease in the fair value of the contingent consideration. As of June 30,
2017, we expect that the contingent consideration will be paid at the maximum potential amount of $35.0 million.
A reconciliation of accrued balances of the contingent consideration using significant unobservable inputs is as follows:
(in thousands)

Fair Value

Accrued contingent consideration liability as of December 31, 2016
Accretion of interest
Adjustments to fair value
Accrued contingent consideration liability as of June 30, 2017

$

29,725
2,081
—

$

31,806

Any adjustments to the fair value of the contingent consideration are recorded within the "Other, net" line in the Consolidated Statements of
Comprehensive Loss.
Note M — Discontinued Operations
On December 23, 2016, we completed the sale of our Trillium business to Syncsort. The decision to sell Trillium was largely based on the
prioritization of investments in support of optimizing our clients' customer journey across an omni-channel delivery platform, and the determination
that the Trillium business is likely to be a better strategic fit and more valuable asset to other parties. The business was sold for gross proceeds of
approximately $112.0 million in cash and resulted in a loss on the sale of $39.9 million, net of $4.6 million of income tax benefit. We believe that
the sale of Trillium will allow us to better focus on our core Customer Interaction businesses and moving towards growth.
Because the sale of Trillium represented a strategic shift that has a major effect on our operations and financial results, the results of operations,
financial position, and cash flows for Trillium are reported separately as discontinued operations for all periods presented. Results of the remaining
Harte Hanks business are reported as continuing operations.
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Summarized operating results for the Trillium discontinued operations, through the dates of disposal, are as follows:
Three Months Ended June 30,
In thousands

Revenue

2017

$

—

Labor
Production and distribution
Advertising, selling, general and administrative
Depreciation and software amortization
Other, net
Income from discontinued operations before income taxes
Income tax expense
Net income from discontinued operations

$

Six Months Ended June 30,

2016

$

2017

12,711

$

2016

—

$

23,871

—
—
—
—
—

5,202
156
3,337
589
(385)

—
—
—
—
—

10,503
412
5,764
1,101
178

—
—

3,812
1,163

—
—

5,913
1,920

—

$

2,649

$

—

$

3,993

Note N — Subsequent Event
As of August 9, 2017, we were not in compliance with the Texas Capital Credit Facility's covenant requiring us to file our financial reports for the
quarter ending June 30, 3017 (i.e.; this Form 10-Q) with the Securities and Exchange Commission within forty-five days of the quarter end. On
August 14, 2017, we entered into a waiver with Texas Capital Bank that waived our noncompliance. We will be required to meet covenants
established by the Texas Capital Credit Facility following the expiration of the waiver.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Cautionary Note Regarding Forward-Looking Statements
This report, including this Management’s Discussion and Analysis of Financial Condition and Results of Operations (MD&A), contains “forwardlooking statements” within the meaning of the federal securities laws. All such statements are qualified by this cautionary note, which is provided
pursuant to the safe harbor provisions of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.
Forward-looking statements may also be included in our other public filings, press releases, our website and oral and written presentations by
management. Statements other than historical facts are forward-looking and may be identified by words such as “may,” “will,” “expects,” “believes,”
“anticipates,” “plans,” “estimates,” “seeks,” “could,” “intends,” or words of similar meaning. Examples include statements regarding (1) our
strategies and initiatives related thereto, (2) adjustments to our cost structure and other actions designed to respond to market conditions and
improve our performance, and the anticipated effectiveness and expenses associated with these actions, (3) our financial outlook for revenues,
earnings per share, operating income, expense related to equity-based compensation, capital resources, and other financial items, (4) expectations
for our businesses and for the industries in which we operate, including the impact of economic conditions of the markets we serve on the
marketing expenditures and activities of our clients and prospects, (5) competitive factors, (6) acquisition and development plans, (7) expectations
for and effects of acquired and disposed businesses and our ability to effect such acquisitions and dispositions, (8) our stock repurchase program,
(9) expectations regarding legal proceedings and other contingent liabilities, and (10) other statements regarding future events, conditions, or
outcomes.
These forward-looking statements are based on current information, expectations, and estimates and involve risks, uncertainties, assumptions,
and other factors that are difficult to predict and that could cause actual results to vary materially from what is expressed in or indicated by the
forward-looking statements. In that event, our business, financial condition, results of operations, or liquidity could be materially adversely affected
and investors in our securities could lose part or all of their investments. Some of these risks, uncertainties, assumptions, and other factors can
be found in our filings with the Securities and Exchange Commission, including the factors discussed under “Item 1A. Risk Factors” in our Annual
Report on Form 10-K for the year ended December 31, 2016, Form 10-Q for the quarter ended March 31, 2017, and in the “Cautionary Note
Regarding Forward-Looking Statements” in our second quarter 2017 earnings release issued on September 28, 2017. The forward-looking
statements included in this report and those included in our other public filings, press releases, our website, and oral and written presentations by
management are made only as of the respective dates thereof, and we undertake no obligation to update publicly any forward-looking statement in
this report or in other documents, our website, or oral statements for any reason, even if new information becomes available or other events occur
in the future.
Overview
The following MD&A section is intended to help the reader understand the results of operations and financial condition of Harte Hanks, Inc. This
section is provided as a supplement to, and should be read in conjunction with, our consolidated financial statements and the accompanying notes
to the condensed consolidated financial statements as well as our 2016 Form 10-K. Our 2016 Form 10-K contains a discussion of other matters
not included herein, such as disclosures regarding critical accounting policies and estimates, and contractual obligations.
Harte Hanks partners with clients to deliver relevant, connected, and quality customer interactions. Our approach starts with discovery and
learning, which leads to customer journey mapping, creative and content development, analytics, and data management, and ends with execution
and support in a variety of digital and traditional channels. We do something powerful: we produce engaging and memorable customer interactions
to drive business results for our clients, which is why Harte Hanks is famous for developing better customer relationships and experiences and
defining interaction-led marketing.
Our Customer Interaction services provide our clients around the globe with a wide variety of integrated, multichannel, data-driven solutions for top
brands around the globe. We help our clients gain insight into their customers’ behaviors from their data and use that insight to create innovative
multi-channel marketing programs to deliver a return on marketing investment. We believe our clients’ success is determined not only by how good
their tools are, but how well we help them use the tools to gain insight and analyze their consumers. This results in a strong and enduring
relationship between our clients and their customers. We offer a full complement of capabilities and resources to provide a broad range of
marketing services, in print and electronic media from direct mail to email, including:
•
•
•
•

agency and digital services;
database marketing solutions and business-to-business lead generation;
direct mail; and
contact centers.
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We are affected by the general, national, and international economic and business conditions in the markets where we and our customers
operate. Marketing budgets are largely discretionary in nature, and as a consequence are easier for our clients to reduce in the short-term than
other expenses should they face expense pressure. Our revenues are also affected by the economic fundamentals of each industry that we serve,
various market factors, including the demand for services by our clients, and the financial condition of and budgets available to specific clients,
among other factors. In particular, for most of our recent history our retail client vertical was our largest, usually representing well over a quarter of
our revenues. As the retail industry has struggled in the face of internet-based shopping models, many of our clients, and consequently our
revenues, have suffered.
We remain committed to making the investments necessary to execute our multichannel strategy while also continuing to adjust our cost structure
to reduce costs in the parts of our business that are not growing as fast. We believe these actions, such as the adoption of a new database
platform and the development of our DataView™ marketing data facility, will improve our profitability in future periods.
Our business experiences some seasonal variations from quarter to quarter due to increased marketing activity prior to and during the holiday
season, primarily in the retail vertical. Because of the seasonality of our business, results for any quarter are not necessarily indicative of the
results that may be achieved for the full fiscal year.
Our principal operating expense items are labor, outsourced costs, and mail supply chain management.
We continued to face a challenging competitive environment in 2017. The sale of Trillium in 2016, the new credit facility we entered into in 2017,
and our announced intention to seek strategic alternatives for 3Q Digital are all parts of our efforts to prioritize our investments and focus on our
core business of optimizing our clients' customer journey across an omni-channel delivery platform. We expect these actions will enhance our
liquidity and financial flexibility. For additional information see Liquidity and Capital Resources.
Results of Continuing Operations
Previously, Harte Hanks also provided data quality solutions through Trillium Software, Inc. and its subsidiaries (collectively "Trillium"). As
discussed in Note M, Discontinued Operations, of the Notes to Condensed Consolidated Financial Statements we sold our Trillium operations on
December 23, 2016 for gross proceeds of $112.0 million. Because Trillium represented a distinct business unit with operations and cash flows that
can clearly be distinguished, both operationally and for financial purposes, from the rest of Harte Hanks, the results of the Trillium operations are
reported as discontinued operations for all periods presented. Results of the remaining Harte Hanks business are reported as continuing
operations, and the operating results of Trillium are reported as discontinued operations in the Condensed Consolidated Financial Statements, and
are excluded from Management’s Discussion and Analysis of Financial Condition and Results of Operations below.
Operating results from continuing operations were as follows:
Three Months Ended June 30,
In thousands

Revenues

2017

$

Operating expenses
Operating loss from continuing operations

$

96,513
$

Operating margin
Loss from continuing operations before taxes

94,722

2016

(1,791)

$

(1.9)%
$

Diluted loss per common share from
continuing operations

(4,852)

(0.04)

Six Months Ended June 30,
% Change

97,317

(2.7)%

104,006

(7.2)%

(6,689)

(73.2)%

2017

$

2016

$

197,748
$

(6.9)%
$

189,616
(8,132)

212,116
$

(4.3)%

(9,686)

(49.9)%

(0.11)

(63.6)%

$

(13,714)

(0.16)

196,880
(15,236)

% Change

(3.7)%
(6.8)%
(46.6)%

(7.7)%
$

(19,365)

(29.2)%

(0.23)

(30.4)%

Revenues
Second Quarter of 2017 vs. Second Quarter of 2016
Revenues from continuing operations decreased $2.6 million, or 2.7%, in the second quarter of 2017 compared to the second quarter of 2016.
These results reflect the impact of our retail, healthcare, and B2B verticals decreasing $2.1 million, or 8.2%, $2.3 million, or 30.7%, and $0.6
million, or 2.9%, respectively. This is primarily due to lost clients and clients reducing their marketing spend with us. These decreases were offset
slightly by increases in our consumer and financial services verticals of
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$2.2 million, or 10.4%, and $0.4 million, or 3.0%, respectively. These increases were generated by expansion of work from existing clients. Our
transportation vertical was flat to the prior year.
First Half of 2017 vs. First Half of 2016
Revenues from continuing operations decreased $7.3 million, or 3.7%, in the first half of 2017 compared to the first half of 2016. These results
reflect the impact of our retail and healthcare verticals decreasing $5.1 million, or 10.0%, and $5.2 million, or 32.2%, respectively. This is primarily
due to lost clients and clients reducing their marketing spend on programs with us. These decreases were offset slightly by increases in our
consumer and financial services verticals of $1.4 million, or 3.2%, and $1.8 million, or 6.6%, respectively. These increases were generated by
expansion of work from existing clients. Our transportation and B2B verticals were flat to the prior year.
Revenues from our vertical markets are impacted by, among other things, the economic fundamentals of each industry, various market factors,
including the demand for services by our clients, and the financial condition of, and budgets available to specific clients.
Operating Expenses
Second Quarter of 2017 vs. Second Quarter of 2016
Operating expenses from continuing operations were $96.5 million in the second quarter of 2017, compared to $104.0 million in the second quarter
of 2016. Labor costs decreased $5.3 million, or 8.6%, compared to the second quarter of 2016 primarily due to lower managed payroll expense as
a result of our expense reduction efforts. General and administrative expense decreased $0.7 million, or 6.5%, compared to the prior year primarily
due a reduction in employee related expenses. Production and distribution decreased $0.9 million, or 3.3%, compared to the same quarter of the
prior year primarily due to a decrease in outsourced services and mail supply chain expenses. Depreciation and intangible asset and software
amortization expense decreased $0.5 million, or 16.8%, compared to the second quarter of 2016.
First Half of 2017 vs. First Half of 2016
Operating expenses from continuing operations were $197.7 million in the first half of 2017, compared to $212.1 million in the first half of 2016.
Labor costs decreased $7.5 million, or 6.0%, compared to the first half of 2016 primarily due to lower managed payroll expense as a result of our
expense reduction efforts. General and administrative expense decreased $2.3 million, or 9.7%, compared to the prior year primarily due a
reduction in employee-related expenses. Production and distribution decreased $3.9 million, or 6.8%, compared to the prior year primarily due to a
decrease in outsourced services and mail supply chain expenses. Depreciation and intangible asset and software amortization expense decreased
$0.6 million. or 10.1%, compared to the first half of 2016.
Our largest cost components are labor, outsourced costs, and mail supply chain costs. Each of these costs are somewhat variable and tend to
fluctuate with revenue and the demand for our services. Mail supply chain rates have increased over the last few years due to demand within the
transportation industry. Future changes in mail supply chain rates will continue to impact our total production costs and total operating expenses
and may have an impact on future demand for our supply chain management services.
Postage costs of mailings are borne by our clients and are not directly reflected in our revenues or expenses.
Interest Expense
Second Quarter of 2017 vs. Second Quarter of 2016
Interest expense, net, in the second quarter of 2017 decreased $1.2 million compared to the second quarter of 2016. This decrease is due to a
lower overall debt balance and interest rate in 2017 compared to 2016, partially offset by an increase in interest accretion related to the 3Q
contingent consideration.
First Half of 2017 vs. First Half of 2016
Interest expense, net, in the first half of 2017 decreased $1.5 million compared to the first half of 2016. This decrease is due to a lower overall
debt balance and interest rate in 2017 compared to 2016, partially offset by an increase in interest accretion related to the 3Q contingent
consideration.
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Other Income and Expense
Second Quarter of 2017 vs. Second Quarter of 2016
Other expense, net, increased $1.2 million in the second quarter of 2017 compared to second quarter of 2016. This is primarily the result of the
impact of foreign currency translation and slightly higher pension expense.
First Half of 2017 vs. First Half of 2016
Other expense, net, increased $3.0 million in the first half of 2017 compared to the first half of 2016. This is primarily the result of the impact of
foreign currency translation and slightly higher pension expense.
Income Taxes
Second Quarter of 2017 vs. Second Quarter of 2016
The income tax benefit of $2.2 million in the second quarter of 2017 represents a decrease in benefit of $0.6 million when compared to the second
quarter of 2016. Our effective tax rate was 45.3% for the second quarter of 2017, increasing from a rate of 28.6% for the second quarter of 2016.
The effective income tax benefit differs from the federal statutory rate of 35.0%, primarily due to the nondeductible interest associated with the 3Q
Digital contingent consideration and foreign tax credit limitations on dividends paid from foreign subsidiaries.
First Half of 2017 vs. First Half of 2016
The income tax benefit of $3.7 million in the first half of 2017 represents a decrease in benefit of $1.8 million when compared to the first half of
2016. Our effective tax rate was 26.8% for the first half of 2017, decreasing from a rate of 28.4% for the first half of 2016. The effective income
tax benefit differs from the federal statutory rate of 35.0%, primarily due to the nondeductible interest associated with the 3Q Digital contingent
consideration and foreign tax credit limitations on dividends paid from foreign subsidiaries.
We have calculated the provision for income taxes for 2017 by applying an estimate of the annual effective tax rate for the full calendar year to
ordinary income or loss for the reporting period. However, we used a discrete effective tax rate method to calculate income taxes in 2016 because
we determined that small changes in estimated ordinary income would result in significant changes in the estimated annual effective tax rate, such
that the historical method would not provide a reliable estimate for 2016.
Income/Earnings (Loss) Per Share from Continuing Operations
Second Quarter of 2017 vs. Second Quarter of 2016
We recorded net loss from continuing operations of $2.7 million and diluted loss per share from continuing operations of $0.04 in the second
quarter of 2017. These results compare to net loss from continuing operations of $6.9 million and diluted loss per share from continuing operations
of $0.11 per share in the second quarter of 2016.
First Half of 2017 vs. First Half of 2016
We recorded net loss from continuing operations of $10.0 million and diluted loss per share from continuing operations of $0.16 in the first half of
2017. These results compare to net loss from continuing operations of $13.9 million and diluted loss per share from continuing operations of $0.23
per share in the first half of 2016.
Liquidity and Capital Resources
Sources and Uses of Cash
Our cash and cash equivalent balances were $13.1 million and $46.0 million at June 30, 2017 and December 31, 2016, respectively. Our principal
sources of liquidity are cash on hand, cash provided by operating activities, borrowings, and proceeds from asset sales. Our cash is primarily used
for general corporate purposes, working capital requirements, and capital expenditures.
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Operating Activities
Net cash used in operating activities for the six months ended June 30, 2017 was $41.8 million, compared to net cash provided by operating
activities of $21.8 million for the six months ended June 30, 2016. The $63.6 million year-over-year decrease is primarily the result of a $59.6
million difference in cash provided by changes in operating assets and liabilities. This difference is driven by a $32.1 million decrease in other
accrued expenses and liabilities, which reflects the tax payment related to the taxable gain on the sale of our Trillium business in 2016. The other
principal driver is the $20.8 million decrease in cash provided by accounts receivable due to our year over year revenue decline.
Investing Activities
Net cash used in investing activities was $3.0 million for the six months ended June 30, 2017, compared to $10.9 million for the six months ended
June 30, 2016. Current year investing activities consisted of capital expenditures of $3.0 million. This compares to prior year investing activities
consisting of the acquisition of Aleutian Consulting in March of 2016 for $3.5 million, capital expenditures of $5.7 million, and cash used for
discontinued operations of $1.8 million.
Financing Activities
Net cash flows from financing activities was $11.3 million for the six months ended June 30, 2017, compared to net cash used of $13.1 million for
the six months ended June 30, 2016. The $24.4 million increase is primarily due to the net cash borrowed from credit facilities of $12.0 million in
2017 as opposed to net cash paid of $5.5 million in 2016, as well as the lone dividend payment of $5.3 million made in the first quarter of 2016.
Foreign Holdings of Cash
Consolidated foreign holdings of cash as of June 30, 2017 and 2016 were $3.0 million and $7.7 million, respectively. The company is subject to,
and has accrued additional U.S. income taxes and foreign withholding taxes for repatriated cash.
Credit Facilities
On March 10, 2016, we entered the 2016 Secured Credit Facility with Wells Fargo Bank, N.A. as Administrative Agent. This facility consisted of a
maximum $65.0 million revolving credit facility and a $45.0 million term loan. The lenders provided waivers of our noncompliance of the minimum
fixed charge coverage ratio and leverage ratios under the 2016 Secured Credit Facility as of April 30, 2016, June 30, 2016, September 30, 2016,
and October 31, 2016. Additional covenants in the 2016 Secured Credit Facility included, among other things, restrictions on the company and its
subsidiaries from liquidating, dissolving, suspending, or ceasing subsidiaries or a substantial portion of the business. As such, repayment was
required following the completion of the sale of Trillium. Outstanding loans were repaid in full on December 23, 2016 using the proceeds of the sale
and the 2016 Secured Credit Facility was likewise terminated.
On April 17, 2017, we entered into the Texas Capital Credit Facility with Texas Capital Bank, N.A. as lender. The Texas Capital Credit Facility
consists of a two-year $20 million revolving credit facility secured by substantially all of our assets and guaranteed by HHS Guaranty, LLC, an
entity formed by certain members of the Shelton family, descendants of one of the company's founders. The credit facility adds additional financial
flexibility to the company and will be used for working capital and general corporate purposes. See Note E, Long-Term Debt , in the Notes to
Condensed Consolidated Financial Statements for further discussion.
Dividends
We paid a quarterly dividend of 8.5 cents per share in the first quarter of 2016. We currently intend to retain any future earnings and do not expect
to pay dividends on our common stock. Any future dividend declaration can be made only upon, and subject to, approval of our board of directors,
based on its business judgment.
Share Repurchase
During 2017, we have not repurchased any shares of our common stock under our current stock repurchase program that was publicly announced
in August 2014. Under our current program, we are authorized to spend up to $20.0 million to repurchase shares of our outstanding common stock.
A t June 30, 2017, we had $11.4 million of remaining authorization under this program. From 1997 through June 30, 2017, we have repurchased
67.9 million shares for an aggregate of $1.2 billion.
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We are unlikely to make any repurchases in the near term. Any future decisions to repurchase shares of our common stock will be based upon
periodic determinations by our board that such repurchases are in the best interest of our stockholders after considering our financial position,
results of operations, the price of our common stock, credit conditions, and other relevant factors.
Outlook
We consider such factors as total cash and cash equivalents, current assets, current liabilities, total debt, revenues, operating income, cash flows
from operations, investing activities, and financing activities when assessing our liquidity. Our principal sources of liquidity are cash on hand, cash
provided by operating activities, and borrowings. Our management of cash is designed to optimize returns on cash balances and to ensure that it
is readily available to meet our operating, investing, and financing requirements as they arise.
Our recent operating and financial performance has been marked by declining revenues, although the rate of those declines has abated in each of
the past three quarters. Despite these declining revenues and continuing operating losses, we do believe that we are making progress that will
ultimately return us to revenue growth and profitability.
On April 17, 2017, we entered into the Texas Capital Credit Facility. The Texas Capital Credit Facility provides $20.0 million in borrowing capacity
under a revolving credit line and has far more favorable covenant requirements than our prior credit facility. We believe that the liquidity provided
by the Texas Capital Credit Facility is sufficient for our needs given the nature and performance of our operations.
We have also obtained the deferral of a significant contingent liability that otherwise would have been due in 2018. We are required (under the
terms of the purchase agreement for the acquisition of 3Q Digital) to pay the former owners of 3Q Digital an additional consideration contingent on
achievement of certain revenue growth goals for that business; the maximum amount of contingent consideration payment is $35 million. On May
1, 2017, we entered into an Agreement (the "3Q Agreement"), which defers our obligation to pay the contingent consideration to the former owners
until April 1, 2019 or the sale of the 3Q Digital business, whichever is earlier.
We have taken actions to return the business to profitability and improve our cash, liquidity, and financial position. We have made expense
reductions through downsizing our workforce and consolidating back-office and information technology functions. We also completed the closure of
our Baltimore direct mail facility in the first quarter of 2017 in response to the declining demand for printed marketing materials. Continuing work
from this facility was transitioned to other facilities, allowing for higher utilization rates. We have started to see the favorable impact of these
actions and intend to continue efforts to reduce expenses through the end of 2017.
In addition to the actions discussed above, we are taking additional steps to improve our operational and financial performance. We continue to
identify and act to secure additional cost reductions and operating efficiencies. We have also focused investments toward improving product
offerings that we believe will improve revenue growth.
On April 18, 2017, we announced that as part of an initiative to enhance our strategic position and increase financial flexibility, we would seek
strategic alternatives for our 3Q Digital business. The potential liquidity from this initiative would enhance our ability to invest in strategies to
strengthen our core offerings.
Critical Accounting Policies
Critical accounting policies are defined as those that, in our judgment, are most important to the portrayal of our company’s financial condition and
results of operations and which require complex or subjective judgments or estimates. We consider the following to be our critical accounting
policies, as described in detail in our 2016 Form 10-K:
•
•
•
•

Revenue recognition;
Goodwill and other intangible assets;
Income taxes; and
Accounting for contingent consideration.

There have not been any material changes to the critical accounting policies described above and in our 2016 Form 10-K.
As discussed in Note B, Recent Accounting Pronouncements, of the Notes to Condensed Consolidated Financial Statements, certain new
financial accounting pronouncements have been issued which either have already been reflected in the accompanying
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consolidated financial statements, or will become effective for our financial statements at various dates in the future. The adoptions of these new
accounting pronouncements have not had a material effect on our consolidated financial statements; however, the company is currently evaluating
the impact of the new guidance and method of adoption.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
Market risk includes the risk of loss arising from adverse changes in market rates and prices. We face market risks related to interest rate
variations and to foreign exchange rate variations. From time to time, we may utilize derivative financial instruments to manage our exposure to
such risks.
On April 17, 2017, we entered into the Texas Capital Credit Facility. The new credit facility increased exposure to market risks relating to changes
in interest rates because borrowings under the facility bear interest at a variable rate. We do not believe that a one percentage point change in
average interest rates would have a material impact on our interest expense. As such, we do not believe that we currently have significant
exposure to market risks associated with changing interest rates. At this time, we have not entered into any interest rate swap or other derivative
instruments to hedge the effects of adverse fluctuations in interest rates.
Our earnings are also affected by fluctuations in foreign currency exchange rates as a result of our operations in foreign countries. Our primary
exchange rate exposure is to the Euro, British Pound, and Philippine Peso. We monitor these risks throughout the normal course of business. The
majority of the transactions of our U.S. and foreign operations are denominated in the respective local currencies. Changes in exchange rates
related to these types of transactions are reflected in the applicable line items making up operating income in our Consolidated Statements of
Comprehensive Loss. Due to the current level of operations conducted in foreign currencies, we do not believe that the impact of fluctuations in
foreign currency exchange rates on these types of transactions is significant to our overall annual earnings. A smaller portion of our transactions
are denominated in currencies other than the respective local currencies. For example, intercompany transactions that are expected to be settled
in the near-term are denominated in U.S. Dollars. Since the accounting records of our foreign operations are kept in the respective local currency,
any transactions denominated in other currencies are accounted for in the respective local currency at the time of the transaction. Any foreign
currency gain or loss from these transactions, whether realized or unrealized, results in an adjustment to income, which is recorded in “Other, net”
in our Consolidated Statements of Comprehensive Loss. Transactions such as these amounted to $0.6 million in pre-tax currency transaction
losses in the first half of 2017. At this time, we are not entered into any foreign currency forward exchange contracts or other derivative
instruments to hedge the effects of adverse fluctuations in foreign currency exchange rates.
We do not enter into derivative instruments for any purpose other than cash flow hedging. We do not speculate using derivative instruments.
Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
Disclosure controls and procedures are controls and procedures designed to ensure that information required to be disclosed in our reports filed or
submitted under the Securities Exchange Act of 1934 is recorded, processed, summarized, and reported within the time periods specified in the
SEC’s rules and forms. Disclosure controls and procedures include controls and procedures designed to ensure that information required to be
disclosed in such reports is accumulated and communicated to management, including our Chief Executive Officer, Chief Financial Officer, and
Corporate Controller as appropriate to allow timely decisions regarding required disclosure.
Our management, including our Chief Executive Officer, Chief Financial Officer, and Corporate Controller, carried out an evaluation of the
effectiveness of the design and operation of our disclosure controls and procedures as defined in Rule 13a-15(e) under the Securities Exchange
Act of 1934, as of June 30, 2017. Based on that evaluation, our Chief Executive Officer, Chief Financial Officer, and Corporate Controller
concluded that the company's disclosure controls and procedures were not effective as of June 30, 2017 due to the material weaknesses in
internal control over financial reporting as described in Item 9A of our Annual Report on Form 10-K for the year ended December 31, 2016.
Material Weakness in Internal Control over Financial Reporting
We identified material weaknesses in the following areas (i) the effectiveness of the control environment, risk assessment, information and
communication, and monitoring, (ii) the effectiveness of internal controls over revenue recognition, (iii) the effectiveness of the accounting for the
contingent consideration, (iv) the effectiveness of evaluation of goodwill for impairment, (v) the effectiveness of controls around evaluation of
deferred tax assets, and (vi) the effectiveness of controls over the financial closing and reporting process.
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Notwithstanding the material weaknesses, each of our Chief Executive Officer, Chief Financial Officer, and Corporate Controller concluded that the
consolidated financial statements included in this report present fairly, in all material respects, our financial position, results of operations, and
cash flows as of the dates and for the periods presented, in conformity with U.S. GAAP.
Changes in Internal Control over Financial Reporting
As discussed in Item 9A of our Annual Report on Form 10-K for the year ended December 31, 2016, we have undertaken actions to redesign
processes and controls to address all of the material weaknesses. We have engaged specialists to assist us with reviewing, documenting, and (as
needed) supplementing our controls, with a goal of providing controls that not only better address both the accuracy and precision of
management’s review, but also enhance our ability to manage our business as it has evolved. We continue to evaluate our financial team and
organizational structure, and have begun to make changes to roles and responsibilities to enhance controls and compliance. We expect to make
further changes as our specialists deliver recommendations from their reviews. As we implement these plans, management may determine that
additional steps may be necessary to remediate the material weaknesses.
Although we intend to resolve all of the material control deficiencies discussed in Item 9A of our Annual Report on Form 10-K for the year
ended December 31, 2016, we cannot provide any assurance that these remediation efforts will be successful, will be completed quickly, or that
our internal control over financial reporting will be effective as a result of these efforts by any particular date. Our remediation plan will last through
2018 due to the number of controls involved, the need for new risk assessments and control design implementation, and ultimately testing of such
controls.
Inherent Limitation of the Effectiveness of Internal Control
The effectiveness of any system of internal control over financial reporting is subject to inherent limitations, including the exercise of judgment in
designing, implementing, operating, and evaluating the controls and procedures, and the inability to eliminate misconduct completely. Accordingly,
any system of internal control over financial reporting can only provide reasonable, not absolute, assurances. In addition, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate. We intend to continue to monitor and upgrade our internal controls as
necessary or appropriate for our business, but cannot assure that such improvements will be sufficient to provide us with effective internal control
over financial reporting.
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PART II. OTHER INFORMATION
Item 1. Legal Proceedings
Information regarding legal proceedings is set forth in Note K, Litigation Contingencies, in the Notes to Condensed Consolidated Financial
Statements in Item 1 of Part I of this Quarterly Report on Form 10-Q, which information is incorporated herein by reference.
Item 1a. Risk Factors
In addition to the other information set forth in this report, you should carefully consider the factors discussed in Part I, “Item 1A. Risk Factors” in
our 2016 Form 10-K, which could materially affect our business, financial condition, or future results. The risks described in our 2016 Form 10-K
are not the only risks we face. Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial also may
materially adversely affect our business, financial condition, and operating results. In our judgment, there were no material changes in the risk
factors as previously disclosed in Part I, “Item 1A. Risk Factors” of our 2016 Form 10-K other than as described below. Refer to Part I, Item 2 of
this Quarterly Report on Form 10-Q, for a discussion of the economic climate and impact on our financial statements.
Our inability to comply with the listing requirements of the New York Stock Exchange could result in our common stock being delisted,
which could affect our common stock’s market price and liquidity and reduce our ability to raise capital.
In addition to our non-compliance with the NYSE listing requirement described in the risk factors of our 2016 Form 10-K, on August 9, 2017 we
received a notice from the NYSE indicating that the average closing price of our common stock had fallen below $1.00 per share over a period of
30 consecutive trading days, which is the minimum average share price for continued listing on the NYSE under Rule 802.01C of the NYSE Listed
Company Manual.
Under NYSE rules, we have six months following receipt of the notification to regain compliance with the minimum share price requirement. We
can regain compliance at any time during the six-month cure period if our common stock has a closing share price of at least $1.00 on the last
trading day of any calendar month during the period and also has an average closing share price of at least $1.00 over the 30-trading day period
ending on the last trading day of that month or on the last day of the cure period.
If by February 9, 2018 we cannot demonstrate compliance with the minimum share price requirement, the NYSE will commence suspension and
delisting procedures. There can be no assurance that we will be able to maintain our NYSE listing.
In addition, there are other continued listing requirements of the NYSE, such as a requirement stating that we will be considered to be below
compliance if our average market capitalization over a consecutive 30 trading-day period is less than $50,000,000 and, at the same time our
stockholders' equity is less than $50,000,000. Our common stock could be delisted if we are not in compliance with any such requirement and are
to regain compliance during any applicable cure or grace period. A delisting of our common stock could negatively impact the company by, among
other things, reducing the liquidity and market price of the common stock and reducing the number of investors willing to hold or acquire the
common stock.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
The following table contains information about our purchases of equity securities during the second quarter of 2017:

Period

Total Number of
Shares
Purchased (1)

Average
Price Paid
per Share

April 1-30, 2017
60,030 $
1.28
May 1-31, 2017
— $
—
June 1-30, 2017
— $
—
Total
60,030 $
1.28
(1) Represents shares withheld to offset withholding taxes upon the vesting of unvested shares.

Total Number of
Shares Purchased
as Part of a Publicly
Announced Plan (2)

—
—
—

Maximum Dollar
Amount that May
Yet Be Spent
Under the Plan

$
$
$

11,437,538
11,437,538
11,437,538

—

(2) The Board does not anticipate purchasing any shares of our common stock through our stock repurchase program that was publicly announced
in August 2014 for the foreseeable future. Under this program, from which shares can be purchased in the open market, our Board of Directors has
authorized us to spend up to $20.0 million to repurchase shares of our outstanding common stock. As of June 30, 2017, we have repurchased 1.5
million shares and spent $11.4 million under the 2014 stock repurchase program. Through June 30, 2017, we had repurchased a total of 67.9
million shares at an average price of $18.10 per share under all current and previous repurchase programs.
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Item 6. Exhibits
Exhibit
No.

Description of Exhibit

*31.1

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

*31.2

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

*32.1

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

*32.2

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

*101

XBRL Instance Document.

*Filed or furnished herewith
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Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.
HARTE HANKS, INC.
October 2, 2017

/s/ Karen A. Puckett

Date

Karen A. Puckett
President and Chief Executive Officer

October 2, 2017

/s/ Robert L. R. Munden

Date

Robert L. R. Munden
Executive Vice President, Chief Financial Officer,
and General Counsel and Secretary

October 2, 2017

/s/ Carlos M. Alvarado

Date

Carlos M. Alvarado
Vice President, Finance and
Corporate Controller
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Exhibit 31.1
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Karen A. Puckett, President and Chief Executive Officer of Harte Hanks, Inc. (the “Company”), hereby certify that:
1.

I have reviewed this quarterly report on Form 10-Q of the Company;

2.

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

3.

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

4.

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

5.

a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;

b)

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

d)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
function):
a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal controls over financial reporting.
October 2, 2017

/s/ Karen A. Puckett

Date

Karen A. Puckett
President and Chief Executive Officer

Exhibit 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Robert L. R. Munden, Executive Vice President, Chief Financial Officer, and General Counsel and Secretary of Harte Hanks, Inc. (the
“Company”), certify that:
1.

I have reviewed this quarterly report on Form 10-Q of the Company;

2.

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

3.

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

4.

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

5.

a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to
us by others within those entities, particularly during the period in which this report is being prepared;

b)

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

d)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
function):
a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal controls over financial reporting.
October 2, 2017

/s/ Robert L. R. Munden

Date

Robert L. R. Munden
Executive Vice President, Chief Financial Officer,
and General Counsel and Secretary

Exhibit 32.1
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Karen A. Puckett, President and Chief Executive Officer of Harte Hanks, Inc. (the “Company”), hereby certify that the accompanying report on
Form 10-Q for the quarter ended June 30, 2017 and filed with the Securities and Exchange Commission on the date hereof pursuant to
Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934 (the “Report”) by the Company fully complies with the requirements of those
sections.
I further certify that, based on my knowledge, the information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.
October 2, 2017

/s/ Karen A. Puckett

Date

Karen A. Puckett
President and Chief Executive Officer

Note: This certification accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent
required by the Sarbanes-Oxley Act of 2002, be deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934,
as amended.

Exhibit 32.2
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Robert L. R. Munden, Executive Vice President, Chief Financial Officer, and General Counsel and Secretary of Harte Hanks, Inc. (the
“Company”), hereby certify that the accompanying report on Form 10-Q for the quarter ended June 30, 2017 and filed with the Securities and
Exchange Commission on the date hereof pursuant to Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934 (the “Report”) by the
Company fully complies with the requirements of those sections.
I further certify that, based on my knowledge, the information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.
October 2, 2017

/s/ Robert L. R. Munden

Date

Robert L. R. Munden
Executive Vice President, Chief Financial Officer,
and General Counsel and Secretary

Note: This certification accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent
required by the Sarbanes-Oxley Act of 2002, be deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934,
as amended.

